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Summary 

At the beginning of this Parliament the Health Committee undertook to conduct an 
annual review of the consequences of the Government’s public expenditure plans for the 
health and care system. The Committee has been monitoring the effect of the “Nicholson 
Challenge” — the commitment in the 2010 Spending Review to achieve, in effect, efficiency 
gains of 4% year on year in the NHS, to allow the service to meet rising demand out of a 
budget which in real terms is broadly stable. 

In its previous reports the Committee has taken the consistent view that the Nicholson 
Challenge can only be achieved by making fundamental changes to the way that care is 
delivered. Only through a new commitment to integration of the different strands of health 
and social; care can the economic requirements of the Nicholson Challenge and the 
broader objectives of enhancing the quality of health and care services can be met. In this 
report the Committee has examined the reported achievements of the Nicholson Challenge 
in its first full year of operation and sets out its findings in respect of the efficiency gains 
being made and the progress in integration of health and social care systems. 

The Committee received evidence of significant upward cost pressures on NHS services 
and ever tighter financial constraints on local authority social service departments. Real-
terms increases in the health budget over the remainder of the Spending Review period 
cannot be guaranteed, and the Committee’s working assumption is that real-terms annual 
expenditure on health and care services until 2014–15 will show little if any variation from 
the 2010–11 baseline. The reorganisation of NHS commissioning and management 
structures under the Health and Social Care Act 2012 has also had an impact on the NHS 
budget, with transition costs estimated at between £1.5 and £1.6 billion. 

Successive governments have attributed a high priority to the development of health and 
care services, with the result that they now represent by far the largest public service 
commitment of taxpayer resources, and are therefore inevitably affected by the political 
choices made by the Government. Although decisions about public expenditure levels and 
priorities beyond 2014–15 remain open, the Committee received no evidence to indicate 
that trends in the pressure on the NHS will be alleviated by any significant net increase in 
annual funding for the NHS or for local authority care services after the end of the present 
Spending Review period in 2015. Given these trends, the only way to sustain or improve 
present NHS service levels will be to continue the Nicholson Challenge disciplines after 
2015, focusing on better service delivery through genuine and sustained integration of 
services. 

Too often, however, the measures used to respond to the Nicholson Challenge represent 
short-term fixes rather than long-term service transformation. Although it is certainly true 
that public sector pay restraint has the short-term effect of reducing the cost of service 
provision to the NHS, the Committee does not accept that it can be regarded as a 
sustainable form of efficiency gain. Sustainable efficiency gain involves securing improved 
quality or value for a given expenditure – it is not delivered by simply suppressing staff 
salaries. Nor can genuine efficiency gains be found simply in reducing the tariffs paid by 
NHS Commissioners to NHS Providers, unless such a tariff reduction results in a genuine 
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change in the way care is delivered on the part of the Provider. There is little evidence that 
tariff reductions are resulting in real and effective changes in care delivery. 

The Committee remains of the view that sustaining the breadth and quality of health and 
care services can only be achieved through a fully integrated approach to commissioning in 
each area, dependent on local circumstances. 

The Committee examined the circumstances in which the NHS budget was underspent in 
2011–12 and the operation of accounting rules which have led to claims that significant 
sums allocated for health services have been ‘handed back’ from the Department of Health 
to the Treasury. While assurances have been given that funds passed from the Department 
into the NHS commissioning and provider system remain within that system for use in 
future years, the use of such funds remains subject to strict overall ceilings on expenditure 
on the health system, policed by the Department. While the Committee heard that 
underspending of budgets has been common practice in the NHS under the present and 
previous administrations, it is clear that excessive inflexibility around year-end financial 
controls risks re-introducing into the NHS a perverse incentive to spend a budget against a 
year-end deadline rather than to use the budget to seek an optimal outcome. In a period of 
unprecedented budgetary challenge, this is particularly damaging. NHS bodies must have 
greater flexibility to use the reserves they have built up to invest in service change, and the 
Committee calls on the Department, the NHS Commissioning Board and the Treasury to 
review the operation of all relevant accounting policies and rules governing revenue and 
capital expenditure on health services. The rules around budget exchange as they relate to 
NHS Providers are unnecessarily inflexible, and the Committee believes that Department 
of Health controls on the use of reserves by NHS Providers should be abolished to 
encourage investment in necessary service change. 

The Committee renews its criticism of the Government’s approach to meeting the 
Nicholson Challenge of efficiency gains, considering that it is not sufficiently focused on 
achieving the transformational change required. NHS organisations still seem to be 
prioritising short-term savings to meet in-year financial objectives, rather than planning 
service changes to meet overall financial and quality objectives. A recent analysis by the 
National Audit Office bears out many of the Committee’s concerns. The Committee is 
critical of the apparent readiness of NHS bodies to plan for sustainable efficiency on the 
basis of present trends in NHS pay relative to pay trends elsewhere in the economy. 
Similarly, counting cuts to the NHS asset base as efficiency savings risks distorting the 
priorities which the Nicholson Challenge has set, and further restrictions on tariff 
payments to providers without a corresponding focus on service transformation and 
integration risk resulting in the short-term salami-slicing of existing services. The 
Committee finds it inconceivable that genuine transformational change in health and care 
services can be delivered if planning proceeds within traditional provider and 
commissioner silos, and doubts whether, on current progress, the predicted savings 
through transforming and integrating NHS services can be fully realised by the end of the 
Nicholson Challenge period. 

The Committee welcomes the recent endorsement by the Government of the key 
principles for future social care funding established by the Dilnot Commission and its 
commitment to introduce the necessary primary legislation. The Committee will wish to 
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review the implications of the Government’s proposal to introduce the cap on individual 
contributions to care costs at a higher level than the maximum recommended by Dilnot. 
Looking forward, the Committee recommends that the new health and wellbeing boards 
should develop as the local forums where interested parties can plan the evolution of the 
future shape of integrated health and care services and can ensure that new funds for care 
services are not locked into existing static models of care provision. These boards, and the 
new clinical commissioning groups, should be formally charged with demonstrating how 
they will fashion a commissioning process to deliver fully integrated local health, social 
care and social housing services. This is the best way to provide services to treat people and 
adapt to their needs, rather than providing services which merely treat conditions. 

The Committee recommends that the Government introduce a ring fence to protect the 
current level of real-terms funding available to social care: this should promote integration 
of health and care systems by supporting a flexible and responsible health and care 
economy properly responsive to local priorities rather than a system in which separate 
funding streams and differing objectives must always be negotiated. 
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1 Introduction 
1. The Committee said at the beginning of this Parliament that it would conduct an annual 
review of the consequences of the Government’s public expenditure plans for the health 
and care system. It did so partly because oversight of public expenditure is at the heart of 
the historic function of Parliament, but also because the 2010 Spending Review committed 
the Government to achieve annual efficiency gains in health and social care delivery which 
are on a scale which is completely unprecedented either in the UK or in any other 
advanced country. The Committee described these planned efficiency gains as the 
“Nicholson Challenge” because they were first articulated by Sir David Nicholson in his 
Chief Executive’s Review of the NHS in May 2009. At that time Sir David and other NHS 
leaders spoke of the need to achieve efficiencies of between £15 and £20 billion; the 
Committee has preferred to interpret the Nicholson Challenge as 4% year on year 
efficiency gains – to allow the NHS to meet rising demand out of a budget that is broadly 
stable in real terms. Whichever formulation is used, it is progress towards delivering the 
Nicholson Challenge which will determine whether the Government will be able to deliver 
its objective of meeting rising demand for care without significant real terms growth of the 
health budget. 

2. The Committee’s reports published in December 2010 and January 2012 both reviewed 
progress towards the delivery of these objectives and reached broadly similar conclusions. 
As the Committee reported in January 2012: “the Nicholson Challenge can only be 
achieved by making fundamental changes to the way that care is delivered”.2 In particular, 
the Committee has repeatedly stressed its view that it is only through a new commitment 
to integration of the different strands of health and social care that either the economic 
objectives of the Nicholson Challenge or broader objectives of service quality enhancement 
can be met. 

3. In its terms of reference for the present inquiry, published on 13 September 2012, the 
Committee announced its intention to examine evidence on the following themes, many of 
which continue the themes of its previous inquiries into this subject during this 
Parliament: 

• The plans being made by NHS bodies to enable them to meet the Nicholson 
Challenge 

• Where changes are being proposed, and whether the NHS is succeeding in making 
efficiency gains rather than cuts 

• The cost of the continuing reorganisation of NHS structures in line with the 
provisions of the Health and Social Care Act 2012 

• The prospects for the long-term viability of NHS Trusts and NHS Foundation 
Trusts given (a) the 2010 spending review settlement and (b) financial 
commitments incurred under the Private Finance Initiative 

 
2 Health Committee, Thirteenth Report of Session 2010–12, Public expenditure, HC 1499-I, paragraph 9 
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• The impact on the provision of adult social care of the 2010 spending review 
settlement 

• The impact on NHS plans of decisions currently being made by local authorities 

• The ability of local authorities to make the necessary efficiency savings 

• The use of the additional funding for social care being made available through the 
NHS budget 

• Progress on making efficiencies through the integration of health and social care 
services. 

4. We undertook our inquiry half way through the second full year of the Nicholson 
Challenge, and have examined the reported achievements of the Challenge against its 
objectives in its first full year of operation. We set out in this report our findings in respect 
of the efficiency gains being made and the progress being achieved in developing greater 
integration of the health and social care systems. 

5. The Committee received written evidence from 25 individuals or bodies, and took oral 
evidence from Mike Farrar, Chief Executive, and Jo Webber, Deputy Policy Director of the 
NHS Confederation, Councillor David Rogers OBE, Chair, Community Wellbeing Board, 
and Andrew Cozens CBE, Strategic Adviser, Children, Adults and Health Services, Local 
Government Association, John Jackson, Chair, Resources Network, Association of 
Directors of Adult Social Services (ADASS, Chris Hopson, Chief Executive, Foundation 
Trust Network and chief executives of three NHS Foundation Trusts, Sir David Nicholson 
KCB CBE, Chief Executive, National Health Service and Chief Executive-designate of the 
NHS Commissioning Board and David Flory CBE, Director General of NHS Finance, 
Performance and Operations, Rt Hon Jeremy Hunt MP, Secretary of State for Health, Una 
O’Brien CB, Permanent Secretary, Richard Douglas CB, Director General of Policy, 
Strategy and Finance and Shaun Gallagher, Acting Director General for Social Care, Local 
Government and Care Partnerships, Department of Health. 

6. We also report on the evidence we took in the summer of 2012 to follow up on the 
Government’s implementation of the recommendations of our report on Social Care 
issued in early 2012.3 We held three evidence sessions, during which we heard from 
Richard Humphries, Senior Fellow (Social Care), The King’s Fund, Dr José-Luis 
Fernández, Principal Research Fellow, Personal Social Services Research Unit, London 
School of Economics and Political Science, Dr Ros Altmann, Director-General, Saga 
Group, Anita Charlesworth, Chief Economist, The Nuffield Trust, Dr Peter Melton, 
Accountable Officer and Geoff Lake, Adult Social Care Strategic Advisor, North East 
Lincolnshire Care Trust Plus, Geoff Alltimes CBE, Chair, Local Government Health 
Transition Task Group, Andrew Cozens CBE, Strategic Adviser, Children, Adults and 
Health Services, Local Government Association, the then Secretary of State, Rt Hon 
Andrew Lansley CBE MP and Shaun Gallagher, Acting Director General of Social Care, 
Department of Health. In addition we held a seminar with our specialist adviser, Professor 

 
3 Health Committee, Fourteenth Report of Session 2010–12, Social Care, HC 1583-I 
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Gerald Wistow, Visiting Professor in Social Policy at the London School of Economics, and 
representatives of the Local Government Association and the Institute for Fiscal Studies. 

7. In November 2012 we visited Denmark and Sweden to examine arrangements for the 
integration of health and social care systems in each country, meeting officials and 
representatives of central and local government and representatives of care providers, 
think-tanks and non-governmental organisations. 

8. We are grateful to all our witnesses for their assistance, and particularly to Professor 
Wistow who has advised us in respect of both inquiries. 
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2 Funding for health and social care; the 
story so far in this Parliament 

Context 

9. Health service planning in this decade is taking place against the background of 
unprecedentedly constrained resources. Furthermore the effect of these constraints on 
health spending is being compounded by the impact of even tighter financial constraints in 
local authority social service departments. There is a clear risk that social service spending 
constraints will impede the development of the community-based services which are 
required to provide improved care and support within the community; failure to develop 
such services would critically undermine both the quality of care provided to individual 
citizens and the ability of the system as a whole to respond to increased demand. 

10. The Committee welcomed the announcement in the 2010 Spending Review that by 
2014–15 £1.0 billion of NHS spending per year would be transferred, subject to controls, to 
social care authorities.4 This institutionalised resource transfer reflects a system-wide 
requirement to refocus priorities on care and support and early or preventative 
interventions. The argument in favour of this resource transfer is sometimes expressed as 
being a “requirement to save money in the acute sector”. This formulation misses the 
point. It is certainly true that effective early diagnosis and intervention relieves pressures in 
the acute sector, but such relief comes about through a reduced incidence of acute illness. 
In other words the case for shifting the focus towards community based services, and 
safeguarding the development of social care is rooted in the desire to improve outcomes for 
patients – it is not a crude exercise in “saving money”. 

11. As was the case last year5, however, we received evidence that the money transferred 
from the NHS to social care authorities was in part used to subsidise the current level of 
service rather than to provide new services. The NHS Confederation told us that just over 
18% of the money transferred in 2011–12 was used to maintain eligibility criteria6, while 
the LGA and ADASS quoted the ADASS budget survey showing that “in 2012–13, £284 
million [of money transferred from the NHS] has been used to offset pressures and cuts to 
services, £148 million has been invested in new social care services and £149 million has 
been allocated to working budgets”7. 

12. We received substantial evidence from a number of sources about the financial 
challenges facing NHS bodies in the Spending Review period. The NHS Confederation 
confirmed that the anticipated pressures on the NHS in that year had materialised: in a 
survey of 252 chairs and chief executives of NHS bodies represented by the Confederation 
which was undertaken in April and May 2012, it reported that 28% of respondents had 
described the current financial position as “the worst they had ever experienced” while a 

 
4 HM Treasury, Spending Review 2010, October 2010, Cm 7942, paragraphs 2.10 and 2.14–15, and Table 2.3. 

5 Health Committee, Public Expenditure, HC 1499, paragraph 85. 

6 Ev 105 

7 Ev 108 
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further 46% had said that the position was “very serious”.8 85% of those surveyed expected 
financial pressures to get worse in 2012–13. 

13. The Confederation indicated the principal drivers of upward cost pressures: 

A significant proportion of the inexorably rising demand for healthcare is caused by 
demographic pressures. We have both ageing populations requiring more care for 
longer as they live with an increasing burden of disease and a birth rate which has 
risen by 22% in a decade. Demographic pressures are likely to cost the NHS around 
£1.1–1.4 billion extra each year (at 2010/11 prices) up to 2017.9  

Demand for care would be further increased by “lifestyle risk factors, such as poor diets, 
and the resulting illnesses; more effective treatments for seriously ill children, meaning 
some survive to adulthood with multiple disabilities and complex, expensive care 
requirements; and patients’ growing expectations as treatments and technologies 
advance.”.10 

14. The Foundation Trust Network reported to us the outcome of a survey of its member 
Trusts, which found that providers in the foundation trust sector were experiencing 
“significant” increases in demand and significant pressures from rising costs of pay, drugs 
and supplies and demand for non-elective treatments.11 

NHS resources beyond 2014–15 

15. Successive governments have attributed a high priority to the development of health 
and care services with the result that they now represent by far the largest public service 
commitment of taxpayer resources, and they are therefore inevitably affected by the 
political choices made by Government. Although decisions about public expenditure levels 
and priorities beyond 2014–15 remain open, and will ultimately be the responsibility of the 
next Parliament, the Committee received no evidence to indicate that there is likely to be 
any significant increase in public expenditure on health and care services after the end of 
the present Spending Review period. Financial projections arising from the Chancellor’s 
2012 Autumn Statement do not indicate any scope for loosening of present fiscal 
disciplines, and we doubt that any spending review conducted in this Parliament will result 
in significantly greater allocations to the Department of Health. Equally, we see no 
evidence for the levelling off of demand for health services and the upward cost pressures 
on the NHS outlined above. 

16. The present QIPP plans submitted by NHS bodies cover efficiencies to be made – equal 
or better services to be delivered with fewer resources – up to 2014–15. In our view it 
would be unwise for the NHS to rely on any significant net increase in annual funding 
in 2015–16 and beyond. Given trends in cost and demand pressures, the only way to 
sustain or improve present service levels in the NHS will be to continue the disciplines 

 
8 Ev 100, paragraph 2.2 

9 Ibid., paragraph 2.3 

10 Ibid. 

11 Ev 81 
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of the Nicholson Challenge after 2015, focusing on a transformation of care through 
genuine and sustained service integration. 

Our general findings 

17. As we concluded in January 2012, the system will only respond successfully to the 
Nicholson Challenge if it is committed to making fundamental changes to the way care is 
delivered. We see no reason to vary this conclusion, and we note that the National Audit 
Office, in its December 2012 report on progress in making NHS efficiency savings, also 
observed that “there is a broad consensus that changing how health services are provided is 
key to a financially sustainable NHS”.12 

18. The NAO made the following observation on the nature of the efficiency savings being 
made to date: 

Evidence indicates that the NHS has taken limited action to date to transform 
services. There are a number of challenges to delivering service transformation. 
Changes take time to implement and may initially cost, rather than save, money. In 
2011–12, the proportion of cash-releasing savings reinvested in transforming 
services varied and there is no evidence of a shift in staff from the acute to the 
community sector.13 

19. The evidence presented to the Committee demonstrates that the measures currently 
being used to respond to the Nicholson Challenge too often represent short-term fixes 
rather than the long-term transformations which the service needs. 

Sources of efficiency gains 

20. The Department told us that in the first year of the efficiency programme £5.8 billion of 
efficiency gains had been made. The NAO concluded that £3.25 billion of the total claimed 
savings of £5.8 billion14 were either generated by reducing tariff payments to NHS 
Providers or they were the consequence of the public sector pay freeze.15 

21. The NAO also calculated that around £520 million of the savings for 2011–12 were 
one-off savings, meaning “the NHS will have to find replacement savings in future years”, 
as the efficiency target is based on recurrent savings.16 The Department accepted that this 
was the case, and did not in its initial evidence to us give a figure for the saving from 
transformational change for this first period: 

NHS performance in 2011–12 was strong, with savings delivered through central 
actions on pay, administration savings and on improvements in organisational 
efficiency, levered through the tariff. The NHS always recognised that, in order to 

 
12 National Audit Office, Progress in making NHS efficiency savings, 13 December 2012, HC 686, p8 

13 Ibid. 

14 Ev 60, paragraph 4 

15 Progress in making NHS efficiency savings, p6 

16 Ibid. 
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sustain the pace of progress, savings in the later years of the QIPP period will need to 
be increasingly focussed on service transformation.17 

22. Since we took evidence from the Secretary of State and Department of Health officials 
in November 2012, the Department have told the Public Accounts Committee that 
aggregate efficiency gains attributable to transformational change amounting to £875 
million will have been made by the end of the second year of the programme in March 
2013.18 

23. Although the Department told us that “the Government has been clear that savings 
from transformational change will be weighted towards the later years of the Spending 
Review to ensure that appropriate clinical leadership and local engagement takes place”,19 it 
is not clear to us how sufficient gains can be made in the last two years of the Spending 
Review period without a significant step-change in the approach of the Department and 
the NHS to achieving service transformation. 

24. Although it is certainly true that public sector pay restraint has the short term effect 
of reducing the cost of service provision to the NHS budget, the Committee does not 
accept that can be regarded as a sustainable form of efficiency gain. Sustainable 
efficiency gain involves securing improved quality or value for a given expenditure – it 
is not delivered by simply suppressing staff salaries alone. 

25. Still less is efficiency gain secured for the NHS by reducing the tariff paid by an NHS 
Commissioner to an NHS Provider. Tariff payments are internal transfers; they only 
result in efficiency gain for the NHS if the NHS Provider changes the way care is 
delivered. The Committee is concerned that it has received insufficient evidence of such 
service change by NHS Providers; it is also concerned that both NHS Management and 
ministers appear to be convinced that changing an internal transfer payment 
constitutes a form of efficiency gain. 

Integration of health and social care  

26. The one approach that appears to provide an opportunity to make a significant 
difference, both in the quality of the service delivered and in leveraging the funding needed 
to provide quality services, is to see health and social care as one service, not two, and 
commission and provide them accordingly. This is a conclusion the Committee has 
reached previously and often. 

27. In our January 2012 report on public expenditure, we said: 

While the separate governance and funding systems make full-scale integration a 
challenging prospect, health and social care must be seen as two aspects of the same 
service and planned together in every area for there to be any chance of a high quality 

 
17 Ev 70, paragraph 7 

18 Evidence taken before the Public Accounts Committee, 14 January 2013, HC 865-i, Q 54 

19 Ev 61, paragraph 11 
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and efficient service being provided which meets the needs of the local population 
within the funding available.20 

28. We pursued this theme, in our February 2012 report on social care. The Committee 
concluded in that report that integrated services need a fully integrated approach to 
commissioning in each area, with the precise model depending on local circumstances.21 

29. On funding, the Committee quoted the Dilnot Commission’s view (specifically in 
relation to older people) that separate funding streams for heath, social care and welfare 
mean that resources are allocated inefficiently, and said that: 

At a time of scarce resources and rising demand the Committee believes that this 
structural inefficiency, which has been recognised for decades, can no longer be 
ducked. Too much is spent treating preventable injuries like falls, which can have a 
catastrophic impact on the lives of older people, some of whom may never regain 
independence again. If we are to create a sustainable, high quality support system for 
older people, commissioners need to rebalance the entire expenditure on services for 
older people across the NHS, social care, housing and welfare. This will be a process, 
rather than an event; the purpose of creating integrated commissioners, is to create 
agents within the system who have both the ability and the incentive to drive the 
necessary process of fundamental change in service provision.22 

30. Our recommendation was made in reference to services for older people, but the 
principle stands for health and social care provision in general. At a time when steadily 
rising demand for health and care services needs to be met within very modest real 
terms funding increases for the NHS and even tighter resource constraints on social 
care, the Committee remains convinced that the breadth and quality of services will 
only be maintained and improved through the full integration of commissioning 
activity across health and social care. 

31. In the sections below, the Committee comments on Government funding for the NHS 
in 2011–12, evidence of the efficiency gains being made, and on ways of integrating 
funding and services. 

 
20 Health Committee, Public expenditure, HC 1499-I, paragraph 13 

21 Health Committee, Social Care, HC 1583-I, paragraph 36 

22 Ibid., paragraph 76. 
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3 Expenditure on the NHS in 2011–12 

A real-terms increase? 

32. In our two previous reports we discussed whether the Government’s commitment to 
increase cash funding on the NHS by £12.5 billion between a 2010–11 baseline and 2014–
15 represented a real-terms increase in funding. In 2012 we concluded that “what real-
terms growth there may be in the settlement is negligible at best”, and recognised that “at 
the same time demand is increasing due to demographic pressures, public expectations and 
medical advances”.23 

33. The reorganisation of the NHS Commissioning and management structure prompted 
by the Health and Social Care Act also has an impact the NHS budget; the Department’s 
latest estimate is that the transition costs of these management changes will be £1.5 to £1.6 
billion24. 

34. In the Spending Review 2010 the Government included in the settlement for the 
Department of Health “real terms increases in overall NHS funding each year to meet the 
Government’s commitment on health spending, with total spending growing by 0.4 per 
cent over the Spending Review period”.25 In its response to our report of January 2011, the 
Government set out the Department’s projections for expenditure on the NHS in each year 
of the Spending Review period, including its calculations of average annual real-terms 
growth in the sums budgeted for spending on health services: this showed a year-on-year 
increase in the total departmental expenditure limit (DEL) of 0.1% in each financial year to 
2014–15. 

35. There has been considerable debate recently over the Government’s commitment to 
increase real-terms funding for health services: the Treasury’s Public Expenditure 
Statistical Analyses 2012, published in July 2012, appeared to show that, in real terms, 
actual expenditure on the NHS had in fact decreased between 2010–11 and 2011–12.26 

36. The Chair of the UK Statistics Authority (UKSA), Andrew Dilnot CBE, wrote to the 
Secretary of State on 4 December 2012 to invite him to clarify his statement made in the 
House of Commons on 23 October 2012 that “real-terms spending on the NHS has 
increased across the country”.27 While UKSA had determined that, on the basis of Treasury 
figures published in the Public Spending Statistics series, real terms expenditure on the 
NHS was lower in 2009–10 than it was in 2011–12, Mr Dilnot acknowledged that the 
changes were small and that different official publications quoted differing expenditure 

 
23 Health Committee, Public expenditure, HC 1499, paragraph 14. 

24 Ev 69, Table 3. 

25 Spending Review 2010, Cm 7942, paragraph 2.10  

26 HM Treasury, Public Expenditure Statistical Analyses 2012, Cm 8376, table 1.8 

27 Letter from Andrew Dilnot CBE, Chair of the UK Statistics Authority, to Rt Hon Jeremy Hunt MP, Secretary of State 
for Health, 4 December 2012, published at www.statisticsauthority.gov.uk  
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figures. He considered that “it might also be fair to say that real terms expenditure had 
changed little over this period.”28 

37. Richard Douglas CB, Director General of Policy, Strategy and Finance at the 
Department of Health, suggested to us that the Treasury figures of July 2012, which 
indicated a small real terms reduction in actual expenditure, were based on provisional 
returns, and that when the Department’s accounts were audited and approved “the 
numbers had changed, and it was then a small real-terms increase”.29 Elsewhere, however, 
Mr Douglas indicated that the Department was “holding spend at, broadly, flat real 
terms”.30 

38. We have previously pointed out that the real-terms increase in annual budgets for 
health expenditure in each year of the Spending Review period cannot be guaranteed.31 The 
calculation of such increases is dependent upon the GDP deflator, which is now 
determined by the independent Office for Budgetary Responsibility on the basis of its 
assessment of economic performance. Similarly, calculation of real-terms changes in actual 
expenditure are also dependent on the GDP deflator. 

39. Based on this evidence our working assumption is that annual spending on health 
services in real terms will show little if any variation above or below the 2010–11 
baseline. 

Budgetary underspends and accounting rules 

40. In 2011–12 the Department of Health was authorised to spend £106.8bn (£102.4bn in 
revenue expenditure and £4.4bn in capital expenditure), but in fact reported outturn 
expenditure (by the central Department and NHS bodies) of only £105.4bn (£101.6bn 
revenue and £3.8bn capital). The difference between budget limit and outturn expenditure 
was £1.4bn, or 1.3% of the total; it was reported in some quarters that, since this amount 
had not been spent in-year, the Department had ‘handed it back’ to the Treasury. Given the 
tight financial settlement faced by the Department, the underspend in 2011–12 attracted 
adverse comment. 

41. We examined the issue with the NHS Chief Executive and Deputy Chief Executive, Sir 
David Nicholson and David Flory, as well as with the Secretary of State for Health and 
Richard Douglas. The Secretary of State told us that a proportion of the underspend had 
been carried forward to 2012–13 by the Treasury accounting procedure known as ‘budget 
exchange’, whereby Departments anticipating DEL underspends in one year can agree to 
an effective reduction in DEL in that year and a corresponding increase in DEL in the 
following year.32 

 
28 Ibid. 

29 Q 276 

30 Q 225 

31 Health Committee, Second Report of Session 2010–12, Public expenditure, HC 512, paragraph 52 

32 Q 252 
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42. The Department has set out the accounting principles in greater detail.33 Put simply, the 
Departmental Expenditure Limits (DELs) assigned to the Department by the Treasury 
prescribe the maximum level of expenditure permitted for revenue and capital expenditure 
across the range of NHS bodies for which the Department of Health is responsible. 

43. NHS providers – trusts and foundation trusts – received around £61bn as payments 
from NHS commissioners of acute services. Annual surpluses and deficits generated by 
NHS providers are credited or charged to the Provider’s reserves, and counted as, 
respectively, underspends and overspends against the Department’s DEL for that year. 
Subject to the regulations operated by Monitor, Providers’ reserves provide them with 
working headroom in future years. Capital expenditure by NHS providers, whether funded 
out of reserves or from capital allocations or borrowing, will also count against the 
Department’s DEL. 

44. Whatever the movement of reserves within individual NHS bodies (either 
commissioners or providers) the Department must maintain overall NHS expenditure in 
each financial year within its separate DEL allocations for revenue and capital. The system 
of budget exchange, introduced in the 2011 Budget to replace the system of end-year 
flexibility, allows departments which have foreseen larger than necessary DEL underspends 
by December in a financial year to seek to transfer a proportion of the DEL for expenditure 
in the next financial year.34 The Department of Health is permitted to transfer up to 0.75% 
of its revenue DEL and 1.5% of its capital DEL from one year to the next.35 In 2011–12 the 
Department chose to transfer £316 million from its DEL — £250 million of its resource 
DEL and £66 million of its capital DEL — for expenditure in 2012–13. The RDEL transfer 
was based on “a prudent assessment of the forecast underspend in December 2011” and 
the CDEL transfer was the maximum sum permitted for transfers of capital DEL.36 

Department of Health policy on underspends and budget exchange 

45. The Department considers it “prudent to plan for a modest underspend [of DEL] to 
mitigate against unexpected cost pressures, while balancing at the same time against 
excessive underspends”.37 It considers that an underspend on DEL of around 1.5% at year 
end is “consistent with an appropriate level of prudential financial management”, and 
points out that underspends in the three years prior to 2010–11 averaged £2bn.38 1.5% of 
the Department’s total DEL in 2011–12 (£106.4bn) is equivalent to £1.6bn. 

46. Richard Douglas told us that NHS organisations which had made surpluses in one 
financial year would be entitled to draw them down in subsequent financial years. The 
principles governing the operation of surpluses in NHS commissioning bodies in 2011–12 
were set out in the NHS Operating Framework for that year: 

 
33 Ev 72, paragraphs 17–23 

34 HM Treasury, Budget 2011, HC 836, paragraph. 2.9 

35 Ev 72, paragraph 31  

36 Department of Health Annual Report and Accounts 2011–12, HC 66, paragraphs 3.8 and 3.18 

37 Ev 72, paragraph 10 

38 Ibid., paragraphs 12–13 
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During 2010/11, the PCT/SHA sector has continued to deploy the revenue surplus, 
which has built up over the last few years, while maintaining a strong financial 
position. 

As we move forward into a period of significant change, the emphasis of the NHS 
financial strategy will be to ensure that PCTs and SHAs are in the best possible 
position to implement the objectives of Equity and excellence: Liberating the NHS. 
This will mean that PCTs and SHAs should continue to maintain a strong financial 
position underpinned by demonstrable financial flexibility. 

In line with current policy, the aggregate surplus delivered in 2010/11 by SHAs and 
PCTs will be carried forward to 2011/12 and continue to be available to those 
organisations. In 2011/12, the expected drawdown of surplus will be up to £150 
million with the additional expectation that this drawdown will come from the PCT 
sector surplus. SHAs will determine and agree with the Department of Health the 
level of aggregate PCT/SHA sector surplus for their area to be delivered in 2011/12 
and how that agreed surplus is distributed between their PCTs and themselves. 

The Department continues to require that no PCT will plan for an operating deficit 
in 2011/12. NHS trust operating deficits will only be accepted where this is part of a 
planned recovery path agreed with the relevant SHA and the Department.39 

47. Surplus policy for clinical commissioning groups (CCGs) in operation from 1 April 
2013 is more prescriptive. The operating framework for 2013/14 published by the NHS 
Commissioning Board requires commissioning organisations to “plan to make a 
cumulative surplus at the end of 2013/14 of at least 1 per cent of revenue, including any 
historic surplus [from predecessor PCTs] not drawn down”, to be carried forward into 
2014/15.40 Commissioning bodies are required to be in 2 per cent recurrent surplus by 31 
March 2014.41 

48. As the Secretary of State has pointed out to us, NHS budgets were underspent “in the 
previous four years under the previous Government . . . that is a normal part of what 
happens.”42 Richard Douglas confirmed that the Department continues to adopt this 
approach: “when you cannot overspend, it is inevitable that you will underspend”.43 

49. We do not however accept that this is the end of the argument. Excessive inflexibility, 
in particular around year-end controls, runs the risk of re-introducing a perverse incentive 
to spend budget against a year-end deadline rather than seek the optimal outcome. This is 
particularly damaging at a time when the health and care system faces the need to invest in 
service change to respond to the Nicholson Challenge. Greater flexibility, in particular for 
NHS Providers, to use reserves to invest in service change would represent a small but 
significant step to enable providers to facilitate change. 

 
39 NHS Operating Framework 2011/12, paragraphs 5.1 – 5.4. 

40 NHS Commissioning Board, Everyone Counts: Planning for Patients 2013/14, December 2012, paragraph 3.19 

41 Ibid., paragraph 3.23 

42 Q 275 

43 Q 252 
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50. The introduction of new arrangements for allocating and distributing funds to 
commissioners in April 2013 seems to us to present an opportunity for the Department to 
revise its approach to financial planning and budgeting. 

51. We recommend that the Department of Health, the NHS Commissioning Board 
and the Treasury review the operation of accounting policies and rules which apply to 
revenue and capital expenditure on health services. 

52. The Committee is particularly concerned that the rules around budget exchange for 
NHS Providers are unnecessarily inflexible. Provided NHS Commissioners are subject 
to effective expenditure control, and provided also that Monitor is able to exercise 
effective control over recurrent deficits in NHS Providers, the Committee believes that 
the controls on the use of reserves by NHS Providers should be abolished to encourage 
Providers to invest in necessary service change.  
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4 Meeting the Nicholson Challenge to 
2015 and beyond 
53. The Government’s view has consistently been that the Nicholson Challenge should be 
addressed in three ways: 

• Nationally-driven changes (reductions in Departmental central budgets, pay 
restraint, reductions in administrative costs of departmental arms-length bodies, 
clustering and abolition of primary care trusts and strategic health authorities) – to 
account for approximately 40% of total savings (up to £8bn) 

• Provider-driven changes (greater efficiency and productivity in NHS trusts and 
NHS foundation trusts) – to account for a further 40% of total savings (up to £8bn) 

• Transformational changes (redesign of services to reduce costs and improve the 
quality of care) – to account for the remaining 20% of total savings (up to £4bn by 
2014–15).44 

54. The Committee has already referred at paragraphs 23 and 24 to its reservations about 
this approach. While nationally driven initiatives have certainly produced some short 
term cost savings and may have produced some sustainable efficiency gains, the 
response to the Nicholson Challenge necessarily involves large scale transformational 
change. The Committee believes that the case for this transformational change needs to 
be better made and better understood. 

Our findings in 2012 

55. In our previous inquiry into public expenditure, which reported in January 2012, we 
noted a number of recurring concerns, many of which shared a common theme: a 
disconnect between the views of those responsible for delivering services and the relative 
optimism expressed by the Government. 

56. In particular we were concerned to receive evidence which suggested that NHS 
organisations were according the highest priority to achieving short-term savings which 
allowed them to meet in-year financial objectives at the expense of planning service 
changes which would allow them to meet the financial and quality objectives to be required 
of them later in the Spending Review period.45 We warned NHS bodies against making 
savings through ‘salami-slicing’ existing processes rather than rethinking and redesigning 
the way services are delivered, and we were sceptical about the degree to which reductions 
in the Payment by Results tariff for NHS provider services could properly drive service 
change of the scale required.46 

 
44 National Audit Office, Progress in making NHS efficiency savings, HC 686, paragraph 1.11 

45 Health Committee, Public expenditure, HC 1499, paragraph 40 

46 Ibid., paragraphs 57 and 58 
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Progress in meeting the Nicholson Challenge 

57. 2011–12 was the first year in which NHS bodies were required to deliver outcomes 
from their plans made under the QIPP (Quality, Innovation, Productivity and Prevention) 
programme, the programme designed by the Department of Health to meet the Nicholson 
Challenge by “making savings while driving up or maintaining quality”.47 The Department 
reported to us that efficiencies and savings equivalent to £5.8bn had been made through 
QIPP in 2011–12. Its breakdown of QIPP savings by QIPP category and strategic health 
authority cluster is set out in Table 1. 

Table 1: QIPP data for 2011–12 

 
 
QIPP category  

SHA Cluster
London
£m 

Midlands & 
East 
£m 

North of 
England 
£m 

South of 
England 
£m 

 
Total 

Acute services 556 818 801 668 2,843 
Ambulance services 8 27 23 16 74 
Community services 112 122 88 141 463 
Continuing healthcare 23 50 43 43 159 
Mental health and 
learning disabilities 
services 

133 130 101 76 440 

Non-NHS healthcare 
(including reablement)  

37 29 50 41 157 

Prescribing  214 142 229 115 700 
Primary care, dental, 
pharmacy, ophthalmic 

59 126 117 115 417 

Specialised commissioning 56 57 72 70 255 
Other 32 122 107 46 307 
 
Total (£m)  

 
1,230 1,623 1,631 1,331 

 
5,815 

Source: Department of Health (Ev 60, Table 1) 

58. The Department also reported that the NHS had maintained or improved quality and 
access standards in a number of categories: for instance, infection rates were at their lowest 
since the introduction of mandatory surveillance and NHS performance measures for 
accident and emergency treatment, cancer care, dentistry and waiting times had all been 
met.48 

59. Sir David Nicholson, NHS Chief Executive, characterised the reported achievements of 
QIPP in 2011–12, and their valuation, as “a reasonable assessment of both the demand 
savings we [the NHS] made and the real cash savings that we made [in 2011–12].”49 

60. Following our evidence session with the NHS Chief Executive and Deputy Chief 
Executive on 13 November 2012 the Department provided a breakdown of the means 
whereby the reported savings had been achieved. These are summarised in Table 2, 
together with information subsequently supplied by the Department on estimated savings 
for 2012–13 under the same headings. 

 
47 Ev 60, paragraph 1.1.2 

48 Ibid., paragraph 5 

49 Q 124 
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Sir David qualified the Department’s overall methodology in assessing the breakdown of 
savings achieved. He was confident of the accuracy of figures where the NHS had been able 
to assess performance from the top down, but conceded that the NHS had not sought to 
plan for and monitor QIPP savings in each NHS organisation: “that would be the wrong 
thing to do in terms of the way they save [ . . . ] but we can give you an assessment of what 
we think happened locally.”50 

Table 2: QIPP savings by method, 2011–12 and 2012–13 

QIPP saving 
method 

Y1, 2011–12 (actual) Y2, 2012–13 (projected) Overall Y1 and Y2 

Total value 
(£m) 

% of QIPP 
savings 

Total value 
(£m) 

% of QIPP 
savings 

Total value 
(£m) 

% of QIPP 
savings 

Tariff 
efficiency 

2,400 41.3 2,400 47.7 4,800 44.2 

Demand 
management 

675 11.6 200 4.0 875 8.1 

Administration 
costs 717 12.3 163 3.2 880 8.1 

Pay freeze 850 14.6 850 16.9 1,700 15.7 

Prescribing 417 7.2 472 9.4 889 8.2 

Primary care, 
dental and 
ophthalmic 
costs 

255 4.4 194 3.9 449 4.1 

Other savings 501 8.6 757 15.0 1,258 11.6 

Total 5,815  5,036  10,851  

Source: Department of Health (Ev 71, Table 1 and Ev 119) 

61. The National Audit Office has since issued a report on progress made by the NHS in 
meeting the Nicholson Challenge.51 Many of its key findings cover areas which we 
examined in the course of our inquiry: 

• Almost all the forecast savings for 2011–12 were achieved (£5.8bn against a forecast 
of £5.9bn) 

• Most reported savings were generated through contractual levers applied by the 
Department of Health, such as reductions in tariff payments and freezes in pay 

• It will be increasingly difficult for the NHS to generate new efficiency savings in 
future years 

• Only limited action has been taken to date to achieve service transformation in a 
way which will enable future savings 

 
50 Q 129 

51 National Audit Office, Progress in making NHS efficiency savings, HC 686, 13 December 2012 
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62. We are also concerned to note the following findings of the NAO report: 

• There is limited assurance that all the reported savings were actually achieved 

• The Department of Health cannot be certain that its demand management is not 
inappropriately restricting access to care 

63. The NHS Confederation told us that in its 2012 survey of 252 chairs and chief 
executives of NHS organisations, 87% “felt confident that they would meet their QIPP or 
cost improvement targets in the coming year” (i.e. 2012–13).52 The Confederation 
nevertheless reported “a general feeling in the NHS that to date the efficiency savings 
which have been delivered are predominantly the ‘quick wins’ or ‘low hanging fruit’”: in its 
survey, the most commonly cited actions reported to achieve QIPP savings were: 

• rationalising estates and use of assets (34%) 

• reducing management and administrative costs (33%) and 

• making changes to clinical staffing or skill mix (13%) 

64. Mike Farrar, Chief Executive of the NHS Confederation, expanded on this in oral 
evidence: 

[ . . .] we have made what I describe as quite a lot of level 1 savings. Level 1 savings 
are those that you can make within an individual organisation that have no impact 
on others around you. Internal efficiencies, thinking about using lean methodology 
to try to take out waste in the system, and land sales would be good examples of 
things that have happened to try to support individual organisations.53 

In essence, what we have done is good but it tends to be short term, to rely heavily on 
the national pay settlement and on short-term local actions by local organisations.54 

65. We note that David Flory recently told the Public Accounts Committee that by the end 
of Year 2 of the Nicholson Challenge – that is, by March 2013 – £12.4 billion in savings, 
representing 66% of the current savings target of £18.9 million, would have been 
achieved.55 The estimated savings are set out in Table 2 above. 

66. The Department has since supplied a breakdown of the figures on which this estimate 
was based, indicating that on a like-for-like basis the NHS expects to make £5.04bn in 
efficiency savings in 2012–13, to add to the £5.82bn achieved in 2011–12. By the end of 
Year 2 of the Nicholson Challenge, therefore, the NHS expects to have made £10.85bn in 
efficiency savings, or 57.4% of the target. The discrepancy between this figure and the 
£12.4bn figure quoted by David Flory is accounted for by taking account of £1.5bn of 

 
52  Ev 101, paragraphs 2.1 to 2.3, and 4.3 

53 Q 2 

54 Ibid. 

55 Oral evidence taken before the Public Accounts Committee, 14 January 2013, HC 865-i, Q 49 
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savings which the Department tells us were delivered centrally by the Department and its 
arms-length bodies in 2010–11 and 2011–12.56 

Nationally-driven changes: repeatable and non-repeatable savings 

Pay restraint 

67. While the NHS Confederation estimated that up to £2.4 billion of the £5.8 billion 
savings made in 2011–12 were attributable to pay restraint in the NHS, Sir David 
Nicholson and David Flory were more sanguine, telling us that £850 million of the savings 
were directly related to restraint in pay increases, or, as David Flory put it, “the avoidance 
of what we had assumed would otherwise have been a 2% pay award”.57 A further £650 
million was saved from pay costs ancillary to other savings measures: £240 million saved in 
expenditure on agency staff, £160 million saved through reduced levels of sickness, and the 
remainder (£450 million) assumed to have been saved through reduced increases in pay 
drift in local NHS organisations.58 

68. While savings on this scale may be repeatable in 2012–13 because of the continued 
freeze in the level of public sector pay, it cannot be assumed that they will be available in 
2013–14 or future years: rates of public sector pay are set to increase by 1% in 2013–14. 
David Flory conceded that from 2013–14 “the level of saving on pay will be less than we 
have seen in the previous two years but still a level of saving below what the [ . . . ] previous 
level of pay award would have been.”59 The NHS will not be able to rely on the present 
rate of paybill savings once the present restraints on public sector pay are relaxed in 
April 2013. Furthermore, although pay restraint is undoubtedly key in the short term, 
it is neither prudent nor just to plan for sustainable efficiency on the basis that NHS 
pay continues to fall relative to pay elsewhere in the economy. Short term pay 
settlements will always reflect prevailing circumstances, but in the longer term NHS 
employees will share the same aspirations as employees elsewhere in the economy to 
participate in economic success. 

Other non-repeatable savings 

69. David Flory told us that “over 90%” of the £5.8 billion savings made in the first year of 
QIPP were recurrent savings: “they are changes to the system”.60 However, he confirmed 
that there had been a number of savings credited to QIPP in the first year of operation 
which would not be repeatable in future years, such as land sales, from which “there is a 
one-off cash benefit and in most [ . . . ]cases there is a profit on sale that would be credited 
to the accounts of the organisation in that one year only. But once it has gone, it has gone.” 
Mr Flory estimated that between 7 and 8% of the total QIPP savings in 2011–12 – between 
£0.41 and £0.46 billion – was attributable to non-repeatable measures. 

 
56 Ev 119 

57 Q 127 

58 Ibid.  

59 Q 139 

60 Q 136 
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70. We note the fact that some NHS organisations have reviewed their balance sheets and 
disposed of assets such as land or property which are deemed surplus and we recognise 
that such disposals may relieve short term resource pressures. Sale of capital assets should 
however be regarded as a movement of reserves, rather than a response to the Nicholson 
Challenge. The QIPP programme should be focussed on the need for sustainable redesign 
of services; as we have noted elsewhere in this report, Provider reserves (including capital 
receipts) should be available to support service change – but they not a substitute for it. 
The primary response of the NHS to the Nicholson Challenge should be to prioritise 
fundamental service redesign which will lead to better quality care for more NHS 
patients. Counting cuts to the NHS asset base as Nicholson Challenge savings risks 
distorting the programme’s priorities. 

Provider-driven change: making efficiencies through the tariff 

71. The Department told us that in 2011–12 the NHS was required to make net efficiencies 
of 4% through the Payment by Results tariff structure, which it achieved by “setting prices 
below the mean, adjusting long stay payments, expanding best practice tariffs and applying 
a net price reduction to both tariff and non-tariff services”. Taken together, the 
Department estimates that tariff reduction measures contributed efficiency savings of £2.4 
billion in 2011–12, or 41% of the total estimated efficiency savings.61 

72. Tariff efficiencies entail a reduction in the sums paid to NHS providers by NHS 
commissioners, consequently requiring the providers to find corresponding savings in 
their operations. While tariff reductions can be tailored to achieve policy objectives, they 
must, as we said in 2012, be regarded as a tool to achieve service reconfiguration, not as a 
policy objective in itself. The Government, in its response to our 2010 report, conceded 
that changes to tariff prices did not in themselves deliver efficiency improvements: NHS 
organisations needed to identify underlying efficiencies to enable them to live within tariff 
prices.62 

73. Closer examination of the savings achieved through tariff efficiencies reveal that £1.6 
billion of the £2.4 billion of savings attributed to the tariff in 2011–12 were made through 
reductions in staff costs: compared to historical pay trends, £240 million was saved through 
reduced expenditure on agency services, £160 million through reduced sickness absence 
costs and £250 million through reduced pay drift. The Department also estimates that the 
net productivity increase from a 1.2% increase in activity and a 1.2% decrease in staff 
numbers is equivalent to 2.4% of the overall NHS paybill of £43 billion, or just over £1 
billion in savings. 

74. The Department suggests that a further £217 million of savings was attributable to 
lower than expected expenditure on drugs in the hospital and community health sector: the 
growth trend in drug prices was estimated to be 10.4% (or £422 million) in 2011–12, while 
actual expenditure rose by 5.3% or £225 million. 

 
61 Ev 71, Table 1 

62 Department of Health, Government Response to the Second Report of the Health Committee, Session 2010–11, Cm 
8007, p 14, cited in Health Committee, Public Expenditure, HC 1499, paragraph 49 
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75. The remaining £533 million of tariff efficiencies are attributed to undifferentiated 
“broad operating efficiency measures” – reductions in the cost of service provision to 
deliver financially sustainable services. 

76. While the former Secretary of State, Rt Hon Andrew Lansley MP, conceded to us in 
2011 that the tariff could be described as a “crude mechanism”, he argued then that the 
tariff could be structured to develop best practice.63 On the evidence of the first year of 
QIPP tariff efficiencies, we are not persuaded that the bludgeon has given way to the 
scalpel: efficiencies have been achieved through bearing down on pay, sickness absence and 
numbers of regular and agency staff, driving up activity, cutting down on drug expenditure 
and reducing operating costs. 

77. The Foundation Trust Network reported that changes to the tariff designed to 
incentivise NHS Trusts and Foundation Trusts to reduce overall numbers of emergency 
admissions – a 30% marginal payment on emergency admissions and non-payment for 
readmission of recently discharged patients – was, on top of the overall tariff squeeze, 
placing additional financial risk on providers, who in many cases were earning less from 
commissioners for the same work as they did before. The FTN believed that the emergency 
admissions tariff changes did not properly encourage the primary care system to take its 
share of responsibility for reducing rates of emergency admissions. Moreover, savings to 
commissioners from tariff reductions were not passed on to providers: “providers need to 
be engaged in how to spend the savings from readmissions and marginal tariff policies, 
otherwise this simply represents a fine on acute trusts with no way for them to support the 
goals of integration and care in the community.”64 

78. We have highlighted in previous reports our concerns about the use of tariff 
reduction as an overall policy to drive efficiencies on the provider side. Tariff reduction 
does not encourage efficient behaviour on the commissioner side, and we have received 
little evidence to suggest that the tariff is being used intelligently to drive service 
transformation and greater integration. We fear that further turns of the tariff ratchet 
will lead to further salami-slicing of NHS Provider services in ways which prioritise 
expenditure reductions over imaginative service redesign. 

Transformational change: delivering greater integration 

79. The Department has indicated a number of instances of service redesign in the NHS 
driven by the QIPP programme, and told us that a database had been established with over 
one hundred case studies of service change which could increase NHS quality and 
productivity. Examples given included the establishment of multidisciplinary alcohol care 
teams in district hospitals, multidisciplinary teams improving approaches to local stroke 
services, and the reconfiguration of stroke services across London, as well as the 
development nationally of urgent clinical care dashboards for GPs and the implementation 
of a year-of-care approach for the management of long-term conditions. 

 
63 Health Committee, Public Expenditure, HC 1499, Q 121  

64 Ev 79, paragraphs 26–28 
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80. These examples of greater service integration are all welcome: without such imaginative 
approaches to fundamental service redesign which delivers more and better quality services 
for the same or less money, we fear that the NHS will fail to achieve the transformational 
change it requires to provide the services the population demands in the uncertain 
financial climate beyond the end of QIPP in 2014–15. 

81. As we have noted above, transformational change is expected to deliver only £875 
million of QIPP savings at the half-way point of the Nicholson Challenge in March 2013, 
against an overall target of £3.78 billion, or 20% of the overall Nicholson Challenge target. 
While the Department has consistently said that the bulk of the expected transformational 
change will occur in the latter half of the Nicholson Challenge period, we consider that the 
NHS is leaving it late to prepare for these changes. Moreover, the pace of savings delivered 
through transformational change has slowed markedly: £675 million of savings were 
achieved through what the Department calls ‘demand management’ measures in 2011–12, 
but only £200 million in savings are expected to be delivered under the equivalent category 
in 2012–13. 

82. Our principal concern is, however, the implication that there is a distinction to be 
drawn between “provider-driven change” and “transformational change”. A successful 
response to the Nicholson Challenge would involve sustained, year on year efficiency 
gain in the health and care system at twice the long term average rate which prevails in 
the rest of the UK economy. The Committee believes that it is simply inconceivable that 
this performance can be delivered – together with the quality improvement that is also 
required – if planning proceeds within traditional silos. The commitment to 
“transformational change” needs, therefore, to embrace every aspect of the QIPP 
Programme including – in particular – the major existing providers. 

83. At the current rate of progress, we doubt that the predicted savings through 
transforming and integrating NHS services will be fully realised by the end of the 
Nicholson Challenge period. Unless significant steps are taken to plan now for service 
redesign and integration, a significant opportunity to improve the effectiveness and 
quality of NHS healthcare will have been missed.  
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5 Re-imagining care 
84. This report has repeated many themes which have featured in the Committee’s 
previous reports. In this chapter we aim to set out our ideas about how policy should 
respond to the challenges we have identified. 

85. Although total funding for health and care has been the subject of extraordinary 
growth in the last 50 years, and though it is likely that in the longer term taxpayer 
preferences will sustain continued increases in future, the Committee does not consider 
that it is realistic to plan for significant additional taxpayer resources in the short to 
medium term. Against that background the Committee has developed its ideas on the basis 
of current funding levels for health and care, including the additional resources provided to 
the care system by the Government’s recent decision to fund a modified form of the 
recommendations of the Commission on Funding of Care and Support (the Dilnot 
Commission). 65 

86. The heart of the Committee’s approach is that the care system should treat people 
not conditions. Services should adapt to people, not the other way round. 

The Dilnot Commission 

87. The main recommendations of the Dilnot Commission’s report concern the 
introduction of a series of caps on the contributions required from individuals to the cost 
their own social care. They recommended a cap of between £25,000 and £50,000 on the 
amount that any individual has to pay for their care, after which the state would bear the 
costs. They also recommended that this capped figure would not include costs associated 
with accommodation, food and other living costs, but that these should subject to a 
separate cap of between £7,000 and £10,000 per year. 66 

88. The Government has accepted the key principles set out in the Dilnot Report with 
the key exception that it proposes that the cap on individual contributions should be set 
at £75,000 in 2017–18 prices (equivalent to £61,000 at 2010–11 prices).67 The 
Committee plans to review the implications of the Government’s proposal to introduce 
the cap at a higher level than recommended by Dilnot, but it welcomes the 
Government’s endorsement of the principles set out by Dilnot, and its commitment to 
introduce the necessary primary legislation. 

Integrated care 

89. There are three fundamental tests of whether a public health and care system is 
functioning well and in the best interests of the population it serves: 

 
65 Commission on Funding of Care and Support, Fairer Care Funding. The report of the Commission on Funding of Care 

and Support, July 2011  

66 Ibid., Volume 1, pp 33 and 34 

67 Oral Statement by the Secretary of State for Health, 11 February 2013, HC Deb, columns 592–94; Policy statement on 
care and support funding reform and legislative requirements, Department of Health, 11 February 2013. 
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• Does it deliver high quality care? 

• Is it accessible to the population? 

• Is it affordable? 

90. The conclusion which we draw from the evidence we have taken on public expenditure 
on social care, as well as from our recent visit to Denmark and Sweden, is that these three 
objectives cannot continue to be met by the NHS operating on present lines and with the 
constraints on expenditure it is likely to experience for the foreseeable future. Only greater 
integration of health and care services will maintain and improve access to the high quality 
care which should be at the heart of the NHS’s purpose. 

91. There is evidence, for example, that 30% of admissions to the acute sector are 
unnecessary or could have been avoided if the conditions had been detected and treated 
earlier through an integrated health and care system. Earlier intervention in these cases 
would lead to better quality outcomes and less pressure on stretched resources in the acute 
sector. Mike Farrar of the NHS Confederation told us: 

Almost every threshold assessment survey that is done...to assess whether or not 
people are in hospital services who would have needed hospital services reveals that 
there are somewhere between 30% and 40% of patients who, had we had alternatives 
in place, could have been treated elsewhere... it is a safe bet that we do not need at 
least 30% of our acute capacity and we would have, in my view, to be intelligent in 
the way that we then distributed the services we do need to make sure we have the 
best opportunity for patients to get care. The good news is that it could probably be 
done without reducing quality. The downside is that the alternatives have to be 
available. People cannot be expected to support capacity being taken out if they 
cannot see where the improved services are. Therefore, community, primary and 
social care strengthening are absolutely critical to being able to reconfigure 
hospitals.68 

92. We asked the NHS Confederation, LGA and ADASS jointly to advise the Committee 
what it would take to unlock the pathway to integrated care, and they set out a number of 
requirements that would need to be fulfilled.69 Two of those requirements struck us as 
particularly significant: 

• allowing local flexibility for the NHS and local authorities to commission and 
deliver integrated care; and 

• streamlining the mechanics for joint funding mechanisms.70 

93. Equally significant were their recommendations about what central government should 
not do. It should not: 

 
68 Q 14 

69 Q 73; Ev 116–118. 

70 Ev 117 
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• Raise public expectations that integrated care will be the answer to all the 
challenges facing the health and care system (that is, it should be realistic) 

• Over-specify what integrated care is or is not (essentially the point about local 
determination in another guise) 

• Engage in another major structural re-organisation of the health service (for 
reasons which are largely self-evident)71 

94. In the light of this advice (which we believe would be widely endorsed) the Committee 
does not believe that the policy objective of more integrated health and care services would 
be best served by further organisational change. Nor do we believe that such change is 
necessary to achieve this objective. 

95. We recommend that the new health and wellbeing boards should be developed as 
the forum in which all interested parties should evolve the future shape of health and 
care services in their area. Developing the health and wellbeing boards as the forum in 
which integrated care is developed would also help to ensure that the Government’s new 
proposals for funding care of the elderly are implemented within the context of a 
commitment to wider service system re-design. This would help to ensure that new funds 
do not become locked into static models of care but used to promote understanding and 
evidence of how to facilitate independent living. 

96. We have already set out in our report on social care the principle of a single 
commissioning process with a single commissioning budget derived from the shared 
resources of health and social care.72 In response, the Government accepted that joining 
together budgets made sense: 

The Government recognises that integrated commissioning budgets can be a positive 
step towards delivering better integrated care. As part of the new arrangements, the 
NHS Commissioning Board and health and wellbeing boards have a duty to promote 
the use of joint budget arrangements between CCGs and local authorities where it 
would benefit patients, service users and carers. The Government expects these 
bodies to maximise the use of joint budget arrangements where it would benefit 
patients, service users and carers. Commissioners will be held to account for 
commissioning high-quality services with good outcomes, many of which will only 
be achieved if services are designed and delivered in an integrated way.73 

97. We also consider that our proposals are entirely in line with what the NHS 
Commissioning Board has in mind. We asked Sir David Nicholson if the Board would 
make integration of the work of clinical commissioning groups with social services easier 
than it is at present. He told us: 

It is important that we do. The Health and Wellbeing Boards, as a forum to bring 
everyone together to do that, are really important. If we find that there are obstacles 

 
71 Ev 118 

72 Health Committee, Social Care, HC 1582-I, paragraphs 40–43 

73 Department of Health Government Response to the Fourteenth Report of the Health Committee on Social Care, 
Session 2010–12, Cm 8380, July 2012, paragraph 10. 
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to transferring resources across the system, we will take action as a Commissioning 
Board to enable that to happen. We are keen to support that because we think it is 
absolutely the future. Everything else fails if we do not get that bit of it absolutely 
right.74 

We also asked about our point on rebalancing expenditure across all services for older 
people, to which he responded positively,75 and on where the budget might be held. He 
said; 

There are things we can get over, so there is more pooling of budget and we are 
absolutely in favour of it. Where it becomes difficult is that our offer to the 
population is different from that of local government. Our offer is universal, free at 
the point of use and theirs is not. We get into real difficulties, I think, when we get 
into that kind of area. So, from the NHS perspective, we have to be careful that we do 
not by accident introduce charging and things like that into the NHS system... but we 
want to do that [pooling of budgets] very much.76 

98. There are other signs that the pooling of budgets is in the forefront of current thinking. 
It has been reported, for example, that the Government is considering making provision in 
the Care and Support Bill (currently being scrutinised in the Commons in draft) to require 
clinical commissioning groups to pool part of their budgets with local authorities as part of 
the joint planning process.77 

99. We welcome the positive approach to our ideas which we heard from both the 
Secretary of State and Sir David Nicholson. In particular we welcome their support for the 
development of single commissioning budgets as the lever which will deliver more 
integrated services. As the Committee stated in its previous report on Social Care, it is does 
not believe that repeated promises of cooperation and collaboration have delivered the 
necessary impetus for service re-design. 

100. Against the background of a common desire to avoid further management 
upheaval, and recognising the dangers of an over-prescriptive approach, the 
Committee repeats its recommendation that health and wellbeing boards and clinical 
commissioning groups should be placed under a duty to demonstrate how they intend 
to deliver a commissioning process which provides integrated health, social care and 
social housing services in their area. 

101. The key difference between the NHS and social care – that one is a charged-for service 
and the other is not – cannot be glossed over. The Committee has however been impressed 
by the fact that this obvious obstacle to the development of more integrated health and 
social care services has not been allowed to prevent developments in several areas (for 
example in Torbay); it believes that the key to success is to define the services which are 
subject to charges and ensure that this definition is entrenched in a way which gives 
patients confidence that it is not subject to convenient bureaucratic amendment. 

 
74 Q 207 

75 Q 211 

76 QQ 212–13 

77 CCGs and councils may share budgets, Health Service Journal, 11 October 2012. 
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102. The Committee believes that the best way to provide services which treat people 
rather than conditions and services which adapt to people rather than causing people to 
adapt to services is to bring together funding, planning and commissioning of services 
around the forum of the Health and Wellbeing Board. All health and social care 
services in a given area should be included in this pooled process, including those which 
are developed to fund and implement the Dilnot proposals. 

Ring-fenced budgets 

103. This chapter is focussed on the machinery required to develop more integrated health 
and care services. In particular it focusses on the need for a fully integrated commissioning 
process – bringing together the resources committed to the different traditional silos. This 
approach is motivated by the belief that greater integration of these services will allow 
them, to a significant extent, to meet growing demand for higher quality services through 
the elimination of cost and process duplication and poor interface management. If the 
health and care system to be seen as a single system, however it is inevitable that people will 
also increasingly cumulate the multiple revenue sources which fund the current service 
structure. 

104. In 2011–12, the NHS was allocated £98 billion by the Department of Health78 and local 
authorities spent £17.2 billion on adult social care79 (£115.2 billion in total). 

105. The final element that is needed to encourage health and wellbeing boards to look 
across the traditional service silos is confidence about the level of budget which is available 
for health and care. The Government’s commitment to at least maintain the level of 
spending on NHS services in real terms provides NHS commissioners with that 
confidence; it would be a perverse outcome if a commitment to participate in single budget 
commissioning arrangements were to lead to a reduction in the resources available to 
social care – and therefore to reduced funding of the integrated care model which the 
Government is keen to encourage.80 

106. Against this background the Committee recommends that the Government should 
introduce a ring fence to protect the current level of real-terms funding available to 
social care. This approach would ensure that resources were no longer treated as 
‘belonging’ to a particular part of the system, but to the local health and care system as a 
whole. With agreement on local priorities, and with binding commitments on the 
amount of money available to fund them, a flexible, responsive health and care 
economy could be established which would use the total budget provided for health and 
care more efficiently than is the case at present with separate funding streams and 
different objectives. 

  

 
78 Ev 73, paragraph 20 

79 Health and Social Care Information Centre, Personal Social Services: Expenditure and Unit Costs — England 2011–12 
— Provisional Release, 30 November 2012, p1 

80 Department of Health, Government response to Health Committee Report on Social Care, Cm 8380, paragraph 7 
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6 Conclusion  
107. As it has said many times the Committee regards the subject matter of this report as a 
key challenge facing the health and care system. However, in the light of the recent 
publication of the Francis Report on the service failures which occurred in the Mid 
Staffordshire NHS Foundation Trust it clear that the issues presented by the Nicholson 
Challenge are not the only ones facing the NHS. 

108. The Committee is currently conducting hearings on the issues raised by the Francis 
Report and it will report separately following those hearings. In the meantime, however, 
the Committee is clear that there is no choice to be made between addressing the issues 
posed in the Nicholson Challenge (meeting demand out of constrained resources) and the 
issues posed by Francis (improving the culture within which care is delivered). Neither 
challenge is avoidable. 

109. The Committee believes that the integrated care model set out in this report is the best 
available answer to both challenges. 
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Conclusions and recommendations 

NHS resources beyond 2014–15 

1. In our view it would be unwise for the NHS to rely on any significant net increase in 
annual funding in 2015–16 and beyond. Given trends in cost and demand pressures, 
the only way to sustain or improve present service levels in the NHS will be to 
continue the disciplines of the Nicholson Challenge after 2015, focusing on a 
transformation of care through genuine and sustained service integration. 
(Paragraph 16) 

Our general findings 

2. The evidence presented to the Committee demonstrates that the measures currently 
being used to respond to the Nicholson Challenge too often represent short-term 
fixes rather than the long-term transformations which the service needs. (Paragraph 
19) 

Sources of efficiency gains 

3. Although it is certainly true that public sector pay restraint has the short term effect 
of reducing the cost of service provision to the NHS budget, the Committee does not 
accept that can be regarded as a sustainable form of efficiency gain. Sustainable 
efficiency gain involves securing improved quality or value for a given expenditure – 
it is not delivered by simply suppressing staff salaries alone. (Paragraph 24) 

4. Still less is efficiency gain secured for the NHS by reducing the tariff paid by an NHS 
Commissioner to an NHS Provider. Tariff payments are internal transfers; they only 
result in efficiency gain for the NHS if the NHS Provider changes the way care is 
delivered. The Committee is concerned that it has received insufficient evidence of 
such service change by NHS Providers; it is also concerned that both NHS 
Management and ministers appear to be convinced that changing an internal 
transfer payment constitutes a form of efficiency gain. (Paragraph 25) 

Integration of health and social care 

5. At a time when steadily rising demand for health and care services needs to be met 
within very modest real terms funding increases for the NHS and even tighter 
resource constraints on social care, the Committee remains convinced that the 
breadth and quality of services will only be maintained and improved through the 
full integration of commissioning activity across health and social care. (Paragraph 
30) 

A real-terms increase? 

6. Our working assumption is that annual spending on health services in real terms will 
show little if any variation above or below the 2010–11 baseline. (Paragraph 39) 
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Department of Health policy on underspends and budget exchange 

7. We recommend that the Department of Health, the NHS Commissioning Board and 
the Treasury review the operation of accounting policies and rules which apply to 
revenue and capital expenditure on health services. (Paragraph 51) 

8. The Committee is particularly concerned that the rules around budget exchange for 
NHS Providers are unnecessarily inflexible. Provided NHS Commissioners are 
subject to effective expenditure control, and provided also that Monitor is able to 
exercise effective control over recurrent deficits in NHS Providers, the Committee 
believes that the controls on the use of reserves by NHS Providers should be 
abolished to encourage Providers to invest in necessary service change. (Paragraph 
52) 

Meeting the Nicholson Challenge to 2015 and beyond 

9. While nationally driven initiatives have certainly produced some short term cost 
savings and may have produced some sustainable efficiency gains, the response to 
the Nicholson Challenge necessarily involves large scale transformational change. 
The Committee believes that the case for this transformational change needs to be 
better made and better understood. (Paragraph 54) 

Nationally-driven changes: repeatable and non-repeatable savings 

10. The NHS will not be able to rely on the present rate of paybill savings once the 
present restraints on public sector pay are relaxed in April 2013. Furthermore, 
although pay restraint is undoubtedly key in the short term, it is neither prudent nor 
just to plan for sustainable efficiency on the basis that NHS pay continues to fall 
relative to pay elsewhere in the economy. Short term pay settlements will always 
reflect prevailing circumstances, but in the longer term NHS employees will share 
the same aspirations as employees elsewhere in the economy to participate in 
economic success. (Paragraph 68) 

11. The primary response of the NHS to the Nicholson Challenge should be to prioritise 
fundamental service redesign which will lead to better quality care for more NHS 
patients. Counting cuts to the NHS asset base as Nicholson Challenge savings risks 
distorting the programme’s priorities. (Paragraph 70) 

Provider-driven change: making efficiencies through the tariff 

12. We have highlighted in previous reports our concerns about the use of tariff 
reduction as an overall policy to drive efficiencies on the provider side. Tariff 
reduction does not encourage efficient behaviour on the commissioner side, and we 
have received little evidence to suggest that the tariff is being used intelligently to 
drive service transformation and greater integration. We fear that further turns of the 
tariff ratchet will lead to further salami-slicing of NHS Provider services in ways 
which prioritise expenditure reductions over imaginative service redesign. 
(Paragraph 78) 
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Transformational change: delivering greater integration 

13. Our principal concern is, however, the implication that there is a distinction to be 
drawn between “provider-driven change” and “transformational change”. A 
successful response to the Nicholson Challenge would involve sustained, year on 
year efficiency gain in the health and care system at twice the long term average rate 
which prevails in the rest of the UK economy. The Committee believes that it is 
simply inconceivable that this performance can be delivered – together with the 
quality improvement that is also required – if planning proceeds within traditional 
silos. The commitment to “transformational change” needs, therefore, to embrace 
every aspect of the QIPP Programme including – in particular – the major existing 
providers. (Paragraph 82) 

14. At the current rate of progress, we doubt that the predicted savings through 
transforming and integrating NHS services will be fully realised by the end of the 
Nicholson Challenge period. Unless significant steps are taken to plan now for 
service redesign and integration, a significant opportunity to improve the 
effectiveness and quality of NHS healthcare will have been missed. (Paragraph 83) 

Re-imagining care 

15. The heart of the Committee’s approach is that the care system should treat people 
not conditions. Services should adapt to people, not the other way round. (Paragraph 
86) 

The Dilnot Commission 

16. The Government has accepted the key principles set out in the Dilnot Report with 
the key exception that it proposes that the cap on individual contributions should be 
set at £75,000 in 2017–18 prices (equivalent to £61,000 at 2010–11 prices). The 
Committee plans to review the implications of the Government’s proposal to 
introduce the cap at a higher level than recommended by Dilnot, but it welcomes the 
Government’s endorsement of the principles set out by Dilnot, and its commitment 
to introduce the necessary primary legislation. (Paragraph 88) 

Integrated care 

17. We recommend that the new health and wellbeing boards should be developed as 
the forum in which all interested parties should evolve the future shape of health and 
care services in their area. (Paragraph 95) 

18. Against the background of a common desire to avoid further management upheaval, 
and recognising the dangers of an over-prescriptive approach, the Committee 
repeats its recommendation that health and wellbeing boards and clinical 
commissioning groups should be placed under a duty to demonstrate how they 
intend to deliver a commissioning process which provides integrated health, social 
care and social housing services in their area. (Paragraph 100) 
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19. The Committee believes that the best way to provide services which treat people 
rather than conditions and services which adapt to people rather than causing people 
to adapt to services is to bring together funding, planning and commissioning of 
services around the forum of the Health and Wellbeing Board. All health and social 
care services in a given area should be included in this pooled process, including 
those which are developed to fund and implement the Dilnot proposals. (Paragraph 
102) 

Ring-fenced budgets 

20. The Committee recommends that the Government should introduce a ring fence to 
protect the current level of real-terms funding available to social care. This approach 
would ensure that resources were no longer treated as ‘belonging’ to a particular part 
of the system, but to the local health and care system as a whole. With agreement on 
local priorities, and with binding commitments on the amount of money available to 
fund them, a flexible, responsive health and care economy could be established 
which would use the total budget provided for health and care more efficiently than 
is the case at present with separate funding streams and different objectives. 
(Paragraph 106) 
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Oral evidence
Taken before the Health Committee

on Tuesday 23 October 2012

Members present:

Mr Stephen Dorrell (Chair)

Rosie Cooper
Andrew George
Barbara Keeley
Grahame M. Morris
Mr Virendra Sharma

________________

Examination of Witnesses

Witnesses: Mike Farrar, Chief Executive, Jo Webber, Deputy Policy Director, NHS Confederation,
Councillor David Rogers OBE, Chair, Community Wellbeing Board, Andrew Cozens, Associate, Local
Government Association, and John Jackson, Chair, Resources Network, Association of Directors of Adult
Social Services, gave evidence.

Q1 Chair: Good morning, ladies and gentlemen.
Thank you for coming relatively early, at our new
time. You will be aware, I think, that the House is
taking Health Questions at 11.30 this morning, so we
have a very brisk timetable to cover a huge range of
issues. We are going to try and move it reasonably
quickly starting with health, moving on to social
services and obviously, the integration of the two
being a key issue, we shall want to discuss that as
we go through. Could I ask you briefly to introduce
yourselves to the Committee?
Jo Webber: My name is Jo Webber. I am director of
the Ambulance Service Network and head of policy
at the NHS Confederation.
Mike Farrar: I am Mike Farrar, the Chief Executive
of the NHS Confederation.
Councillor Rogers: I am David Rogers. I chair the
Community Wellbeing Board of the Local
Government Association
Andrew Cozens: I am Andrew Cozens. I am an
associate adviser to the Local Government
Association.
John Jackson: I am John Jackson. I chair the
resources network for ADASS, the Association of
Directors of Adult Social Services. I am also the
director of Adult Social Services at Oxfordshire
County Council.

Q2 Chair: Thank you very much. I would like to
begin by jumping straight into the theme that you will
know the Committee has focused on throughout its
work during this Parliament, which is what we call
the Nicholson challenge in the NHS: 4% efficiency
gain, four years running, £20 billion, whichever way
you would like to define it.
The Department of Health reports that £5.8 billion of
efficiency gains were made in 2011–12 while key
quality and access standards have been maintained or
improved by the NHS. In other words, from the
Department’s perspective, we are on course to deliver
the Nicholson challenge, as we refer to it. What is
very unclear from the evidence we have received from
the Department is: first of all, how sustainable the

Chris Skidmore
David Tredinnick
Valerie Vaz
Dr Sarah Wollaston

original £5.8 billion is going to prove to be; secondly,
whether that pace of advance is sustainable; and,
thirdly, and perhaps most importantly, how that £5.8
billion is made up. We have been given a table that
splits it down between the acute and the primary
sectors, but that gives us very little handle on what
has actually happened in the service to allow the
Department to score £5.8 billion of efficiency gains.
Who would like to have a go at that one?
Mike Farrar: I want to start by saying that the NHS
is working remarkably hard to try to do this and
therefore the extent to which £5 billion, or around that
mark, of savings have been made is a tribute to people
at a time when they have been through significant
reorganisational uncertainty. I also want to unpack it
a bit in the sense of what we have found when we
have, by a variety of means, talked to our members
about what they are doing in the short term. By “our
members”, I am talking about the chief executives and
chairs of NHS organisations.
Largely, as to the early savings—I think the degree to
which that figure is accurate depends on how you
count and there is a whole variety of issues in play
about the figure—we are seeing some greater
efficiencies, but I think we have benefited enormously
from the pay restraint in terms of the pay freeze. That
has a significant impact on the NHS. For every 1%
increase in the pay bill that we might have anticipated
that did not happen, there is effectively a £500 million
saving, broadly. Therefore, a pay freeze that has lasted
over two years has had a cumulative benefit in terms
of restraining our pay costs.
Also, we have made what I describe as quite a lot of
level 1 savings. Level 1 savings are those that you can
make within an individual organisation that have no
impact on others around you. Internal efficiencies,
thinking about using lean methodology to try to take
out waste in the system, and land sales would be good
examples of things that have happened to try to
support individual organisations.
Where we have yet to exploit—and you can look at
this in two ways, that we have not done enough
quickly enough to create the platform for more
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sustainable services or that the good news is still to
be delivered—is effectively in changing the model of
services such that we have a relatively cheaper but
higher-quality service. They are the kind of situations
where we reorganise pathways of care and get earlier
care. Early diagnosis of cancer, for example, would
have an impact on costs of late-stage cancer care,
treatment and drugs. We have yet to create a platform
where we have been able, in a sustainable way, to take
out the capacity of acute services.
That, ultimately, I think, is where a big chunk of the
£20 billion is to be found because we would
effectively be able to operate with a much smaller
acute base. It is not that we would be able to get rid
of it entirely but that we would need a smaller acute
base for acutely ill patients. That set of changes has
yet to take place. In fact, the trends around activity in
hospitals are rather up and down at the moment.
Waiting time reductions were published yesterday
around elective work, but there has been growth in
non-elective admissions, particularly for frail elderly
with multiple conditions and people who, had we got
our system working properly, would not otherwise be
in hospital.
In essence, what we have done is good but it tends
to be short term, to rely heavily on the national pay
settlement and on short-term local actions by local
organisations. It is not the sustainable reform of a
healthcare system—indeed a health and social care
system—that we think is the key to achieving the £20
billion savings over the period of time that we are
talking about.

Q3 Chair: Can I ask two supplementary questions
and then I know that virtually every member of the
Committee will want to come in on this? First of all,
how much of the £5.8 billion do you put down to
pay restraint?
Mike Farrar: This very much depends on the model
that you use to predict what our level of expenditure
would have been at the point that you started drawing
up the Nicholson challenge. The Nicholson challenge
gap is, effectively, if we had continued to spend on
our trend line, with that line going up, that would have
assumed that the increase in the pay bill would have
gone up roughly in line with the last few years. If
we effectively avoided any headline pay costs for two
years, it is true to say—and we have made the point in
our evidence—that, although headline pay was frozen,
incrementally in the system there is still a 2.4%
increase in staff pay because of the way Agenda for
Change operates. So it is the net benefit of what we
might have assumed minus the 2.4% that we did
increase the pay bill by that effectively has given us
some benefit. I suspect that is around 2.5%. It is
difficult to be precise and I would like to be really
precise. I suspect around 2.5%—

Q4 Chair: Somebody must have been precise
somewhere to have totted these numbers up to £5.8
billion.
Mike Farrar: As to the Department’s calculation, it
would need to be able to describe what assumptions
it made on pay. If, for example, it had made a 5%
assumption in pay bill year on year, then effectively

2.4% gives you the 2.6% benefit, which is roughly
around £1.3 billion, and, of course, it would have a
cumulative impact because, having frozen that for one
year, you are then starting next year with a lower level
of pay. Therefore, that probably represents about 50%
of a £5 billion savings achievement. Something of that
order, I would think, would be a realistic assumption
of how much benefit we got from it.

Q5 Chair: Thank you. My second supplementary is
that in referring to your level 1 pre-service-redesign
savings, you said not all of them were sustainable and
you mentioned “land sales”, which, almost by
definition, is a one-off. That is not a saving, is it?
Mike Farrar: No, but it will effectively have enabled
the balances of the NHS to look slightly healthier in
those years.

Q6 Chair: But the £5.8 billion includes the benefit
in-year of land sales, does it?
Mike Farrar: I am not as certain about the £5.8
billion and how the Department of Health calculated
that, I have to say. We know, when we surveyed them,
that something like 33% of our members referred to
asset reduction, or rationalisation of services, as
something that had led them to be on track this year
with their efficiency saving and cost improvement
plans. But it will be highly variable in the sense of
what goes into individual cost improvement plans and
indeed the level at which they set them for any
individual trust. Some of them will still effectively
have been achieving their balance by income growth.
Others will have had to make far more than the 4%
or 5%, which is the average, and will be making 7%
or 8%. It will be very variable across the country. The
point I am trying to make is that there are some
one-off elements that you can do in a trust or a
provider that give you some benefit for a year, but
they are not continuous and are not reforming your
system on an ongoing basis to be cheaper and higher
quality and therefore sustainable.

Q7 Chair: Do you have a sense of how much of the
roughly £5.8 billion, in the Department’s view, is that
sort of literally one-off cash realisation? Observing
your distinction between efficiency within the current
operation and redesigning the operation, some of this,
presumably is efficiency, within the existing
operation.
Jo Webber: When we asked members what they had
done, the three main things were the estates and the
assets base, which Mike has talked about, reducing
management and admin costs—you cannot keep doing
that because you have to have a level of management
that supports things—and the third was about
changing in clinical staffing and skill-mix ratios.
Again, you get to a point where you can do that no
more because you have got down to a different level
and you need to stay there.
Mike Farrar: When I look at the categories by which
the Department accounts for progress, clearly they are
very broad. They talk about community services,
continuing healthcare and prescribing, for example,
where there are costs to be met, a big chunk of the
£5.8 billion. The £700 million on prescribing will
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have been part of what was done at a national deal,
so effectively there will have been some of that done
by better prescribing—generic prescribing—but
mostly the action there is at national level. So it is
quite difficult to differentiate what the specific actions
were underneath this. You would have to go at least
one level down to try to understand.

Q8 Chair: That is what I am trying to do.
Mike Farrar: Realistically, as to how much of what
we have done so far is about the kind of sustainable
service change, I suspect you are only talking of
around 20% maximum of the savings we made in the
short term. That would be my broad assumption of
where we are in terms of the radical redesign of
services on a sustainable basis. That might be unkind,
but it is probably a realistic figure. As I say, the
opportunity, however, is still there for us to realise.

Q9 Grahame M. Morris: I have a number of
questions. Going back to your opening statement,
Mike, about how well the service has coped, and
particularly NHS trusts, given the pressures of change
and so on, I note in your evidence that the
Confederation says that 10 NHS trusts, 21 NHS
foundation trusts and three PCTs are reporting a
combined deficit of £356 million. There seem to be
wide variations even within London among PCTs.
Some have high underspends and some have huge
overspends. I wonder how you reconcile that.
Mike Farrar: What you get in headline terms is an
aggregate position, but within that it masks a huge
variety of experience. The variation is between the
commissioning side, which generally is quite strong,
and the operating framework.
The commissioning side finances are generally strong
for two reasons. One is that, three or four years ago,
the primary care trusts were, in the operating
framework, required to save 2% of their resources and
spend that on a non-recurring basis. Therefore, that
has given flexibility in the commissioning side. The
operating framework for a number of years now has
been slightly in favour of commissioning at the
expense of providers. A very tangible example of that
is the fact that, four years ago, any non-elective
activity over and above any contract value would have
been paid at full price. But one of the operating
frameworks made it absolutely clear that over and
above—I think it was—2009 levels, that would only
be paid at 30%. Therefore, although the activity went
up, the trusts were not getting the income. Some trusts
have the ability to withstand that because they might
have been getting compensatory income from other
places, largely elective work and keeping waiting
times down.
In the main, trusts tend to make money against tariff
on elective work and they tend to lose money.
Therefore, what you find is a number of hospitals that
were highly dependent on general medicine, for
example—the typical small DGHs are—getting forced
into a bigger deficit position. In some ways, the policy
was designed to do that. That has been one of the
senses in which that was going to drive
reconfiguration of services. I have to say I do not think
it succeeds because what happens is that those

organisations tend to carry on trying to provide the
service and in some cases—and we have had some
high-profile failures—that has led to some real
concerns about quality—

Q10 Grahame M. Morris: Mike, I am sorry to
interrupt you, but we have very limited time and have
to cover a lot of ground. There are a few questions I
want to ask in this section, so if you could give us a
bit of a shorter answer, it would be appreciated.
Mike Farrar: I apologise.

Q11 Grahame M. Morris: I am sorry if that came
over as offensive; it wasn’t meant to. In terms of the
criticism of PFIs, and I have been a strong critic
myself, I was very interested in the Confederation’s
arguments about what the real problems are, because
the Government have not come up with any
alternative to PFI. We are lobbying for a hospital for
my area and the Government are saying, “Go down
the PFI route.” You mentioned the argument about
tariffs and restrictions on activity being more
significant factors. Is there anything you could say
about the impact of PFI on the ability to meet these
efficiency challenges that we are facing?
Mike Farrar: Let me keep this brief. PFI is a pressure
on the system. No doubt, if we have built hospitals,
as we have over the last 20 years, we are still going
to pay for those for the next 20. Secondly, in some
cases, the headline assumptions were that revenues
would flow in order to sustain the capital case, which
now look improbable, if I can put it like that, because
of the change in the economic situation. So where you
have a PFI, it is going to be harder to pay. Also the
activity assumptions assume that those hospitals
would be the right place for that care, and increasingly
we are, in our sustainable way, trying to find
alternative ways. So PFI represents a problem.
One thing I must say is that I think there are some
decisions to take, the decisions being, if we have a
PFI hospital, whether we now say we have to sweat
that asset because we are going to pay for it even if it
is not in the ideal location, and say to hospitals that
might be in the ideal location but are yet to have new
premises, “I’m sorry, we cannot afford to build here
because we have somewhere seven miles down the
road that we are already paying for.” We are calling
for a public debate about this because it seems to us
that there is a real challenge for the NHS about
rebuilding a hospital and using the assets that we have
now secured. It is not just acute buildings. Buildings
in primary care are also the same.

Q12 Grahame M. Morris: Finally, Chairman, if you
will indulge me, is the Department of Health, in your
opinion, learning lessons from this? I am concerned
about what is happening with radiotherapy services,
not least because I suspect some of the capital
allocations that should have been used to replace
existing systems have been used to balance the
baseline. I have FOI requests where SHA clusters and
PCTs cannot tell me where the money has been spent.
But my understanding is that the Department of
Health is proposing to spend something like £250
million, perhaps through a PFI, for two proton beam
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advanced radiotherapy systems, one at the Christie
and one at UCL. Does that make any sense in the
present circumstances?
Mike Farrar: The capital regime needs to be looked
at again. It does not square with tariff and we do have
a problem for building future capacity. In terms of
whether proton beam therapy is a good investment
in money—

Q13 Grahame M. Morris: It does not stack up with
the tariff. The tariffs would be unbelievable,
wouldn’t they?
Mike Farrar: But I think it will be helpful for a
number of patients who will benefit and have their
lives transformed and get outcomes that they would
not otherwise have. In a world where resources are
tighter, if you asked me where I would be focusing
investment in cancer services, it would be on better
diagnosis in primary care in order to treat people
earlier. I would hope that any business case for new
therapies like proton beam therapy have been properly
looked at by the system and that they can be justified
in terms of improving on the way we currently treat
that group of patients, but, as I say, strategically, for
cancer services, early diagnosis probably is the best
way to invest our money.

Q14 David Tredinnick: In your presentation, Mr
Farrar, you touched on the need to rationalise acute
medical services. Do you have any time frame in mind
and could you tell the Committee what percentage of
the existing services you see being removed to meet
the financial objectives?
Mike Farrar: Almost every threshold assessment
survey that is done—and there are tools to do them,
such as one called InterQual, which is a very reliable
one—to assess whether or not people are in hospital
services who would have needed hospital services
reveals that there are somewhere between 30% and
40% of patients who, had we had alternatives in place,
could have been treated elsewhere. It is difficult to say
in which areas because of what services are
rationalised. Because hospitals are complex
businesses of separate entities, the point at which a
hospital becomes questionable, if you start taking 40%
of its capacity out, is very variable, depending on what
range of other services it provides. But undoubtedly it
is a safe bet that we do not need at least 30% of our
acute capacity and we would have, in my view, to be
intelligent in the way that we then distributed the
services we do need to make sure we have the best
opportunity for patients to get care. The good news is
that it could probably be done without reducing
quality. The downside is that the alternatives have to
be available. People cannot be expected to support
capacity being taken out if they cannot see where the
improved services are. Therefore, community, primary
and social care strengthening are absolutely critical to
being able to reconfigure hospitals.

Q15 David Tredinnick: You are saying that the
Government, to achieve their health strategy, will have
to remove 30% of the acute services available in the
country at the moment. Is that right?

Mike Farrar: I am saying that if the NHS is
successful in creating a better system of care that is
within the resource that we are likely to have
available, we would be reliant on 30% less of our
current hospital capacity. We would need to release
the fixed costs of that. This is critical, because you
cannot just have them empty. You effectively increase
costs if you leave them empty. We would have to
release the fixed costs of that and move the variable
costs of staff to support the new services in the
community.

Q16 David Tredinnick: My last question is: over
what period of time would you expect that to be
taking place?
Mike Farrar: To be frank, there are things that should
and may well have been done had we not been in a
big reform process for the last couple of years. So I
think we are already into a period where we should
have been doing this.

Q17 David Tredinnick: How many years?
Mike Farrar: To a certain extent it is continual, but I
think you are talking about a major reform of health
services over the next three to five years.

Q18 Chris Skidmore: Mike, in your evidence at 3.2
you refer to the survey that was conducted last year in
April and May. It mentioned that 85% of NHS chairs
expected financial pressures to get worse in the next
year and in particular that 63% expected that it would
worsen patient experience. What do you mean by
“patient experience”? Could you give some colour to
what the financial pressures will mean for patients
next year, if you have any idea?
Mike Farrar: It is quite tricky when this is a headline
response. When we talked to people, they were
worried about waiting list increases and in particular
about the non-elective, the waiting times around
people to get out of care as well as people getting into
care. There is an element of—and I used to work with
the criminal justice system—wherever you put the
policeman the crime rate goes down but then you lose
it somewhere else. So at one level it is: where would
you expect to see services cut? I worry about
children’s services, mental health services and about
the frail elderly. I am probably less worried that we
will see reductions in service experience in headline
waiting times because that is such a high-profile issue,
particularly for elective care, but I think we will see a
weakening of the NHS experience.
Everybody is trying incredibly hard to overcome this.
There are mitigating factors. We can communicate
better with patients to give them a better experience
and we can do better to make sure that people are
pursuing the best clinical practice, which we are trying
to do. These might offset some of these worries, but
inevitably there will be areas of service where people
will worry about “Is their experience as good in a new
world where we have not got these efficiencies in
place versus if we have?”

Q19 Chris Skidmore: On the point about staff costs
in paragraph 5.15 you say that “A national deal on
future pay restraint is essential to protect services” and
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you talk about NHS Employers having a current
dialogue with staff organisations about the changes
required. But you mention its intention to try to
“modify the incremental pay progression system to
promote productivity and provide better value for
money”. Would that mean, essentially, tearing up
Agenda for Change if you are going to make these
efficiency savings? Is that the only option really?
Mike Farrar: I don’t think it is the only option but it
is an important option that we have. It is with a very
heavy heart that we are saying that we should be
looking at pay restraint. The upside of pay restraint is
that we will probably provide more jobs and job
security. The downside, of course, is that all the time
the pay restraint operates in this sector you are taking
out money from potential consumers of products and
services.

Q20 Chris Skidmore: It is not just the pay
restriction. You were saying that pay has still risen by
2.4% as a result of Agenda for Change being in place
and the banding system, so would you have to not
only have the restraint but also tackle that?
Mike Farrar: What we would like to find with the
staff side is a deal where effectively we were
restraining pay and helping them to make sure that the
local flexibilities that come with Agenda for Change
have been used properly. In return, we would be trying
to sustain jobs.

Q21 Andrew George: On the back of that last
question—though it wasn’t my primary question—do
you take a view on the actions of the south-west trusts
of 20 chief executives, who presumably include
members of the Confederation, to explore this issue?
Mike Farrar: I know that NHS Employers is working
with them around these options. My sense is that there
are three levels in which potentially you could find a
deal. One is a national pay solution, which I think is
preferable because it takes out some of the
bureaucracy and problems that you have in getting
those things managed within the system. If you have
part national and some regional pay experiment, that
is problematic. National pay would be preferable. But
I would like the national pay deal to effectively
empower both staff side and trusts at local level
because Agenda for Change is applied in a local
situation in every individual trust. So incremental drift
is largely about local chief executives talking to staff
about “Did you effectively achieve what was needed
to earn incremental drift?” as opposed to “You just sat
there and you have now got a higher pay award”. The
conditions applied to incremental drift are essentially
applied at a local level. I am interested in what is
happening around the regional scene, but I think that,
ultimately, solutions are probably to be found in the
national and local scenarios rather than at regional
level, at least in the short term, but we will see where
they get to.

Q22 Andrew George: Thank you for that. Although
one of the R-words, “rationalisation”, has been raised,
the other R-word, “rationing”, has not. Only a
short-living politician would suggest that as the
primary basis on which to advance a solution to the

issue, but, given the position that you are in, your
opening comments on this and the fact that we are
clearly well beyond low-hanging fruit, is there
anything that the Confederation wants to contribute?
All of the evidence that you are giving, if you like, is
suggesting that rationing is something which is just
over the horizon, if it has not actually arrived. Would
you like to comment on that?
Mike Farrar: Yes, and Jo might want to. Rationing is
something we do not support because we believe that
there is an important opportunity, effectively, to
provide a higher quality service cheaper if we can
reconfigure our services. So in some ways we see
those kinds of commentators who talk about the
certainty of rationing or the break-up of the NHS as
we know it as being rather doom-sayers. But we
believe that, unless we take the actions that we are
describing, there is a stronger likelihood that
Government will start to look at this issue now.
Since the debate about prescription charges, within the
Health Service rationing operates, in a sense, around
access to the treatment times. It is not about
entitlement to free healthcare. There is a risk that we
will see some lengthening and stretching of waiting
times, which we would oppose and want to try and
avoid. We are saying that we think it is important that
there is a new settlement, a debate with the public
about what they want from their Health Service in the
way that in 1945 there was a debate—“In Place of
Fear” was Nye Bevan’s book—about avoiding the fear
of not being able to support people because of
inability to afford to pay medical costs. We feel that
there is a desperate need for a new dialogue with the
public about the use of Health Service resources, not
because we want to hasten any kind of explicit
rationing in the way that decisions were taken about
introducing prescribing costs but because we want to
avoid that. We believe that, if the public understood
the NHS and its resourcing and the politicians are able
to feel the public understood that and therefore take
real political leadership, there is a chance that we can
reconfigure services and give them the better care. So
we do not support rationing. We are clearly trying to
find a way of avoiding rationing and reducing the
NHS free offer.

Q23 Andrew George: Is the basis of that making the
acute sector much more significantly the short-stay
option, avoiding unnecessary admission and much
more rapid discharge, and cost shunting that out to the
social care sector?
Mike Farrar: No. This is not about cost shunting.
This is about getting the right base of care. I am on
record in other places as saying that I think the future
of the healthcare system is a care service with a
medical adjunct rather than a medical service with a
care adjunct. In that environment, we need to be in a
situation where colleagues to the left of us are
properly resourced to supply the care elements that
are needed to make that real. We are not looking to
cost-shunt. We are looking to devise new models
where you get a better service in the whole lifetime
costs of care. You need a safe hospital service to make
it work for colleagues. Any community service needs
a strong hospital sector in order to work properly, but
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we know that the system is not working properly. That
is part of our problem.

Q24 Andrew George: Finally, on the issue of
transparency of allocation, in order for any of these
systems to effectively work, under the present system,
where money is clearly—not particularly clearly but
as clearly as I think it is possible to be in the
circumstances—allocated through the resource
allocation formula to PCTs, that arrangement is going
to be made much more complex when CCGs take over
and the NHS Commissioning Board and so on, and
the various networks, are set up. Are you content that
the new arrangements are going to transport funding
to local health communities that fairly and
transparently allocate resources on a basis where
people are assured that the money is going to the right
places on the basis of need?
Mike Farrar: Very quickly, there are three elements.
One, the new system fragments commissioning, so it
is quite difficult to track which bits are going where.
We have primary care commissioning and specialist
care commissioning in the National Commissioning
Board. We have community and hospital spend in the
CCGs, and we have adult and children’s social care
spend and now health improvement spend with local
government. When you have distributed those, it is
quite difficult to know what is happening to resource.
That is one thing.
The second thing is that transparency is absolutely
critical. I believe, in terms of a process of change, it
is very important that there is strong public
accountability. Without transparency and
understanding of the basis of allocation, it is very
difficult for this House to scrutinise what has
happened.
The third thing is that fairness is always a difficult
issue. Therefore, we fully support the fact that
independent groups like ACRA, which has advised
the Government on the allocation of resources against
the best available need, have to be absolutely to the
fore, not just for allocation of the hospital community
but for primary care and indeed for allocation of
resources to local government.

Q25 Andrew George: You will be pressing that issue
with the Department.
Mike Farrar: Yes, we are pressing it.
Chair: We will have Sarah next, then David and then
I want to move on to social care.

Q26 Dr Wollaston: Is the burden of making
efficiency savings falling disproportionately on
secondary care, or is this the right way we should be
going, seeing more of a shift towards primary care in
the NHS?
Mike Farrar: That is a very good question. Initially,
my sense is, yes, secondary providers have borne the
bigger burden, so I mention the distribution of risk or,
if you like, pressure that was set out in the operating
framework. Certainly, the secondary care suppliers in
mental health as well as in acute care have borne the
brunt. There are real efficiencies in primary care
spend. There are efficiencies in community services
spend, but the real productivity gain, rather than just

pulling out more immediate efficiencies, is in the
whole of that system working better. That is how I
would describe it to you.

Q27 David Tredinnick: You talked about giving the
public what it wants and more of the public turning to
complementary and alternative medicine. There is
very strong evidence now that complementary
medicine can deliver cost savings to healthcare
systems in areas such as prevention and treatment of
chronic disease and supporting active and healthy
ageing, and I am looking at a European Parliament
report here. Would you agree with that, that we should
look more sensitively at a fuller range of options,
particularly given the health reforms?
Mike Farrar: The great opportunity of reforming the
system is to empower people to be more responsible
for elements of their care, not to shift the blame to
them. That is what people want. When my dad lost
the ability to look after my mum at home, that was
the worst day of his life. He wanted to look after her,
so this isn’t about trying to shift a burden. This is
about trying to support people. People will make
choices in all kinds of ways. When they have had
personal health budgets, they have used different
things. The evidence seems to be that, where people
are more in control of how they spend their resources
and support themselves, they get better outcomes.
There is an evidence base that is supported and
disputed by different parties about complementary
medicine. One of the ways to get through that is
effectively to say that, if we empower the patient
themselves to think about what they need, they may
well find their solutions in different places than we
currently offer.

Q28 Rosie Cooper: There is a high risk that the £20
billion will not be delivered by 2015. What do you
think the position would be if that happens? Many
more organisations will be in deficit and you describe
the future, and savings, as relying on what we will
call transformational change. Yet it does not feel to
me as if there is enough time for that to take place,
especially before the 2014–15 time scale, to allow
trusts and commissioners to get any real change there.
We have not mentioned the impact of any qualified
provider and the view that perhaps collaboration, not
competition, is the secret to producing savings and a
decent quality of service at the end of that.
Mike Farrar: There are two things there. One is that
you only really have three outcomes. The first is that
we maintain all our service standards but effectively
organisations have gone into deficit doing so; the
second is that organisation of the NHS overall is
largely in balance but some of our service standards
are weak, and as to whether they are always visible
we will see; the third is that we have transformed our
service and have delivered. Obviously, we are
absolutely focused on trying to achieve the third of
those, but there is a degree to which we will see some
slippage on either side of that equation.
In terms of time frame, the kind of transformational
change that we are talking about is, as I said, in a
three to five-year time frame. We are struggling even
as we speak. We have had the last two years largely
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looking inwardly at the NHS and people not making
decisions because they did not know they were going
to lead the organisations of the future. We are now
putting that to bed. I think we have to hit the ground
running. I worry about the fact that the public and
political support for this does not seem still to be
there. If you take some of the major reconfigurations
of services, they are finding it very hard to come in
within a five-year period. Some of them are taking
seven years. That is not a great place to be in terms
of my start gate, which says we are going to have to
work incredibly hard to get there in the next three to
five years.

Q29 Rosie Cooper: What do you think is going to
happen if we do not really start—
Mike Farrar: You also mentioned collaboration and
competition. Clearly the jury has been looking
massively at this issue of competition and it is a
matter for the political parties, which take different
approaches. The one thing I believe, and our members
believe, is that in order to successfully take capacity
out, a degree of planning is incredibly important to do
that safely. Most of the NHS experience has been that
it was where we have successfully rationalised and
changed the model of care; as in mental health
services, it took a highly planned environment to
change that, and even there it stretched a long time.
The risk of a competitive route to get at the right size
of providers is that providers keep risk for longer and
there are potentially risks and quality issues. How
quickly you get there, and with what degree of service
failure as you go along, is a very questionable
proposition for the public to contemplate.

Q30 Rosie Cooper: You have said that we ought to
be planning it. I think Lord Coe said to the Select
Committee something like, “Two years to win the
Olympic bid, seven years to plan it and seven weeks
to deliver it.” Everything here will be based on good
planning and yet there is no time, there is no clear
view through. How would you deliver against that
background?
Mike Farrar: We have to have the consensus and we
have to work hard to get people to understand that.
We have been trying to do it for the last two years.
There is a lot of responsibility in this House to talk
about these issues more openly and I think it is an
all-party matter. If we can do that, we then need the
mechanics in place, the way that the tariff works and
the way that the incentives support people to change
their model of provision rather than reinforce them
hanging on to what they have. Competition is
important. I am not saying competition is not
important at all, because competition can lever
behaviour change and can introduce higher quality
services, but we need to be, again, honest about who
bears the risk of excess supply in a world where you
are trying to offer competition. That, again, needs
some airing and discussion.
Through the last decade, we introduced competition
in ISTCs, but largely the state bore the risk of trying
to introduce new capacity and probably did not—you
might argue in retrospect—get the value that it might
out of that, although we did reduce waiting times. We

have to be clever about this. I know that there are
political divisions and it is not for us to take a political
stance. What we would encourage, just like we are
doing around social care settlements, is that there is a
need for all parties to think about how they can solve
these problems. This is a much-loved institution. It
absolutely needs us to not be in a position in three
years’ time where the service offer is reduced or we
are all in deficit. Across the House, there needs to be
a view expressed to the public about the needs of the
service, and what it needs to do to change and there
needs to be some real political leadership.

Q31 Rosie Cooper: If that is not there, what then
happens?
Mike Farrar: I don’t even want to think about that,
really. I am an optimist. I believe that there is an
appetite in the service to do this. I believe that
clinicians know that they can do this and keep the
quality high, which is the key thing for us. This is not
just about efficiency. I believe that clinicians want to
do this. We have to convince the public. If we could
convince the public, people in this House would feel
safer in supporting some of that public view. I would
worry that we would have a weaker service offer. I
don’t think we will go bust because the mechanisms
on financial control are tight. I would worry that if
you said, “What might happen if we cannot do it?”
then we would have weakened the service offer and
particularly, as I say, I worry about children, mental
health, learning disability, that end of it, rather than
headline waiting times.

Q32 Valerie Vaz: May I take you back to something
you said earlier about money going out to these
different organisations in a fragmented way? Who is
going to be auditing this public money, how do you
get all that information together, and who is going to
track this?
Mike Farrar: You have five separate strands of
resources now. If you are a family with a disabled
child who uses specialist services, you will need those
five organisations to spend their money in an aligned
way for you, so it is getting harder. They will be
properly audited. I do not think there is any question
of any kind of fraudulent or neglectful behaviour on
the part of the finance community but it just gets
harder.
One of the hopes that we have—and I do not know
whether this Committee is looking at it—is that
commissioning support services, which are potentially
the technical support for CCGs, could themselves
support local government around commissioning and
purchasing social care. Some local authorities are
looking at that route. Also, instead of the local area
teams of the Commissioning Board, because they are
owned by the Commissioning Board, these
commissioning support services could do the
specialist and primary care commissioning as well.
Despite the separate accounting and auditing routes,
they could be at least the vehicle for pulling it together
into a coherent whole. So there are some opportunities
in the system. That, I think, is where people are
fighting now to find ways to make the reforms work.
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Jo Webber: When we did some work on where
children’s services are going to be commissioned in
the system, we found that there are eight different
places now. The only place where you can do strategic
planning in the new system, basically, is at health and
wellbeing board level. So there is a challenge there
for health and wellbeing boards also to bring to
account the National Commissioning Board for the
elements that they commission, to look at the whole
of the pathway for a child—because we know that it
is at the transitions from one service to another where
the quality gap tends to be—and also to work with
other health and wellbeing boards to make sure that
where you are looking at, say, the acute service and
its offer, you are also taking into account what is
working in other local areas. It is only by that kind of
joining together, and particularly using the health and
wellbeing boards’ good offices to help do that, that
we are going to get that element of planning in the
system at a population level that makes sense for
people.

Q33 Rosie Cooper: Mike, you said it would be
properly audited. I do not just mean in terms of fraud,
but there are organisations which will perhaps place
contracts which are not the best contracts ever. How
do you get them audited in a much more holistic
sense, that they are the right pathway, the right thing
to do? With the health and wellbeing boards, if you
don’t have district audit or the Audit Commission any
more, who holistically looks at whether that service,
right through, is the right thing to be delivered? Local
authorities placing contracts with what are private
companies do not have the capacity, the intelligence
or the business knowledge to be dealing at that level.
Then, here we go, they are heading into a contract,
you try and get the details of it and you are told it is
commercially sensitive. How many of them are we
going to get?
Mike Farrar: You make an important point about who
has the holistic view of how the whole system
operates. It was a point throughout the Bill that was
reinforced because the Secretary of State is the one
who sits on top of all the different elements.

Q34 Rosie Cooper: He is going to be busy then.
Mike Farrar: The design of the new system is such
that you have to go to that level to argue, “Where was
the integrated element that made all of these things
work in the way that you hoped they would?” We
have, for example, offered to meet the Secretary of
State on a regular basis to compare the bird’s eye view
of what is happening with effectively, sadly, our
worm’s eye view of how it is experienced. We have
four outcomes frameworks already, so it is not just the
spending of the money; it is the incentives and the
signals sent down the line. Research and education
spend is even separate to that, so this is a big
challenge for the new system.
Chair: I want to come back to the whole question of
integration of health and social care, but can we look
first at social care as a separate entity and then at
mixing the two together?

Q35 Barbara Keeley: First, on local authority social
care budgets, the Department of Health estimated that
the figures for 2012–13 are a drop of only £350
million or 2% following a £220 million or 1.5%
reduction last year, in 2011–12. Clearly, this is
different to the ADASS figures, which are more
usually quoted, of cuts last year of £1 billion in social
care budgets and, in 2012–13, of £890 million. Can
you start us off by saying what is an accurate picture
of those reductions in social care budgets and even
perhaps comment on why there is such a discrepancy?
John Jackson: It is a question of presentation. I do
not think there is a difference in terms of what is
happening. If you look at the figures they quote, it is
the total amount of cash spending on adult social care.
Our survey identifies that there is about £400 million
in demographic pressures that local authorities are
adding to the budget but effectively not creating extra
spending power because you have to spend that
money to meet the needs you raise.
There is also a degree of inflation. Our survey
identifies that prices paid to providers have gone up
by 0.9 of 1% and there will be some other pressures
in the system. We have not had a complete
reconciliation, but it seems to me that, if you take the
350, add on 400, then add on something for inflation,
you are getting very close to the figure that we have
come up with of £891 million. I would also say that
our £891 million represents the input from over 145
authorities. Nearly every single authority has actually
said the figure that they are setting, which they will
have reported in their budget spending plans.
Andrew Cozens: We would agree with that. It is a
matter of presentation, in that respect. We have some
things we want to say to you later about the
sustainability of that level of savings over time, but
you no doubt have questions for that later.

Q36 Barbara Keeley: I think that is where the
questioning is going to go. There is next the question
of the level of efficiency savings, whether they are
efficiency savings or cutting services. The Department
again indicates that the value of service reductions—
which is clearly the important factor out there—in that
£1 billion of saving has dropped from £226 million to
£113 million in 2012–13. Obviously, that is an
important figure too, if that was the service reduction
figure. What is your interpretation of that?
John Jackson: The figures are not great in
themselves. It is also the case in the first year of
making any savings that it is more difficult to plan
efficiency savings, I think, for the same reason that
my NHS Confederation colleagues were explaining.
In terms of delivering genuine efficiency, savings tend
to take more time. The fact that there is a little bit of
a reduction—there was a bigger figure in the first year
and it fell in the second year—is probably a reflection
of that.
The point I would want to stress is that, if you look
at the planned savings for this year, local authorities
are planning to deliver 5% efficiency savings. Our
view would be—and I think it would be the LGA’s
view as well—that that figure is not sustainable going
forward. The Department of Health in its submission
referred to what we said—and by “we” I mean
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ADASS and the Local Government Association—in
the submissions for the last spending review. We said
we believed we could deliver 3% efficiency savings
and the Department of Health has supported that
analysis. In fact, we are delivering 5%, but there is a
very real risk about that continuing because, within
that, people have been squeezing on the price that is
being paid and including that as an efficiency saving.
We know, from all the court cases around, that there
is a big question mark as to whether that is sustainable
going further. Indeed, if providers were here, they
would be talking about a significant increase in price
paid for care homes.

Q37 Grahame M. Morris: Can I ask a
supplementary there? This is sophistry, isn’t it, the
choice of words, whether it is “efficiencies” or “cuts”?
If we are manufacturing widgets, I can understand
how we can make efficiencies from scales of
production, but, when we are dealing with complex
care needs for the frail elderly and for people with
complex mental and physical health challenges, it is a
labour-intensive activity, isn’t it, so it is very difficult
to conceive how that can be termed an “efficiency”.
If there is downward cost pressure on wages and the
fees that are paid to the providers, that must sooner or
later impact on the service in one way or another. Why
can’t we just be straight about it in the language that
we are using?
Andrew Cozens: I don’t know if David wants to
comment, but our evidence suggests that in the first
year, while there have been service reductions, there
have also been things like increases in charges,
changes to the eligibility criteria and squeezing, a
continuing downward pressure on fees, which do not
directly affect the number of people receiving a
service. Those are not sustainable. Those are
short-term issues, and our subsequent evidence talks
about getting beyond the efficiency into the bones of
the service.

Q38 Grahame M. Morris: You see, our dispute with
the Government, or our disagreement, a point of
contention or whatever terminology you use, is
whether the Government are making sufficient
resources available to local government. The evidence
that we see from our own areas and from you is that
that is patently not the case and that the short-term
savings from downward pressures on wages and
charges cannot be sustained. Is that your view?
Councillor Rogers: Can I try to respond to that? I
would never say that there is no scope for further
efficiency savings, however you describe them. There
are all sorts of ways, and I can go into more detail if
you wish as to some of them. Obviously, because the
social care system is a local system, the different local
authorities are in different places on that journey. We
are working with a number of them to help in that
respect. However, what the LGA is also doing is
making the case very clearly—and, as you know, the
LGA is a cross-party organisation, so we are
representing all local authorities—that the current
social care system is unsustainable. That is not about
the need for reform per se. It is also about maintaining
the current system until reform should come about. I

hope that is a helpful answer to the point that you
were making just now.
Andrew Cozens: Our final point is that, as we have
said repeatedly, the Department of Health’s view of
this does not have regard to the wider position that
local government finds itself in—the requirements to
make savings overall. On a number of occasions we
have talked to you about that, including, most
recently, the impact of children’s social care and adult
social care and waste on the overall position of the
funding of councils.
Chair: Can we come back to the 5% efficiency
achieved?

Q39 Barbara Keeley: Yes. As to the 5% efficiency
savings, you said you had more detail. It would be
useful to have it. Perhaps you could talk to us about
where local authorities are looking to reduce that
expenditure but also about the pressures. Obviously
we know about the demographic pressures, but what
are the pressures that are going to start coming in from
providers who have been having their costs held
down? What is the scope for local authorities to
charge even more for services than they have raised
in their charges in the last year? What is the balance,
if you like? Where are the 5% efficiency savings to
come from, what is the pressure from providers in
terms of needing to put up their charges and what is
the reality of the situation in terms of local authority
charging? Certainly, it is my view that larger numbers
drop off as you lift charges if they cannot pay them.
John Jackson: I will come to charges secondly. In
practice, the issue of eligibility to some extent is
becoming less relevant because nearly everybody is—
83% of authorities are—at critical and substantial
now. The issues for somebody if they are not changing
their eligibility criteria are about how much that care
is costing and how much of that and what sort of care
is being provided. There is scope to intervene—and it
is again not dissimilar to some of the changes that
were being talked about in the Health Service—in a
different way, which avoids more expensive forms of
care. That normally is associated with better outcomes
rather than poorer outcomes. The classic case is
bringing people out of residential care, younger adults,
often particularly people with a learning disability,
and moving them into supported living arrangements
or alternatives within the community. That tends to be
cheaper. It is also better and what people want. That
is an option.
To come back to the earlier point about how we
reduce the costs of staffing without cutting wages,
there is scope to improve productivity. A practical
example that we have in Oxfordshire is using assistive
technology to change the number of people that might
be needed for night care for people in supported
living. Assistive technology means that you do not
necessarily need to have somebody on site but have
someone very nearby who can come within five
minutes if there is a problem because they are based
at another supported living arrangement close by. So
there is scope for that. Indeed, assistive technology
more generally is probably an area where we could
see some genuine savings going forward, where you
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can improve productivity without damaging the
quality of care that is being provided.
The question of what price we pay for care is
problematical. Undoubtedly, if the providers were
here they would say that we are often paying too little.
In some cases, when we look at procurement
arrangements, there are clearly some providers who
will provide care at a lower price than others. We have
to get the best value for the public money we have in
terms of meeting care. We have to make sure that the
right quality of care is available.
Councillor Rogers: Can I answer that too? John has
been talking about assistive technology, but there are
other examples, such as falls prevention, which again,
if that is successful, would help people to remain in
their own homes and not require more expensive
forms of care, and a universal offer of information and
advice to those who will subsequently need to pay for
their care as well as those who will have
taxpayer-funded care. That helps them make the right
or better decisions at an earlier stage to reduce the
likelihood that they will then fall back on the need for
state-provided care sooner than would otherwise be
the case. In some cases, it might avoid that altogether.
All of these things could be described as efficiency,
but I accept that there are other ways of describing
them as well.

Q40 Grahame M. Morris: Can I carry on very
briefly? I am confused about the evidence that has
been submitted, where both the LGA and ADASS are
quantifying the increased pressures in relation to
demographic change, particularly among adults with
learning disabilities in the 18 to 64 category. You
mentioned where it might be possible to make savings
there in bringing them from residential care into
supported accommodation in the community and yet
we are anticipating quite a huge increase, according
to your evidence, in demand for this service, which is
going to place a considerable strain in terms of extra
demand on the budget. Your estimate is that it will go
up 66% between 2010 and 2013 to £11.3 billion. That
is just for adults with learning difficulties. So
whatever efficiencies you are able to make through
reconfiguring the service will be more than offset by
the additional pressures of new people accessing that
service. The Government have to recognise that that
is something that cannot be met from efficiencies. We
have to have some sort of debate to say: are we going
to properly fund this service or not?
John Jackson: Yes.

Q41 Grahame M. Morris: Then we will have to
ration it if you are not prepared to do that.
John Jackson: That was David’s point about the
LGA. ADASS’s view is exactly the same, which is
that you cannot ignore the impact of demography on
adult social care. That is why the LGA came out with
its funding outlook prediction. That was not just
figures plucked out of the air. It reflects the
demographic changes that are happening.
Andrew Cozens: We are keen to highlight that there
is a legitimate argument that pressures in relation to
older people are significant, and they are, but we are
trying to highlight through this that learning

disabilities is currently, certainly for the next
Comprehensive Spending Review, hugely significant.
If I can answer the last point about charging more for
services, there is relatively little scope for that, given
the overall economic circumstances. It is also the fact
that, in general, councils are spending more on fewer
people. Therefore, the ability to get more money from
that smaller group of people is limited. These are
examples of where our ability to respond in relation
to efficiencies through those means is limited in
subsequent years in the spending review.

Q42 Chair: Can I come back—Barbara, with your
permission—to this 5%? My question around that is
the same question as I was putting to Mike Farrar
earlier on. What does that mean? How does that break
down? Does it include, for example, putting up
charges? That is not an efficiency gain—that it is
boosting revenue. How is this 5% efficiency gain
made up?
Andrew Cozens: There are three headline issues:
reducing the number of people going into the system,
which is eligibility criteria, but also—

Q43 Chair: But that is not efficiency either, with
respect, is it?
Andrew Cozens: But there is also investment in
preventative and alternative arrangements. There is
making sure that the right people go into the system
in the right place.

Q44 Chair: That sounds more like efficiency.
Andrew Cozens: There is reducing the cost of care,
where we can, in terms of the model of care that we
provide for people going into the system. The area
that has perhaps received the greatest attention, and
where there are ongoing efficiency programmes
described in our evidence, is reducing the bureaucracy
associated with care, the costs associated with
assessment and with simply turning people away and
so on. Those are the main areas.
John Jackson: If I can give you the figures, of the
£891 million, £688 million is coming from what
people have described themselves—and we do not
have the details here today to respond, to give you
details on how they are broken up—as either service
redesign or efficiency. It is 5% on that. For the other
2%—because the saving is about 7%—it is £77
million to increased charges, and we would not
describe that as an efficiency saving as it would be
inappropriate to do so, and £113 million to be secured
through service reductions.

Q45 Barbara Keeley: Perhaps we can come on to
talk more about efficiencies. I think it is accepted that
local government is already the most efficient part of
the public sector. You are saying efficiency alone is
not the answer and that councils cannot continue to
make the levels of savings they have achieved to date.
The question is about you calling for an urgent
Government response to those funding pressures. I
have to say that I recall a few months ago in this
Committee the Minister of State for Care Services told
us that he thought there was no funding gap at all. So
I suppose we have to wish you really well with your
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request for a response from the Government and
perhaps you can tell us what sort of response you are
envisaging. Members here tried to put the pressure on
around that but, in a situation where the Minister of
State for Care Services says there is no gap, it is
tricky.
Councillor Rogers: Let me try to answer your
question. Whatever has been said thus far, we shall
continue to advocate the case not only for reform of
the care system, which I accept we are not talking
about this morning, but also for adequate funding of
the current system in the interim. That then comes
back to the point that has been alluded to already,
which is, if that is not to be the case, then we are
pointing out to Government in our so-called “graph of
doom” explanation of that situation—which has been
pretty widely circulated already since it was launched
earlier in the summer—and continuing to take every
opportunity to make the case, that, if the current
system is not adequately funded, then these will be
the consequences. Social care and waste will start to
squeeze out other universal services that are highly
desirable in local areas, and that includes things that
contribute to people’s overall sense of wellbeing,
whether it is transport services or library services—
whatever it might be—and there will be, by the time
we get to the end of this decade, a very much reduced
amount of money available for those types of service.
That is the scenario that has been calculated by our
financial advisers. We have set it out very clearly in a
report and I believe it is gaining increased
understanding. If you can help us to gain more
understanding, that would be most welcome.

Q46 Barbara Keeley: I have one point of detail in
what Andrew Cozens said. You made the point about
reducing the cost of assessment, reducing the cost of
bureaucracy. If anything, surely there is a pressure
from legislation to have more assessment. There is a
great emphasis, and rightly so, on carers’ rights and
entitlements. But, if anything, it must be your estimate
that the Government are looking for you to do more
and not less. How do you square that? If the 5%
savings is based on doing less of that, in actual fact
the Government are really trying to push you along
having information on advice portals and doing
assessments even for people who are outside council
eligibility criteria. That must have a cost associated
with it.
Councillor Rogers: You were kind enough to
recognise that local government is already the most
cost-efficient part of the public sector and obviously
we will continue to strive to maintain that position,
but it is not enough and that is the point we keep on
making. We are not going to abandon the quest for
efficiency, but things are not sustainable under the
current system, and you rightly pointed out that if
certain aspects that have been proposed in relation to
reform were to come about—and we do not yet know,
of course, whether they will do—then there would be
a requirement for universal assessment, because you
cannot have a cap without universal assessment
because you do not know where people are on that
process.

Andrew Cozens: The proposals in the Bill are about
a more transparent system and therefore new
responsibilities in relation to that, for which some
funding is promised. But transparency is very difficult
unless you have a stable and predictable system, a
sustainable system, but also, critically—and, listening
to Mike’s evidence, it is a shared problem—a more
integrated approach to these issues so that we are
collectively making the best use of public resources
across the system. So we welcome the Bill as a
platform for a more transparent service, but it has to
be stable. There is no point in transparency about what
a mess it is.

Q47 Barbara Keeley: So you are saying, I think, that
it is time for the debate, and not just the debate around
funding reforms on social care, to move away from
demand management on to consideration of
entitlement—what local authorities should be doing
on social care and what entitlements people have. Do
you currently see, given the figures we have talked
about, a debate like that leading to a reduction of
overall levels of entitlement, or are you seeking to
push it into a wider debate that will involve extra
funding?
John Jackson: I am not sure I would use the word
“entitlement”. I understand why you use it.

Q48 Barbara Keeley: I think it is from what was
put in.
Andrew Cozens: It is our phrase, I think.
Chair: It is your term of art.
John Jackson: It is ours. Thank you for that
clarification. As to the issues about how we reduce
need, legally we have to meet people’s care needs.
The law is very clear about that. The draft Bill will
not change that obligation. How do we reduce
people’s care needs? Some of the things that Mike
was talking about earlier on in changes in relation to
health ought to help as well, within social care. We
need to be working together along those lines.
I will give you a specific piece of work that was done
in Oxfordshire by the Institute of Public Care.
Together with us, it looked at the triggers for people
going into residential care and found that there were
five key triggers. What is interesting is that most of
those have a health dimension. The five triggers are
people having a stroke, suffering from incontinence,
suffering from dementia, having a fall and people
suffering from social isolation of some sort. If we can
work together on those five key triggers, we can
reduce the demand for residential care. Even for
people who have some residual care needs, the cost
of supporting them in the community will be less than
it would be to meet them in a care home or nursing
home.

Q49 Grahame M. Morris: Can I come in on that?
Given the new structure—the health and wellbeing
boards and the joint strategic needs assessment and
then the strategy arising out of that—has your
experience in Oxfordshire, or experience elsewhere in
the country, been able to demonstrate that closer
integration and work with the commissioners to
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identify interventions to mitigate these five triggers
have proved beneficial?
John Jackson: I will give you a solely Oxfordshire
perspective and colleagues might want to talk more
widely. In Oxfordshire, we consulted on our draft
strategy earlier this year. We have an agreed strategy,
and a key thing that has come out of it is the
commitment to have a joint strategy between health
and social care for frail older people. If you look at
where the money is spent across the system, whether
it is health or social care, a significant proportion of it
is spent on frail older people. How we intervene in a
different way to improve outcomes for those people
and thus reduce care needs has to be our agenda
going forward.

Q50 Grahame M. Morris: Is that working, or is it
too soon to tell?
Councillor Rogers: The enthusiasm with which the
concept of health and wellbeing boards was taken up
by local government bodes well for the future, but I
think I would have to say it is too early to be sure of
that because, of course, they are not legally yet in
existence. They are there in shadow form and working
across those different aspects of the public sector to
bring them together with a shared set of priorities and
with the intention to focus on the type of issue that
Mr Jackson has just referred to—frail older people.
That might not be the decision everywhere, but it is a
very good example of how all the different players can
be brought together with a common sense of purpose.
Andrew Cozens: Can I add to that? Certainly in the
places I have looked at, there is enthusiasm,
particularly among clinical commissioning group
leads, to work with the council on these complex and
challenging issues for the reasons that are described.
One of the difficulties, though, is the extent to which
they feel they will have the levers that are necessary
to make the changes—whether they will be able to
commit to strategies—and the different levels of
authorisation of clinical commissioning groups. Also,
the significant role that the Commissioning Board
itself will play in health and wellbeing boards, as the
commissioner of primary care and other specialist
services, needs to be played through. Our view is that
this is a good opportunity for local leadership—and
health and wellbeing boards are central to that—
provided that local leaders are able to work on
appropriate local solutions.
Councillor Rogers: Can I add to Andrew’s point
about the role of the NHS Commissioning Board
locally? As we know, the local area teams are
currently being appointed, but that relationship
between whoever is to represent them on the health
and wellbeing board and all the other players who are
already there, except the local Healthwatch, which of
course is also in the process of formation, will be
crucial in bringing about this more unified view of
what the local priorities are and how they should then
be addressed.

Q51 Chair: Could I ask Mike Farrar to come in on
the NHS view of where we are and how effective they
are expected to prove to be?

Mike Farrar: The health and wellbeing boards have
been welcomed also by the NHS. The concept around
health improvement, all Michael Marmot’s work,
suggests that you have to tackle the wider causes of
ill health. But practically, on the ground, people are
now sitting with the clinical commissioning groups,
and working very hard with health and wellbeing
boards to try to get this broad needs assessment. They
are the champions of their local perspective for
spending money, so they have natural common cause.
What David is pointing to is profound in the sense of,
if we want integrated provision, how do you make
sure that that primary care spend is being pulled in
against the local needs? Primary care is the critical
strategic amount of money that we have in our system
and the Commissioning Board has yet really to find a
way to engage at local level through its local area
teams, and they cover a bigger population. Often, they
may be working with 10 or 12 different health and
wellbeing boards, so it is quite difficult in some cases
to see the logistics of it, but that is a vital bit.

Q52 Grahame M. Morris: Mike Farrar made an
interesting point earlier on that I had not thought about
in much depth, about the problems arising from
fragmentation of commissioning. I have always
considered it from the perspective of fragmentation
of service delivery, be it mental health, primary care,
community care, or whatever, but there are issues
there that we need to learn from, as to what the
implications are of fragmentation of commissioning
for social care and health, whether that is part of the
problem. The theory sounds great, but I am interested
to know from your experience whether the practice is
living up to the ambition for the theory.
Councillor Rogers: There are two things I would say
about that, Mr Morris. First of all, to repeat what I
said just now, there is enormous goodwill and
enthusiasm for making health and wellbeing boards
work, but I cannot give you the evidence because they
are not yet in their legal role. Specifically, on the NHS
Commissioning Board and the local relationship with
health and wellbeing boards, we in the LGA have
worked closely with them over the last few months to
develop a concordat, which is now agreed and is about
to be launched publicly, which sets out a series of
intentions as to how that local relationship would
work. The reason we have done that is because we
realise how crucial it is to making the whole new
system work.
Andrew Cozens: Can I add to that? There is a tension
that I am aware of between a population approach
to the joint strategy needs, or even a sub-population
approach, and a sort of pathway approach that is
intrinsic to an awful lot of health planning, which sees
people going along a pathway. For a number of the
groups that we are particularly concerned about, there
is co-morbidity, so that in itself is a problem. Then of
course there is the way that the payments are designed
that flow from that, so the whole tariff system. There
are a number of things that it is quite difficult to work
through at a local level unless there is more of a
national sense of this. My own personal view is that
the missing part of the overall picture is a health and
wellbeing board at a national level to work through
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some of these issues once rather than have them
repeated 150, or whatever, times as they are at the
moment.

Q53 Barbara Keeley: I did not want to lose the point
that had been made about the reasons you have
identified for people needing social care—the stroke,
incontinence, dementia, falls and isolation point—
because I watched as things happened that definitely
detracted from the ability to tackle that. Here, and in
our evidence, we have a lot about cost to the NHS if
local authorities cut services, but in my local area the
PCT stopped a pilot of active case management that
it was running. The other thing is that Age UK also
had a project of active case management with older
people with long-term conditions. Both of those have
removed an ability for early intervention for early
signs, early warnings, with people living locally to
me. It is crazy if efficiency savings in one part of the
system are taking away something that would help. I
do not know how much our experience locally is
typical, but is that a frustration that is coming in from
local authorities—that some of the NHS efficiency
savings decisions are saying, “You are taking away
our ability to do what would be the only thing we
could do to reduce our costs”?
John Jackson: There are two comments I would
make. One is that I think it is accepted that we do not
have a good enough understanding of what works in
terms of early intervention. That is referred to in the
White Paper, and the Department of Health has
promised to do some work on that. That would be
useful for the same reasons that are referred to in
terms of “Let’s do it once nationally”.
The second thing is what might work locally, and the
decisions that are made locally will reflect local
decision making. In the submission that we made, we
referred to the risk that people would reduce spending
on prevention and early intervention because they see
no other real option because they have to meet
people’s care needs. That is undoubtedly a significant
risk going forward. But it may also be the case that
some of the individual prevention and early
intervention schemes are not being effective and we
cannot justify spending money on ineffective
prevention and early intervention schemes. We need
to find the right prevention and early intervention
schemes. But the capacity of local authorities to do
that is limited, because we are under such significant
constraints. Some of this takes quite a lot of time to
develop and implement, for all the reasons we have
been discussing already, and we are trying to manage
things under huge amounts of pressure.
Mike Farrar: Might I briefly comment? That
phenomenon that you describe is writ large at the
moment. Our hospitals are busier than ever with
patients for whom the tariff does not cover costs, so
it is not that they are sucking them in to keep them,
and people who, by medical assessment, could have
been given an alternative had it been available. There
is an opportunity—I am not the counsel of despair—
and it is the commissioning boards’ commissioning
strength, the financial strength, to make some strategic
investments in those local areas to try and break out
of that cycle. But it does need some bravery on their

part, saying, “We are not just going to hold it for ever,
thinking, ‘When does the rainy day come?’” Some of
that resource could be spent strategically to break that
cycle, but it would not just be spending it on
improving the tariff for the acute sector. It needs to
be spent on building community, primary and social
care capacity.
Jo Webber: That is also the reason why the viability
and the good strong working relationships within the
health and wellbeing board have to be the place where
some of the pressures from one part of the system on
the other are rehearsed and looked at. A falls
prevention service that does not have a health element
to it, for instance, or an issue around delayed
discharges that does not have a social care element to
it is just not going to hit the spot. In the same way as
individual organisations within the NHS cannot tackle
this alone, individual parts of the system locally
cannot tackle it alone either. It has to be a co-
ordinated response.

Q54 Chair: Does it follow from this—if we can just
be clear and explicit about it—that the emerging
conclusion is that the way of reconciling Mike
Farrar’s five different accountability streams for care
services is to locate that within a developing health
and wellbeing board?
Mike Farrar: I would like to see the primacy of health
and wellbeing boards with CCGs in their joint needs
assessment. If they are done properly, they are
effectively the blueprint into which you could pull the
resources from these different elements.

Q55 Chair: You used the words “primacy of the
health and wellbeing boards”.
Mike Farrar: Yes, I meant the primacy of CCGs and
health and wellbeing boards working through that
vehicle to effectively identify what are the needs and
priorities for expenditure. That sets the boundaries for
how you pull the other strands of funding through. It
is almost like turning the accountability bit on its head
and saying that the Commissioning Board spend needs
to be pulled through into local systems to support this
need that has been identified locally. Then people will
be held to account in that way. It is a very important
bit of the system—in integration terms—to have an
integrated plan. Without the integrated plan, it is going
to be very difficult.

Q56 Chair: As designed and legislated, are health
and wellbeing boards fit for that purpose?
Mike Farrar: We are all working incredibly hard to
make sure that they are when they start. We spend an
awful lot of time together trying to support health and
wellbeing boards. At their worst, they could be public
sector committees, but we are desperately keen to
make sure they have good analytical support, can meet
in the right way to make decisions, can appreciate the
sharing of risk between parties and can pull that
together. They are critical. Mr Morris made the point
about integrated commissioning. I think they are a
critical bit of an integrated commissioning system
here.
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Q57 Chair: I have one supplementary question and
then I will shut up. I am personally sympathetic to
that point of view, but I am also cognisant of the fact
that in the history of the Health Service there is a long
history of antagonism between different bits of the
Health Service and what is seen as political
intervention in particular by councillors, which is
what you have to get used to in a health and wellbeing
board. I wonder whether that enthusiasm would
survive councillor intervention.
Mike Farrar: In the spirit of co-operation, my
colleague will answer.
Councillor Rogers: I understand the point you are
making, Mr Dorrell. What I would say—and again
this is from emerging evidence of what is happening
in shadow health and wellbeing boards up and down
the country—is that the local elements, both elected
and professional at local level, because, as you know,
there are councillors and also directors on the health
and wellbeing boards, together with the
representatives of the CCGs, are finding remarkably
significant degrees of common approach to what the
priorities should be locally. I think that is working
quite well. As I said to Mr Morris earlier, we don’t
have hard evidence that it is going to work in the new
system because they do not yet have their legal
powers. However, the way the development of health
and wellbeing boards is going up and down the
country, and that is supported by an LGA programme
that is in part DH-funded, is demonstrating that the
capacity is there and therefore—and I think you used
the term “optimistic” earlier in relation to something
else—I am optimistic that that will be the case when
April next year comes around.
Andrew Cozens: The two weaknesses are: is
everybody agreeing to the strategy locally and
agreeing to work within that framework? At best, I
think we could say that it is aligned with some
co-commissioning rather than integrated
commissioning that will flow from this. So the
weakness is that, if there is not agreement, or if there
is bogus agreement to the strategy, the behaviours then
in the aligned commissioning could unravel it,
potentially. So at the moment there is an awful lot of
goodwill but the real exercise is about shared
leadership with common objectives, I think.

Q58 Andrew George: I may be taking you back, and
I apologise if I am, but I wanted to find out—perhaps
only for my benefit because I may be behind the curve
on this one—about the role of personal budgets and,
increasingly, personal health budgets as they are being
rolled out. How relevant are they going forward in
relation to the management of budgets and the
provision of services? Are there dangers with them?
Are they going to be a useful tool or are they a little
bit of froth on the side that is pretty irrelevant to the
overall shape of things going forward?
Jo Webber: Can I start with the personal health
budgets, because this obviously is in its infancy?

Q59 Andrew George: It is just being rolled out now,
Jo Webber: It is only just being rolled out now. This
is going to start with some things where it is very
easy to quantify the money—things like continuing

healthcare. We are back where social care was about
10 years ago and it will take time to roll these out
because, alongside the change in the way in which the
money flows round the system, there is a way in
which the culture has to develop to enable this to be
a much more equal discussion about how this money
is going to be used. There are some elements of
healthcare that are more amenable to personal health
budgets, particularly around, for example, mental
health services, but there is quite a long way to go
before we grapple completely with precisely how
much of the NHS budget will end up as personal
health budgets. It gives the opportunity for people
with very complex needs to link together at the
individual level the personal budget they get from
social care and the personal health budget they get
from health. It would be exciting to see where that
takes us with the way in which services then can be
configured round the individual. But in health terms
we have a very long way to go before we are
anywhere near where social care is now and it has
taken quite a long time for social care to get there.
Councillor Rogers: My professional colleagues may
have more detailed evidence to give you, but I would
pick up something that Mike said earlier. When people
do have the ability to make their own choices, they
often choose less conventional ways of meeting their
needs and the outcomes could well be better. Whether
that also saves money is always the difficult question,
I think. If we are talking about outcomes and people’s
overall wellbeing, I think there is a very significant
impact. The numbers of those who have personal
budgets, of course, in social care has increased very
significantly over the last few years.
The other point that I would make, which I think is
often in danger of being lost whenever we talk about
social care, or certainly wherever journalists talk
about social care, is the failure to recognise the vast
numbers of those in the social care system who in
effect have always had personal budgets because they
are meeting their own costs. They are not eligible for
state-funded care.
Andrew Cozens: Can I make an important distinction
between service designed round the needs of patients
and users, for which I think there needs to be perhaps
an increasing amount across health and social care,
which perhaps is collective provision and therefore
not susceptible to individual personal budgets? Those
are all the things we have talked about, reablement
and intermediate care and all those sorts of services.
The key advantage of personal health budgets and
social care budgets is the ability of individuals to
design their own services around their individual
circumstances and those of their carers. That is
potentially transformational. But it is important not to
see the whole of the system being balkanised into a
series of individual budgets. There is still an important
role for planning at a collective level, particularly if
we are going to transform who goes into the system
and what they receive when they go into the system.

Q60 Andrew George: I have one supplementary, if I
may. The politics of this plays into the arguments
between those who see a fragmentation and the need
for integration and also that this is a stalking horse for
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the privatisation of health services. Following up on
Andrew’s comment in particular, obviously if you
have a lot of individual choice, which of course is
welcome at the theoretical level, to what extent is
there a risk of that contributing to the fragmentation
of services that need certain, if you like, economies of
scale in order for it to continue existing, as it were?
Mike Farrar: Andrew was partly describing that
when he was describing the balance between what is
deployed through personal budgets and what is,
effectively, managed on a collective basis. Therefore,
we do not want a situation where individuals could not
afford to have complex heart surgery. This is lumpy
expenditure of sorts. The trick is the balance of that.
What we have seen is that personalised budgets in
both social and healthcare have challenged the
dominant culture that the public commissioner knows
best what you would need for your care. That grit in
the oyster is having, hopefully, an impact in the way
in which the collective spend is being deployed to
support patient voices, steering that as well. It has
limitations—I don’t not think any of us would be
advocating you put the whole system in so we all get
our £1,250’s worth. None of us is at that level, but we
all welcome the fact that personal budgets can, for
specific groups, deliver better service packages for
them, but we also think it is changing our culture,
which is for the good.

Q61 Rosie Cooper: I want to go back to health and
wellbeing boards. I too hope and wish with all my
being that they work, but having been on both sides of
this argument—as a deputy chair of a strategic health
authority, a chair of a hospital and a councillor for 30
years—I know that the reality will come when the
power arrives at the table and difficult decisions have
to be made. Bearing in mind that you are telling me
it is working well now and you don’t have the power
and those difficult decisions are not there—this is
currently motherhood and apple pie because you are
trying to work out what the best would look like—in
order to get real dynamic decisions, leaders have to
be around the table. With those organisations you are
talking about, are the leaders in the CCG attending,
the leaders of councils, not just “AN Other”
councillor, not just “AN Other” officer, but the people
who have the power to make that decision? Are they
already there?
Councillor Rogers: My answer to that would be not
universally but, generally, yes. The reason I say not
universally is because, of course, the precise
composition is a matter for local decision. As the
representative body of member councils, I would say
that is right and that is how it should be. However,
coming back to the overall analysis, many health and
wellbeing boards are chaired by council leaders. If
that is not the case, then it is somebody like the lead
member for adult social care, or another very
significant cabinet member. So I do think that that
appropriate level of seniority and, therefore, the
capacity to make decisions, which I think is what you
are seeking, is likely to be there in most cases.

Q62 Rosie Cooper: Great. Do you have the CCG
present at all times? I ask that because, in my area,

the CCG in its last, say, six months has been
established as a sub-committee of the PCT. It does not
even bother holding meetings and it does not even
send the PCT—or the remnants of it—the minutes.
So, if that is already at that stage, good luck with the
rest of it.
Councillor Rogers: I am sorry to hear that.

Q63 Rosie Cooper: It is actual fact, though. I wonder
how many other places are like that.
Councillor Rogers: I do not know the answer to that
question, but my experience is that CCG leaders, both
GPs who are exercising that clinical leadership and,
increasingly, the accountable officers and so on that
they are appointing, are playing a very significant role
in meetings of the health and wellbeing board. Of
course, the board meeting itself is not the only thing
that is going on. There is an immense lot of work that
goes on behind the scenes between meetings of the
board itself.
Rosie Cooper: There is something about authority
and authorisation behind those missing bits that we
are talking about. If they are not even playing the
game now, what on earth are they doing? Anyway,
thank you.

Q64 David Tredinnick: Perhaps I may, unusually in
this forum, be allowed to answer Rosie’s question and
say that in Hinckley, in my constituency in
Leicestershire, the health and wellbeing board
structure is effective and the clinical commissioning
group has been very effective in looking at all these
issues in coming up with a new structure and will be
ready to roll at the appropriate moment.
I want to return to personal budgets—the point my
colleague across the way took up. I am informed that
the Department’s clinical trials have been very
successful in that they have shown, first, that the
patients are acting very responsibly with the money
that they are given, and John Jackson is nodding his
head, so the money is being properly spent; secondly,
that it is very cost-effective; and, thirdly, that patients
are absolutely delighted with the choice, and this is
going back to my earlier point, which means that very
often they are choosing less expensive routes of
therapy that are not necessarily seen in the Health
Service. For example, they are turning to yoga
exercises or t’ai chi, getting aromatherapy massages
to relieve anxiety or muscle strain, or music therapy—
just listening to music.
The last point is that this has empowered the families
who are looking after them. Now, for the first time,
carers, members of the family who have in the past
felt bed-bound, in the sense they are chained to the
bed of the person they have to look after—and
Andrew Cozens and Mr Jackson are now nodding
their heads, if I may put that on the record—who have
never been able to get out are able to get out, get jobs
and make alternative arrangements. So the personal
budget, one of the most important reforms that we
have seen coming out of the Health Bill, has seismic
potential for the future. Forgive me, Chairman, for
making a speech there, but I am looking for comments
on those points, please.
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Chair: Andrew has been mentioned in dispatches,
so—
Andrew Cozens: I had better justify my nodding. On
personal budgets and direct payments in social care,
there is no question that carers value them and that
they have led to creativity and all sorts of approaches
being taken to care and support beyond things that
have been done before. The evidence on personal
health budgets is probably a bit less as there are fewer
of them over a shorter length of time, but this is Jo’s
specialist subject.
Mike Farrar: It is interesting that some of the patterns
are initially of underspending but increasing up to the
level at which the budget was set. I know we are
pressed for time, but there is the great story of the
personal budget holder in Rochdale, who, instead of
respite care, bought two season tickets to watch
Rochdale Football Club, my team, and sadly it is no
longer available, after much controversy, not because
they took away the option but because Rochdale failed
the any qualified provider test. Strike that from the
record.
Jo Webber: It is difficult to follow that. The other side
of this is the conditions that it is being used for. It is
for a limited range of conditions at the moment and
they are pilots. There is potentially a very large impact
on the way in which the NHS, particularly, looks after
people with long-term conditions. The issue alongside
that is that it does take time to implement and is not
something where you could start realising all of the
benefits within a couple of years. It is fair to say that
that is the experience in social care. It takes a long
time to change the culture of the professionals
alongside the way in which the individual feels that
they can get power from the situation to spend the
money in the way that best suits them. But it grows
over time. If you look at the take-up of personal
budgets in social care, you see quite a long lead time
and then it rising very rapidly towards the end. So it
will take time. I don’t think it is something that you
could realise benefits from in, say, a year or two.
John Jackson: Can I endorse what Jo has said and
develop this very slightly? Jo referred to the fact that
this started 10 years ago. In fact, it started rather
earlier than that, under the Major Government in the
1990s.
Chair: Indeed it did, yes.
John Jackson: So it has been going a long time in
adult social care. I also would make the point that
local authorities have not yet transitioned everybody
across to personal budgets. We are making good
progress but there is still some way to go. There is a
question about whether people then take that in the
form of a direct payment, which gives them additional
flexibilities, and then the issues are going to be, or the
question going forward is, how are providers,
particularly in adult social care, going to respond to
that? If people start asking for some of their needs to
be met in a very different way, will providers be in
place to be able to do that? Over time, they will
develop, they will change what they are doing to fit
that, but it is not a quick process.

Q65 Chris Skidmore: To bring the topic back to the
subject of the report on public expenditure, in terms

of the ADASS evidence, you say in paragraph 24 that
“the ADASS Budget Survey shows that, in 2012/
13”—basically, from the money that has been
transferred from the NHS, which, as far as I can make
out, comes out to £1.7 billion—“£284 million has
been used to offset pressures and cuts to services,
£148 million has been invested in new social care
services, and £149 million has been allocated to
working budgets.”
The second two seem to be absolutely fine for the sort
of purposes that NHS money is used for, but should
that £284 million really be used for offsetting
pressures and cuts? Is that not the purpose of the
additional formula grant?
John Jackson: Can I deal with the formula grant
because we have not discussed that? What is very
important to stress is that the 28% reduction in grant
funding for local government was after taking account
of the formula funding being injected. If it had not
been there, local authorities would have been facing a
much bigger reduction in grant funding. So we have
had to manage. Our problem is that we have had to
manage in the context of the overall local authority
position that David was referring to earlier on.
Councillor Rogers: Can I emphasise that point? It is
often misunderstood by those who report these issues.
They only report the additional funding that came
from the Department of Health to support social care
in the way that you were describing. They failed to
recognise the point that John has just made, and which
is very important at an individual local authority level,
that most of our grant is from the DCLG. Of course
there is also the council tax element and there are
pressures on that as well, as you will appreciate, and
therefore there is a far bigger impact from the overall
28% reduction over the spending review period than
the new additional money, welcome though it was.

Q66 Chris Skidmore: I want to pick up on the
council tax. Obviously we have a new commitment to
a third year of successive council tax freeze, or a
1.99% cap, before you have a local referendum. What
is that going to mean for local authorities in terms of
downward pressures on social care?
Councillor Rogers: It emphasises the points that we
made throughout our answers to you and your
colleagues this morning that, if the demographic
pressures are there, if the cost pressures are there from
providers and if the expectations that people have of
the quality of services continue to rise, as would not
be surprising, then the constraint on the level of
resources that can be raised locally is simply an
additional pressure.

Q67 Chris Skidmore: Can we quickly model it? The
council tax funds, say, 50% of the overall settlement.
Councillor Rogers: It is very different in different
parts of the country and there are many parts of the
country where significantly more than 50% of the
resources available locally are raised locally through
council tax. Equally, there are many other parts of the
country, represented no doubt by some colleagues
around the table, where significantly less than 50% is
raised locally and the vast majority comes from
central grants.
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Q68 Chris Skidmore: In terms of the geography or
tapestry of social care provision and how that is
provided for, in paragraph 23 you say that “£1.89
billion has already been taken out of adult social
budgets over the last two years”. Can you correlate
that with council tax freezes in terms of local
authorities that are more dependent on paying for
adult social care out of council tax budgets?
Councillor Rogers: I am not sure whether John has
any figures that would help to answer that. It is a key
issue, of course.
John Jackson: First of all, just so that people
understand the £1.89 billion, £1 billion was taken out
the first year and an additional £891 million the
second. In total, over the two years, £3 billion will
have been taken out—£1 billion in the first year and
£2 billion in the second. If you carry on taking that
extra billion out, by the end of a four-year period you
will have taken £10 billion, over four years, out of
adult social care. In relation to the council tax level,
or whatever local authorities decide to do for council
tax, that obviously will constrain or cap the amount
of resources available to local authorities. If they need
to make more savings to manage within that cap, adult
social care is the largest single budget within the local
authorities’ control, and they will expect savings from
adult social care.

Q69 Chris Skidmore: David, in terms of your
“graphs of doom”, I was very interested in the second
graph on paragraph 18, which obviously has the
holistic make-up of local authority spends. You say in
paragraph 19 that in 2010–11 30% of the local
authority expenditure was on adult social care,
potentially rising to 45% of council budgets by
2019–20, although for some other local authorities
obviously it is different and you are going from 40%
as a baseline to 52%. Is there a sort of critical tipping
point in local authority finances? You mention other
services being squeezed and you can see that in the
graph, but is there an advisable make-up—would the
LGA advise local authorities to be balancing their
budgets by spending in certain proportions, otherwise
it becomes unsustainable in the future?
Councillor Rogers: We would not seek to adopt that
type of centralist approach to local decision making
about relative priorities. All I can say is that the
further we go along the time axis, the more critical the
situation becomes, hence our long-held and frequently
expressed view that not only must the system be
reformed but, in the meantime, it must be adequately
resourced to prevent it reaching a crisis point.

Q70 Chris Skidmore: Finally, in paragraph 31a, you
mention your concerns about “A late local
government settlement in December 2012 following
the Autumn Statement, which itself will be later than
normal”, and, therefore, there may be the possibility
of revisiting figures in the spending review. Then you
talk about the possibility of judicial reviews. Do you
want to expand on the concerns you might have over
the coming months?
Councillor Rogers: Yes. The overall point—and John
may, from a professional perspective, be able to cast
more light on this—is that budget preparation for the

following year begins almost as soon as the budget is
set for one year. The later any information comes in,
whether that is from the Chancellor’s spending review
or from, specifically, the local government settlement,
the harder it is to accommodate any changes within
that budget planning process and in particular—and
this is an increasing risk for local authorities—the
time for consultation with residents over service
changes. As you know, if that is not done properly, it
can be liable for judicial review or others seeking to
say, “You have not done it properly. You have not
taken into account equalities”, all those sorts of things,
and challenging the outcome in the courts.

Q71 Chris Skidmore: To wrap in the service change
point, in my local authority we have that going
through and I am sure in most other Members’ local
authorities there are issue of home care services and
to what extent residential homes are being run by the
council or outside providers. But at the same time you
mention in paragraph 33 that basically you have “a
planned £890 million reduction in adult social care
budgets in 2012/13, front-line services are being
protected where possible through £688 million worth
of efficiency and service redesign.”
The service redesign is key, but is there a fiscal cliff
here where you are firefighting to protect existing
services and, as a result of the firefighting and
protecting existing services, there is not a focus on
redesigning those services in the first place so you are
not getting the changes you need fast enough? To
meet popular demand and public pressure you are
having to keep the show on the road as it currently is,
which is effectively inefficient.
Councillor Rogers: It makes it more difficult to
achieve that certainly, if the other pressures are there.
There is a point I would like to make that I do not
think has come out yet and that is that, despite the
reductions in social care spending that we have talked
about this morning, social care has been relatively
protected through council tax and other mechanisms
compared with the impact of the overall 28%
reductions that I referred to earlier. That varies in
different councils, but it is generally true across all
councils.
Chair: There is a final question from Rosie Cooper.

Q72 Rosie Cooper: I am going to wrap up three or
four questions that I had at the end, so this will be a
quick run-through. The LGA and the NHS
Confederation argue that integrating care is the best
way forward. How do you see integrated care and
services being structured and paid for? If we do not
get it right, are we moving on to what would be a
postcode lottery and do you think the £1.6 billion
savings we have had should be used to help the
transition, integration and the redesign of services?
Chair: Who would like to go first on that?
Andrew Cozens: I would like to answer yes or no,
but it—
Councillor Rogers: It is more complicated than that.
Andrew Cozens: What I think both presentations have
highlighted is that we have a shared need to reduce
demand, develop preventative services, make sure
care is in the right place and reduce the unit cost. We
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have both said in different ways that taking money out
of the system removes some of the opportunities to
double-run the system so that there is public
confidence in the alternatives that we are trying to put
in place. That is the real difficulty that we face. Our
view on integration is that structural solutions would
be a further distraction because that is part of the
problem we have now, but there are a range of
obstacles, both in legislation but also in working
arrangements, that get in the way of integrating care
around the needs of individual patients. We believe
that more should be done to remove those. There are
some interesting emerging issues that I think we refer
to in our evidence coming from the community
budgets approach that may shed some light on how
this might be done practically.
Mike Farrar: We have mentioned integrated
commissioning as a way forward. I don’t think you
can have integrated care unless primary care is part of
that and that means blowing up some of the
contractual elements of primary care, particularly for
local enhanced services, but I do not think we are
getting value for money there. They should be spent
in a much more integrated way.
I also think that practically now most teams on the
ground—their fieldwork and their rapid-response
teams—operate as a shared team, but then they have
to come back to the office and trigger separate funding
and form-filling to create the integrated package. It
seems to me that we know so much about the barriers

to integrated care that we have no excuses anymore
and could say, “At all levels, let us just break free.”
So that would be an integrated audit process, shared
incentives, community budgets, single bureaucracy,
single assessment and would empower the front-line
staff who want to do it.

Q73 Chair: These are familiar themes about which
the Committee has already issued more than one
report. It would be very helpful if the two
organisations, possibly Mike Farrar and Andrew
Cozens, could draft a common paper to us as to what
is required to unlock the pathway to integrated care.
Mike Farrar: I would be very happy to do that.
Chair: If you could deliver that to us, it would be an
interesting contribution to the debate.

Q74 Rosie Cooper: The final bit is about the £1.6
billion. Re-design of services costs money. It doesn’t
just happen. Do you think if we reinvested the money
in helping you to do that that it would unlock huge—
Mike Farrar: Supporting the improvement of
integration of care is a wise investment for that £1.6
billion. I would certainly support money like that
being used for that purpose.
Chair: On which note, despite scepticism at the
beginning of this meeting, we adjourn at 11.26 in time
to attend Health Questions at 11.30. Thank you very
much for your evidence.
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Hospitals NHS Foundation Trust, gave evidence.

Q75 Chair: Good morning. We are, unusually for us,
starting slightly early but we have a fairly full day
today. We are seeing Sir David Nicholson and he is
due here at 10.15 so we are keen to be ready on time.
Then we are seeing the Secretary of State later on
today. So, in effect, you are having a word in our ear
before the Chief Executive and the Secretary of State
come before us. Could I ask you briefly to introduce
yourselves and say where you come from?
Chris Hopson: I am Chris Hopson. I am the new
Chief Executive of the Foundation Trust Network. As
you know, we are the membership organisation for
220 NHS trusts and foundation trusts and we represent
a mixture of community, acute, ambulance and mental
health trusts representing around £70 billion of
turnover with 630,000 staff. I have brought with me a
range of different types of chief executive.

Q76 Chair: Could you tell us which type of chief
executive you are?
Jim Mackey: I am Jim Mackey, Chief Executive of
Northumbria Healthcare, which is an integrated care
provider—the most northerly in England—mainly
acute services with some community, psychiatry and
adult social care as well, covering 2,500 square miles.
Philippa Slinger: I am Philippa Slinger, Chief
Executive of Heatherwood and Wexham Park NHS
acute foundation trust. We cover a population of about
450,000. We are a two-site hospital and are
financially challenged.
Tony Spotswood: Good morning. I am Tony
Spotswood. I am the Chief Executive of the Royal
Bournemouth and Christchurch Hospitals. I have been
there as Chief Executive for 13 years. We serve a
population ranging between 350,000 up to a million
for more specialised services. We are working through
what will be the first FT to FT merger with Poole
Hospital and are currently before the Office of Fair
Trading who is reviewing our proposed merger.

Q77 Chair: Thank you very much. We would like to
begin by reminding ourselves of the work the
Committee has been doing since the beginning of this
Parliament on what we have dubbed the Nicholson
challenge: the requirement to continue to meet
demands for care out of a broadly flat real-terms

David Tredinnick
Valerie Vaz
Dr Sarah Wollaston

budget. That has clearly had huge impact on the work
of each trust and foundation trust in the Health
Service. The claim is being made by the
Department—and we shall be exploring it with both
the Chief Executive and the Secretary of State later
today—that the NHS is on course to deliver the
Nicholson challenge, the efficiency savings required
to meet demand out of a stable real-terms budget. We
would like to understand what that means at the level
of the individual trust providing healthcare to patients
on a day-by-day basis. Perhaps I could ask you to—
Chris Hopson: In the supplementary evidence that we
have provided, which I hope you have had a chance
to look at, there is a survey we have done of all of
our members. We got quite a good response rate.
Broadly, the message it gives is that, at the moment,
we are on course to achieve the challenge. We have
shown that the vast majority of trusts will be meeting
their cost-saving targets this year. They will also be
on course to meet their access targets and, as we
showed in here specifically, the vast majority feel that
it is not impacting on patient care and the quality of
patient care. The issue going forward is how difficult
it will be to continue that trajectory. I will ask my
colleagues to give you a sense of what it looks like
on the ground, so Jim—

Q78 Chair: As you do that, accepting that point, one
of the questions that are regularly put to us is, “How
much of this is repeatable?” Are there short-term fixes
that allow us to get through this year or are there
serious service changes going on that allow us to meet
demand on a longer term basis?
Jim Mackey: Most of us are focused on trying to look
very long term and very sustainable in terms of
service configuration and quality. In every year, there
is always going to be a little bit of short-term
non-recurrent stuff, but our underlying focus is on
delivering long-term sustainable improvements. We
are trying to look at quality and financial performance
together: they are interlinked. We have a very
clinically run organisation. We use our clinicians and
management capacities to help drive those decisions.
We are also trying to engage with our governors and
members, so that we are looking at the right things
and focused on the right areas.
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Q79 Chair: In terms of your budget, is it stable or
falling in real terms?
Jim Mackey: It is broadly stable.

Q80 Chair: Can you give us a couple of examples of
how you are making long-term changes to meet rising
demand, assuming demand is rising?
Jim Mackey: We are fundamentally reviewing our
services on an ongoing basis and are working with our
CCGs to look at how some of the pathways work.
Most of our demand is around frail elderly people, so
we are trying to work out how, together, we will get
as upstream as possible, identify risk in a community
context, support people at home and prevent an
admission wherever possible. That is not all just
healthcare. It is social care as well, family support and
all those sorts of issues. It is one example of trying
not to get there too late, trying to go as upstream as
possible and build the system before somebody is
institutionalised.
Tony Spotswood: Despite these efforts—over the last
four years we have made £34 million of recurrent
savings on a budget of £240 million and yet at the
same time, we have seen since 2008–09 our
emergency admissions rise by 25%, so I am now
having to manage 6,000 more admissions than I was
four years ago and that adds a further pressure. One
of the things that we need to address going forward
alongside some of the changes that I am making, both
organisationally and service wise, is how we underpin
and fund the provision of emergency care where
emergency care is not flat—it is going up—and
therefore there needs to be a safety net to effectively
fund that.

Q81 Chair: Are there steps you are taking to temper
the rise in emergency admissions?
Tony Spotswood: There are. We work on a day-by-day
basis with colleagues in primary care and in
community service. We have noticed that the public
at large often see the hospital as the default place,
particularly out of hours and that, in itself, leads to
more demand.

Q82 Chair: What about Wexham Park?
Philippa Slinger: Our situation is very similar to Jim
and Tony’s, but in addition, because we are financially
challenged, we have quite a lot of work around
internal efficiency. At the moment, we benchmark as
costing slightly more than other equivalent acute trusts
would, so our challenge is the efficiency, plus what
we need to do to get ourselves in shape. Quite a lot
of our work is around looking at utilisation of activity
such as our theatre efficiencies, “Do we make certain
that we are using our theatre time properly?” or our
outpatient booking systems, “Are we absolutely sure
that we have our clinics right with the right numbers
of follow-ups and new appointments?”, because we
need to use the staff we have to their maximum
productivity. We have that, along with the sort of
things that Tony and Jim are talking about, which are
the front door and back door because the demand
management is twofold. It is about stopping people
coming in, but it is also about making certain that
people only stay as long as they need to stay because

hospitals can be unhelpful for you if you stay longer
than needed. It is both ends that you need to keep an
eye on all the time.

Q83 Chair: I have one final question and then I will
turn to Grahame Morris. This is only year 1 of what
was originally talked about as a £15 billion to £20
billion challenge to 2014–15. What is increasingly
clear—and indeed Sir David has himself said it does
not come to an end in 2015—is that it is a way of life.
Is this a pace of change that can be continued at the
current rate?
Jim Mackey: People have probably done all of the
easy stuff so it is going to get harder and harder as
time goes on and we need to change the game a little.
One of the things we have is a big patient experience
programme. We are using that to engage with patients
to help them identify for us where we are duplicating
things—asking them the same things twice and
duplicating tests—and trying to be a bit more surgical
about where our improvements lie in the future.
Chris Hopson: It seems to us that there is a very
deliberate attempt here—and we completely
understand the rationale—in terms of looking at where
to make the savings. There is a real sense that the
financial risk lies much more strongly on the provider
side than it does on the commissioner side. There are
some very good reasons for that. It is the more stable
part of the sector at the point when, for example,
CCGs are in the process of creating a perfectly
understandable desire to ensure that they start with a
clean financial slate and the real sense, particularly on
the acute side, that if you take the five, 10 or 15-year
view, you would want to pull the demand out of the
acute side and effectively, therefore, you probably
would, in an ideal world, over the next 15 years see
less capacity in acute.
What concerns us—and it really came through, I
think, in the evidence—and what we were very struck
by, is the fact that every single trust bar one is
reporting increased demand. There is a real concern
about how we get this balance of risk right,
particularly at a point when the demand is not just
coming out—actually, it is increasing—and about
ensuring that we do not load too much risk on the
providers. At the moment—I think the figures are
fairly well known—about 10% of providers are in or
heading towards financial unsustainability. If the risk
keeps being loaded on the provider sector, going
forward, those numbers will escalate and they could
escalate quite quickly. So there is a real, interesting
issue for those who have the system leadership at the
Department, the NHS Executive level—I know I am
talking old structures rather than new structures, but
there is a real issue—about how you get the right
balance of financial risk between providers and the
other categories of health organisation.

Q84 Chair: Can you clarify for us what you mean
by “risk” in that context, because in a system where
the budget is fixed in real terms, or growing very
slowly in real terms but demand is going on rising—
both of those seem to me to be givens: the requirement
for system change to meet demand out of a flat budget
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is a requirement that has to be shared right through
the system, isn’t it?
Chris Hopson: Yes, absolutely. Tony has already
given you an example, which we are in the process of
discussing with David Flory and colleagues, of the
30% marginal tariff on emergency admission. I think
it is a very good example of where the Department
and the NHS Executive have the perfectly
understandable objective of trying to reduce
emergency admissions and, therefore, using the tariff
as a means of trying to incentivise that by saying they
will only pay 30% marginal tariff on admissions
above 2008–09 levels. Yet what has happened is,
particularly in a large number of hospitals, the demand
has risen very significantly. Tony, I think, has figures
for his kind of trust, and he is £3.5 million down in
terms of the amount of demand he has coming through
the door, and how much it costs for him to provide
that service and the amount that he is actually
reimbursed. So there for me is a very good example
of where the risk is clearly sitting on the provider side
because the other 70% of the tariff that should be paid
is sitting on the commissioner side. It is a very good
example for us about—and we are talking to David
Flory about this—how we could make an amendment
to the tariff for 2013–14 to just shift the risk away.

Q85 Chair: We would be much further forward if we
created a tariff that simply incentivised you to respond
to rising A and E admissions, many of which you
acknowledge are avoidable.
Tony Spotswood: The important fact is that we need
to ensure that where emergency admissions are
increasing, then there is sufficient money to ensure
that those patients are appropriately cared for. For
example, in my particular instance, over the 6,000
increase in emergency admissions since 2008–09, the
actual marginal cost income associated with that is
£500,000. When you add in the deduction of income
in relation to the readmission policy, I have income
that is about £3.3 million less than I had in 2008–09
to cater for 6,000 additional admissions. This pressure
is in addition to the efficiency gain pressure.
Therefore, in order to move forward and continue to
deal with some of the efficiencies that we have to, we
also—as Chris has indicated and the Department, in
fairness, have recognised—need to ensure that the
tariff is structured appropriately as a safety net for
caring for frail, sick, elderly patients in hospital.
Chair: We could continue this dialogue, but Grahame
Morris has a question.

Q86 Grahame M. Morris: I would like to take you
back to your written submission and I want to
challenge something that Chris Hopson said in his
opening statement. In your evidence to the
Committee, you said that the solution to sustained
budgetary pressures faced by the NHS trusts is
essentially two-pronged. One is in relation to
reconfiguration and you suggest there is not support
for that. I do not know whether that is political or
institutional support and I wondered what your views
were on how you should be supported. The second
thing that caused a little alarm is in relation to

flexibility of the work force, particularly over pay and
terms and conditions of service.
In particular, Chris, if I could challenge what you said
initially, that you had been able to deliver these
Nicholson efficiency savings without any impact upon
patient care, we have had written evidence from the
trades unions who commissioned a significant
survey—in fact this extract is from Unite the Union—
and they say that pay cuts are only a short-term
solution to the Nicholson challenge. We have had
evidence from the NHS Confederation indicating that
in the acute sector, half the savings have actually
come from the public sector pay restraint. They say
that cutting staff’s terms and conditions on the
assumption that it will automatically deliver the same
service but cheaper is a fallacy and that the service
has NHS staff overworked, stressed, with rock bottom
morale and that this is affecting the quality of services
and their ability to meet professional standards. How
do you respond to that?
Chris Hopson: I will pick up both of those questions.
In terms of quality of care, we specifically asked our
members whether the savings that they were making
had impacted on quality of care last year and in the
current financial year. As I said, again we were very
struck by the overwhelming majority—and I mean all
but one or two were—basically saying that they do
believe that the savings that they are realising are not
impacting on quality of care. We can give you specific
examples in terms of our colleagues here.

Q87 Grahame M. Morris: How do you come to that
conclusion? Is this a question that you have asked the
finance directors of the NHS trusts in membership or
have they commissioned a survey? How do they
assess quality of care? Are you talking about waiting
times?
Chris Hopson: We asked people to make a simple
summary judgment. We put a copy of the
questionnaire on the back of the submission. The
question simply was, I think, “Making a summary
judgment, do you think that the savings you have
made in 2011–12 have had an adverse impact on the
quality of care?” So it was asking people to make a
summary judgment. It is a question that, for example,
the King’s Fund ask relatively regularly in their
quarterly survey. That is the answer that came across.
Tony, do you want to pick up specifically in relation
to your side?
Tony Spotswood: Yes. I have a couple of comments.
One, we know from patient feedback that patients are
feeling that the quality of care is improving, when we
look at our patient feedback year on year. In terms of
boards assuring themselves that these savings to date
have not damaged the quality of care, we have done
an independent piece of work, for example, looking at
nurse staffing levels, benchmarking those against what
would be accepted parameters, and, as a consequence,
making some further investment in nurse staffing
levels. We are constantly calibrating how the quality
of care feels in relation to the need for efficiencies
and transformation.
Much of the efficiency so far has come from
transformation. It has not been about cutting services.
For example, in my organisation over the last three
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years we have reduced our bed base by 240. We have
treated more patients. How patients report the quality
of care has improved and it is a better all-round
experience for patients. Into the future, the key is that
is going to be much more difficult and requires more
substantial, complex and structural changes, as Jim
was indicating earlier.
Chris Hopson: It may also sound quite
countercultural and counterintuitive, but I am very
struck by the number of trusts that I talk to who say
they have made very significant savings on the pay
bill but have increased the number of nurses that they
have employed. I was in the Chesterfield Royal
Hospital for my first hospital visit as the new chief
executive about two or three weeks ago and they have
taken on 40 new nurses despite the fact that they have
made very significant savings across their pay bill as
a whole. What they have done—and again all my
colleagues here have stories about this—is made much
more efficient use of their pay bill, back-office savings
and a number of different areas, so please do not
assume that a much lower pay bill equals fewer nurses
or poor quality of care. We have three living
demonstrations here of how making savings on the
pay bill can give better quality of care.

Q88 Grahame M. Morris: I cannot leave that
without challenging it, when today a survey carried
out by the Royal College of Nursing—and it was
extensively reported on the BBC, on national news—
indicates that 24,000 nurse posts have gone, with
37,000 under threat. That seems to undermine your
argument that individual trusts are recruiting.
Chris Hopson: Philippa, do you want to tell the story
in terms of what you have done with your pay bill?
Philippa Slinger: Yes. About a year ago we were
spending something in the region of £1.8 million a
month on temporary and agency staff, which was
completely unsustainable. That is now down to about
£500,000 or £600,000 a month, and I have recruited
350 staff in the last year, including qualified nurses
and midwives. The point is that it is actually about
how you use your work force. I absolutely recognise
that some trusts are reconfiguring posts within their
trusts. Whether that means people is always the
question you have to look at, because many of us have
budgets built on very old-fashioned and historic
establishments that do not reflect the skill mix that we
actually need today and, when you reconfigure those,
it looks like posts have gone. But whether or not that
is people is another issue.
Making certain that you drive down agency and
temporary staff numbers improves the quality of care,
massively reduces costs and provides employment.
Also, there is looking very creatively at career
progression and the opportunities that there are for
some of the non-medical work force—looking at
nurse consultant roles and non-medical prescribing—
so that you can begin to shift some of the work that
perhaps medics are doing now that they do not need
to do because there are very well-skilled nurses and
physiotherapists and so on who can do it. So you
begin to change the balance of the pay bill more than
you are actually looking at posts. That might mean
that you have four nursing posts that you are not going

to recruit to because you are making nurse consultant
posts. We need to be careful how those things
sometimes are reported and considered, because my
experience is that I am certainly not making any
redundancies at all.

Q89 Grahame M. Morris: Without making
redundancies, looking at the efficiencies in meeting
the Nicholson challenge, the QIPP targets, or however
we describe them, in my region, for example, the
North Tees and Hartlepool NHS Foundation Trust has
issued new contracts of employment with worse
sickness terms on offer, at a net saving. So is it a fair
assessment that it is actually the work force that is
shouldering the burden of the QIPP challenge? You
did not answer my question about how you are going
to be supported by the Department or politically in
terms of making the reconfiguration changes that are
needed.
Philippa Slinger: As to the reconfiguration changes—
again, it is a big word that describes a number of
different things—in the context of my organisation,
we are a two-site hospital. There has been a lot of
discussion about whether that has a sustainable future
and whether or not in fact services should be
centralised on to one site. When one starts to discuss
with the public issues over access and range of
services, it always engenders a very strong debate.
People feel very strongly about their local hospital.
Sometimes their local hospital and what it does is very
different from what they believe. So there is a need, I
think generally, for there to be a discussion—
particularly as we see more and more care happening
in people’s homes—a more general debate about what
happens in a district general hospital and what is the
highest quality of care that can be offered. As we see
more people at home it means that we need to see a
greater specialisation in our acute trusts. Whether we
can actually have all of those specialties in every
hospital is a big question that we need to discuss.
Chair: I think virtually every member of the
Committee wants to come in. Valerie has a very
quick question.

Q90 Valerie Vaz: Are you saying the figure of 6,000
nurses is wrong, in which case could you challenge
the RCN about it?
Philippa Slinger: I would not say it is wrong because
I have not seen the survey. What I am saying is that
it—

Q91 Valerie Vaz: Do you think it would be wrong,
given they have put out a press release and have told
everyone? Do you think they would really rely on—
Philippa Slinger: I would not say that the RCN were
wrong at all.

Q92 Chair: Does the Foundation Trust Network have
a view about the RCN survey?
Chris Hopson: To be honest, it has just come out this
morning. We were not shared in on it so it is very
difficult for us to comment. We can come back to you
if you would like us to.
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Q93 Barbara Keeley: My question is on the same
point, so could we stick with it? We had a debate here
last week about regional pay and I was speaking from
the perspective of a Greater Manchester MP. I do not
have the exact figures in front of me, but I quoted the
loss of posts in nursing, midwifery and health visiting
at Salford Royal, Royal Bolton, The Christie and
Wrightington, amounting to hundreds. There are two
things. One is I know that people have lost those jobs,
hundreds of them, because a number of them are my
constituents and I hear about these things. I am now
seeing a consequent decline in the care offered to
constituents who are patients, particularly for things
like midwifery where, at the Salford Royal, we have
lost maternity services. The consequences of the loss
of those posts are being felt because people tell me in
some detail that they are being rushed and being kept
waiting. Pregnant women are not being dealt with in
the same way that they had with earlier pregnancies.
So I just do not accept what you said. We cannot sit
here and have you tell us that there are more nursing
posts, when our actual experience as Members of
Parliament—and in my neck of the woods—is that
jobs are being lost in all the trusts around me and that
is affecting my constituents. It is affecting them both
as people who worked—but not any more—in the
NHS, and in patient care. I really think, Chair, that we
cannot leave to stand the statement that has been
made, that one hospital is taking on more nurses.
Many hospitals are cutting hundreds and hundreds of
posts and nationally that means 6,000 posts.
Tony Spotswood: Can I help explain there? In my
situation, for example, where we have reduced our
bed base by 240, we will need fewer nurses because
we have fewer beds. The key here is to ensure that
the nurse to staff ratios are appropriate to the bed base
that we have going forward. So there will be some
change to the work force and if we look at our
savings, the £34 million over four years, about 57%
of those relate to pay. Some of those will relate to
nursing. More broadly, it relates to other staff as well.
But at the same time I think organisations need to be
checking that the staff they have for their facilities is
in proper balance. The truth often lies between the
external perception of how it is working and—

Q94 Barbara Keeley: But 6,000 jobs nationally is
6,000 jobs. That is 6,000 who were nurses and are not
now. What I am saying is that at the same time as
understanding that hundreds of my constituents have
lost their jobs in the NHS, as nurses or midwives in
some cases, some of my other constituents are telling
me that as to the care they are receiving as patients,
when they attend hospital for appointments, they are
finding that midwives are rushed, they are being kept
waiting and that the care is not as good as the last
time they were pregnant. The evidence of my own
constituency absolutely gives the lie to what you said
earlier and I don’t think we can accept the position
where you say more nurse posts are being created.
They are not.
Chris Hopson: It is very difficult for us to be able to
comment on specific hospitals which are not
represented around the table. I can give you the

evidence that we have collected nationally and I can
also—

Q95 Barbara Keeley: You can answer about the
number of national posts. If you are sitting here and
telling us that we have not lost 6,000 nurse posts
nationally and that is some kind of “smoke and
mirrors” trick with nursing staff ratios—
Chris Hopson: We are not saying that.

Q96 Barbara Keeley: I am glad you are not saying
that.
Chris Hopson: What we are saying is that we have
three different examples here.

Q97 Rosie Cooper: So you have picked three
examples.
Chris Hopson: No, we haven’t. I am sorry, if I may
say so, but I don’t think that is entirely fair. It really
is not fair. Jim and Tony happen to be on my board,
and we wanted you to see Philippa today because she
is in a financially challenged trust. I did not ask the
question, “Are you three trusts that happen to have
employed more nurses?” Genuinely—

Q98 Barbara Keeley: If you came back with Salford
Royal, Royal Bolton, Wrightington Hospital and The
Christie, you would be reporting that they had cut
posts, that we had lost hundreds of nursing posts. It
does seem as if you have selected—
Chair: I am not sure we are going to illuminate that
much further now.

Q99 Andrew George: I want to come on to the
flexibilities that you have in terms of pay restraint,
but, just in passing, following Tony’s comment about
acuity and nurse to patient ratios, since you raised the
issue—this is a thought to leave you with rather than
to detain the Committee on a debating point—is it
simply that if beds are being removed then,
presumably, the acuity of patients goes up as that goes
forward? Rather than answering questions about
whether it is 6,000, 5,000 or some other figure, the
issue should be patient safety at the end of the day
and appropriate staffing levels, so trained nurse to
patient ratio—
Tony Spotswood: Yes.
Andrew George:—for which the RCN has been
calling for a very long time. Rather than ducking that
one, that is possibly the issue which we need to be
concentrating on. I make that comment in passing, not
necessarily to detain us in terms of questioning.
Coming to the question of bearing down on costs, I
noticed in paragraphs 20 to 27 of your supplementary
evidence that you particularly emphasise that the
biggest pressure is pay, and that clearly comes out.
Given, as Barbara has said, that we are debating very
keenly the politics as well as the practicalities of the
potential threat—or the opportunity, depending on
which way you see it—of regional pay, or various
ways of bearing down on pay costs, I wanted to be
very clear and, if I could, Chris, ask you first what
freedoms you believe you have under present
legislation to step outside the Agenda for Change
arrangements and to use employment law, as I
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understand the 20 trusts in the south-west are looking
at doing, to offer a different arrangement in terms of
pay for all levels of staff? Do you understand that
under legislation for foundation trusts you have
greater freedoms to use those flexibilities to offer
something outside the Agenda for Change agreement?
Chris Hopson: We were very struck by the results of
another survey we did of our members about three or
four months ago. You are always interested when you
get a survey answer that comes back with every single
trust agreeing, but what was interesting was the
question that was asked was, “Do you want more
flexibility than the current agreements allow?” Every
single trust came back and said, “Yes, we do want
more flexibility.” The issue is that there are differing
views among our members about what is the best way
of achieving that. As it happens, I have three chief
executives here, all of whom are strongly committed
to using the national agreement and negotiating a
national agreement to achieve that flexibility.
As the Committee probably knows, we are in the
process of announcing, or have just announced—I am
not quite sure which—where we are in terms of a step
forward in Agenda for Change. Equally, if you
measure the benefit that that will give most trusts, to
be frank it is a relatively small step forward. It is an
important one and one that it is appropriate to
acknowledge, but there are a number of trusts which
feel that, taking a three or four-year view, they are
going to need to go substantially further, which is why
you have seen a number of different trusts—and
obviously being a south-west MP you will know the
south-west consortia are—looking at how they might
band together and how they then might use alternative
ways of gaining that flexibility.

Q100 Andrew George: That is using existing
flexibilities. Your question is, “Would you like more
flexibilities?” Are they aware of the flexibilities that
they have at present, which clearly the 20 trusts in
the south-west believe that they have, otherwise they
would not be spending so much money and effort
looking at how to exploit those flexibilities now?
Chris Hopson: There are a number of different ways
that you might go about this. You have already talked
about the fact that one trust is looking at the idea
effectively of making its work force redundant and
coming back with a new set of terms and conditions.
The south-west is still at relatively early days. It
seems to me that it is saying NHS trusts would like to
have the opportunity that virtually every other
employer has had over the last two or three years of
having a dialogue with its work force about how to
ensure improvement in the quality of service and also
balance that off against work force costs. One of the
things I find slightly frustrating is that there is a
natural assumption that that debate will end up in
something that necessarily harms the work force.
There are plenty of employers over the last three years
who have had a debate with their work force and said,
“We are willing to trade off, for example, an
employment guarantee going forward, for a change to
terms and conditions.” So I think it is important not
to pre-judge what the results of those conversations
might be.

Q101 Andrew George: But my question is really a
legal one. I am asking you about the legislation as it
applies to foundation trusts. As the Department has
explained it to me, I understand that existing
legislation provides for freedoms for foundation trusts
to negotiate outside Agenda for Change, to use
employment law to renegotiate with their staff a
different set of conditions outwith Agenda for Change.
That is a freedom which currently exists and they can
exploit if they choose.
Chris Hopson: As I understand it, it does not just
apply to foundation trusts. It applies to all trusts.

Q102 Chair: So when they ask for more flexibilities,
what do they have in mind?
Chris Hopson: I will give you three or four examples.
The kind of things we have been talking about are,
first of all, I think there is an issue—and again this
really goes back to North Tees and Hartlepool—a real
concern about the way the current sick pay
arrangements work in terms of—

Q103 Chair: I am sorry, but it is a very precise
question. If the legal status already allows them the
same freedom as any other employer within the terms
of employment law, what more flexibility do they
want?
Chris Hopson: They want the ability to have
discussions separate from the national agreement to
basically talk to their staff about different terms and
conditions.

Q104 Chair: The advice is that they have that
freedom.
Chris Hopson: Yes and therefore they are in the
process of gathering together to see how they exercise
that freedom. Tony, you are probably better placed
than I to answer. Do you want to give your
perspective?
Tony Spotswood: We have been part of the south-west
pay consortium. We very recently have taken the
decision to come out. We have taken that decision
because it is proving a significant distraction for staff
in relation to the merger that we are going forward
with at this particular time. It is that balance between
what you can engineer locally through local
discussion and negotiation that would give you greater
flexibility and would ensure reward is appropriate and
what needs to be done nationally, including the trades
unions who are very much of the view that that
discussion needs to take place nationally rather than
locally, which takes you almost in a circle round to
actually trying to manoeuvre some of the change
through national rather than local negotiations.

Q105 Rosie Cooper: Thank you. I was anxious to
come in earlier and I will ask you a question, but
perhaps I will start by addressing Philippa. Do you
not count nurse consultants as nurses? Are consultants
not doctors? As somebody who chaired a foundation
trust, I found that a really strange differentiation.
Philippa Slinger: Yes, of course I do. Again, it
depends on what you are counting in terms of your
establishment. If you are changing one set of posts to
another post, it may be that what you would report is
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that you have X number of those posts going and,
what you might not have said, transferred into those
number of posts over there.

Q106 Rosie Cooper: A nurse is a nurse, whether a
nurse consultant or not.
Philippa Slinger: Absolutely, yes, of course.

Q107 Rosie Cooper: What we do in these debates is
start pirouetting on the head of a pin. The truth is that
we ought to be much clearer and absolutely say to
people what we really mean and stop ducking and
diving and saying that everything is wonderful when
it is not. I heard the earlier comments that the panel
have made. The Department of Health thinks that
while making savings, key quality and access
standards have been maintained and improved by the
NHS. The NHS Confederation, chief executives
generally and finance directors are “concerned that the
impact would worsen over the next year with patient
experience, waiting times and availability of drugs
and treatments cited as the most likely aspects of care
to be affected.” I just heard one of you say—in fact
it was Mr Spotswood—that your patients are getting
everything. The truth is that they are not getting all
their knee, hip and varicose veins operations. Your
commissioners are doing different things. So it is all
very easy and blasé and we are getting lots of nice
words, but the reality being felt out there by the
people who are paying everybody’s wages is that they
do not feel they are getting the same sort of care.
Take, for example, Liverpool Women’s NHS
Foundation Trust, the hospital I chaired. I read in the
newspaper the other day that they closed their doors to
pregnant mums. When I was there, I absolutely went
bananas if it happened, because it was the easy option.
I am sure it happened while I was there, but if it did
it was once or twice. It was something I just would
not tolerate. Now there it is in the newspapers and the
FT network and everyone says “Care is just as good.
Everything is fine.” It is not fine. It is genuinely
frustrating to hear you say, for example, Mr
Spotswood, that the number of beds is going down
and they are staffed appropriately, yet earlier on you
were talking about the pressure on A and E, the
pressure on you getting the tariff to match the kind of
work you are doing. Something is giving somewhere.
How do you, the panel, explain the difference between
what chief executives generally are saying, that there
is real pressure and that there is very likely to be a
serious gap in care provision, and what you are sitting
here telling us and the Department of Health are
saying, that it is all fine, “We are making these
savings. It is cool”?
Chair: Can I interject? We have 11 minutes—Sir
David Nicholson is sitting behind—and there are a
number of other themes we want to cover.
Tony Spotswood: Very briefly, there is a clear
distinction between how it is on the ground at the
moment—what I have reflected back is how it is
within my organisation—and some of the challenges
that present going forwards, which I think require
more profound change than we have gone through to
date. Often, what is being reflected back to you in
some of the commentaries is a concern about the

challenges that lie ahead rather than the impact of the
changes that you are seeing now, and some of the
transformational work that is being implemented all
over the country. And the position that is outlined
around good consumer—or good patient—feedback
is, from my perspective, absolutely accurate.
Jim Mackey: To add to that, I think we are mixing
lots of things up. There is variation across the NHS
first of all. We cannot give you a uniform answer for
every institution. We can talk for our own trusts and
we are doing that honestly today. Also if you ask
people “Where are you now?” most will say they are
doing well because most organisations will be
measuring quality, patient satisfaction, clinical
outcomes and financial performance. The evidence for
most institutions is that that is at least stable or
improving. But, absolutely, if you say, “How will you
be doing next year or the year after?” we are all a bit
worried about that. You would be worried if we were
not worried. We need to be cautious and worried.

Q108 Rosie Cooper: Absolutely. I am conscious of
what the Chairman said, but there is a real big debate
in here and also a bit of clarity is needed. The truth
is that going to the foundation hospitals—the NHS
hospitals—there is real demoralisation in what they
see as the number of posts being reduced, the amount
of work that they are required to do and the fact that
that is impacting on patient care. I hear what you are
saying, but the truth is that those knees, varicose veins
and whatever operations are not being commissioned.
The real truth is not just from the anecdotal stuff.
Patients sitting in your respective areas will be making
a judgment while they listen to this. Do they really
think they are getting absolutely everything they
need? Will your staff be saying—they will not be
saying it to you, but I get it, that staff don’t want to
be in that mix—
Jim Mackey: Just quickly, our evidence is that our
staff satisfaction has dramatically improved over the
last five years. We are now among the best performers
in staff satisfaction. We walk around and talk to staff
quite a lot and have various means of engaging with
them. We do hear things where they are not happy and
we act upon them. But on patient satisfaction, our core
patient satisfaction levels are around 90% and we
measure that across our wards and outpatients. In any
setting, 90% satisfaction is absolutely fantastic.
Rosie Cooper: As a chair who used to chase the staff
round the hospital to make sure they filled in the
forms, you know, it speaks for itself.
Chair: I suspect we are unlikely to get to total
agreement on this. Sarah, before we draw this panel
to a close, we need to talk about the integration issue.

Q109 Dr Wollaston: Can I reflect back that you have
been critical of the tariff system and particularly the
effect that has in not paying you when people are
readmitted? How much of that is due to inappropriate
early discharge and how much is due to factors
outside your control? In what way could we redesign
the tariff to make it drive proper integration so that
the payments go over the system as a whole?
Chris Hopson: I will ask the others to pick up the
detail, but at a macro level our sense is that there is
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work to be done on the tariff to ensure genuinely and
consistently that the prices that are set in the tariff
reflect cost. I completely understand why people
would want to use the tariff to incentivise particular
behaviour. I can see the logic for that. My argument
would be, “Please be very careful about doing that
when the evidence shows that it is not working
satisfactorily.” The obvious example we have quoted
to you is the emergency admissions. We have a rather
better story to tell on emergency readmissions where
what we have now done—

Q110 Dr Wollaston: It has been effective. It has
driven down emergency readmissions.
Chris Hopson: It has been effective. Now a clinically
based audit takes place of emergency readmissions.
Whereas before hospitals were simply not being paid
for any readmissions, we now go back over the
readmissions, both the provider and the commissioner,
and work out what happened in each case. Was it due
to the provider’s fault or was it due to factors beyond
the provider’s control? What we therefore now have
is a system where the provider is being paid for those
emergency readmissions that are not their fault. That
is where I think we need to go. But I think we all
accept that there is a lot still to do.

Q111 Dr Wollaston: So that is now happening. Can
you give the Committee an idea of the balance
between that, how much of them are factors beyond
your control?
Tony Spotswood: It is moving in the right direction. I
don’t think it has got there yet. The key is that the
policy started with penalising trusts where patients
were readmitted. Say, for example, where I had an
ophthalmic patient readmitted with a heart attack and
the hospital was previously penalised and not paid for
treating them, that was clearly inappropriate. Through
some of the audit work that Chris has referenced, it is
improving. I don’t think it has got to where it needs
to be, with hospitals being appropriately paid for the
patients that are readmitted where the reason for the
readmission does not lie with that organisation, so we
still have some way to go. It needs to be set right, and
clearly the Department are listening to us around that.
In addition to that, there are opportunities, as you were
saying, for example, with “year of care” tariffs. For
some of this my sense is that it has to be piloted so
that we can get the gremlins out of the way early and
then look at where it applies and for what conditions
going forwards. I would like to see us being more
imaginative around best practice tariffs for seven-day
care, for example. If we look at increased mortality at
weekends we ought to be incentivising organisations
through the tariff by meeting some of those costs, of
actually addressing seven-day working and trying to
balance that off with other pressures. It is not easy,
but we need to be heading in that direction. “We are
making some progress but there is further progress to
be made”, would be my perspective.
Chris Hopson: We have done the piece of research in
terms of what that audit showed. If you would like a
copy, we can send you one. It is quite an interesting
piece of work. I cannot remember the exact figure off
the top of my head, but the way the tariff was

structured made the assumption that all emergency
readmissions within a fixed period were a hospital’s
fault and it now turns out that, I think, it was at least
50:50, if not slightly more, on the non-hospital side.
But we will send you the evidence.1

Q112 Dr Wollaston: So it is about 50:50, but where
it is due to inappropriate early discharge, do you feel
there has been some improvement and having this
system has forced you to examine what you are
doing?
Chris Hopson: It is a bit patchy, but in the places
where that clinical audit process has worked really
effectively, yes, absolutely there has. A classic
example again—and I know this will be of interest to
you, given your background—is that it enabled us to
start identifying which doctors’ practices were
effectively referring patients to emergency without
perhaps the justification being in place. So we have
almost got to that kind of granular level and people
talk about it in a quite powerful way, about how that
has begun to start to change behaviour.

Q113 Dr Wollaston: Is that something you are
publishing, if you like, to name and shame those
practices, because we do know there is a lot of
variability, and that might drive it?
Philippa Slinger: Most systems will have some form
of whole-system structure where the chief executives
of the acute, the community trust, the director of
social care and CCGs will come together to talk about
issues in the system. Issues around readmissions,
discharge pathways, the mix between community and
in-patient service are generally dealt with in those
settings. In our trust, the audit for readmissions has
shown that around 19% were attributable purely to us.
We use that information to take that to—in our system
it is called—the integrated care board and then we talk
about, “What about the others? What can we do about
nursing home admissions? What can we do about
palliative care? What can we do about intermediate
care and rapid access to packages of care?” Most
systems have those sorts of structures set up for those
things to be discussed.

Q114 Dr Wollaston: Are they discussed internally?
They are not published so that the public can see
which have the variability in practice.
Chris Hopson: They are not at this point.
Philippa Slinger: Certainly that would be a CCG
matter. If the CCGs wanted to take it that way, they
could.

1 Note by witness: We have sent to the Committee the
following: The impact of non-payment for acute
readmissions, NHS Confederation/Foundation Trust Network
briefing presenting the results of research from CHKS,
February 2011, Issue 211, http://www.chks.co.uk/assets/files/
Published%20articles/The_impact_of_non-payment_for_
acute_readmissions.pdf
Briefing on the readmission policy 2012/13 with additional
information on the reviews, Foundation Trust Network,
March 2012, http://www.foundationtrustnetwork.org/home/
Report of the FTN survey into the operation of the
readmission policy in 2012/13, Foundation Trust Network,
August 2012, http://www.foundationtrustnetwork.org/home/
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Q115 Dr Wollaston: So you share the data with the
CCG.
Philippa Slinger: Yes, absolutely.

Q116 Dr Wollaston: But it is up to them whether it
is published.
Chris Hopson: It is data that is jointly created
between the CCG and the acute provider.

Q117 Chair: There is a focus on those statistics, isn’t
there? You may say that only 20% of the cases are
your fault, there is a further percentage attributable to
failings in the trust, but the further question is how
many of those would be avoidable if there were
different structures in place? How many of them are
actually still a waste of money and poor care because
the changes have not been made to support proper
discharge procedures?
Philippa Slinger: That is absolutely key, particularly
around long-term conditions and people who might be
managed better in the community if we were able to
catch them before they became acutely ill in that
condition.

Q118 Chair: Do you have a view about the answer?
If 20% clearly should not have been discharged, how
many could have been discharged if there had been a
proper procedure in place, how many of the
remaining 80%?
Philippa Slinger: Or do you mean would not have
come in as an admission?

Q119 Chair: Just focusing on readmissions for a
second, of the remaining 80%, how many are
avoidable readmissions if there were proper
procedures?
Philippa Slinger: It is probably about another 40% to
45% of those if we had sufficient strength of
community service around long-term condition
management, which will come over the next 12
months or so, and probably may not—

Q120 Chair: Did you say, “Will come over the next
12 months”?
Philippa Slinger: Yes. Certainly in my area there is
investment in community services, particularly around
long-term conditions, to try to ensure that a more
focused case management approach happens so that
people do not become acutely unwell.

Q121 Chair: It is a startling statistic that you can
halve avoidable readmissions in 12 months, if it is
true.
Philippa Slinger: That is the hope.
Tony Spotswood: I would say the figures for us are
far less and it may be variable in patches across the
country. I have among the highest density of people
aged over 85. Often we have frail elderly patients,
with lots of co-morbidities, living alone and they will
come into hospital because, sadly, they get poorly and
need to be treated. It is not often as a consequence of
the hospital doing things wrong that they need to
come back in again. There is still, though, the need to
integrate better some of the community, primary and
hospital care services. That is one of the big
challenges for us going forwards. That will help
reduce readmissions, but I do not sense that that is a
dramatic issue affecting readmissions for us.

Q122 Dr Wollaston: In what way could the tariff be
changed, in your view, to drive that change? Should
it be the whole year of care, or what would you say?
Tony Spotswood: It could be the whole year of care.
I think you have to distinguish between whether the
hospital and community care are being provided by
one, two or three providers and that is why you need
to trial it in order to actually reduce some of the seams
between patients moving from one organisation to
another. The more you can get truly integrated care,
the better. Where care is fragmented in the sense that
you have two or three different organisations
potentially playing a role, the tariff then tends to
become clumsy in ensuring that each is paid
appropriately for the care that is being provided. So
my sense would be that it really needs to be applied
in the right circumstances.

Q123 Chair: This is a conversation which could
continue for quite a lot longer, but thank you very
much for the evidence you have given us. We need to
move on.
Chris Hopson: Thank you for the opportunity to give
evidence today. If you want to hear what it is like at
the front line on a regular basis, we are very happy to
come and share experiences on other inquiries that
you have.
Chair: Thank you very much.
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Q124 Chair: Good morning. I normally ask
witnesses to introduce themselves. I am not sure it is
necessary, in truth, with either Sir David or Mr Flory,
but you are both very welcome back to the
Committee. This is an important inquiry, reviewing
where we have got to in what we—perhaps
unhelpfully to you, Sir David—dub the Nicholson
challenge. It is very much at the centre of the
Committee’s work and what we think is important in
the delivery of care in the circumstances in which
we live.
I would like to begin, if I may, by picking up the
number of £5.8 billion, which is the achieved savings
recorded in the first year of the Nicholson challenge.
We asked Mike Farrar, when he came here, how he
thought these were made up, the Department’s
published numbers that show by trust, by category of
health institution, where the £5.8 billion arises. What
we do not have is any very clear sense of the
methodology that lies behind the calculation of this
number and what the £5.8 billion is actually
measuring. Could we start by trying to understand that
a bit more clearly?
Sir David Nicholson: Yes. I am sure David will talk
about some of the detail, but when you explained to
the previous people the nature of the challenge, that
was a really helpful way of doing it in the sense that
what we did was, calculated what we thought the
demand would be in the future and then said, “Okay,
in order to sustain the service within that increased
demand, what would you need to do?” Some of those
things are about taking that demand away. So that can
add, in a sense, to a total amount of savings made,
but, as they say in the jargon, it is a counterfactual
thing. For example, we made some assessments about
how pay had gone up over the past and built that into
our demand calculations, so when we had the pay
freeze that gave us an element of savings within that.
It is not just about cash delivered. It is also about
demand reduced. In that sense, the way it is calculated
is quite complex. We set up a group of processes that
the PCTs ran. The PCTs themselves have signed off
those and the NAO are about to publish a report on
QIPP. We think that the £5.8 billion is a reasonable
assessment of both the demand savings we made and
the real cash savings that we made.

Q125 Chair: Picking up one element of it which you
have raised, the contribution made to £5.8 billion as a
result of pay not going up as fast as might otherwise
have been expected, how much of the £5.8 billion is
attributable to that?
Sir David Nicholson: £850 million.

Q126 Chair: So virtually £5 billion is unrelated to
pay.
Sir David Nicholson: No. There are other savings that
we have made in relation to pay. For example, there
is the general productivity and efficiency savings that

some of our colleagues talked about. An element of
that is pay. There are the significant reductions we
have had on agency spend in the system and the
reductions in sickness absence. All of those things
attach to pay. We have also had a reduction in pay
drift, the expected pay drift that you might get in a
system, which again has all added to a figure which
is probably £1.5 billion altogether.

Q127 Chair: So £850 million is simply pay rates not
going up as fast as they previously would have done.
Sir David Nicholson: Yes, that is right.

Q128 Chair: And another £650 million is
attributable to slower grade drift. Is that what I heard?
David Flory: The £850 million is essentially the
avoidance of what we had assumed would otherwise
have been a 2% pay award. So that is £850 million.
On top of that, the evidence of reduction in agency
spend is somewhere in the order of £240 million in
2011–12. Reduced expenditure due to reduced levels
of sickness among staff is £160 million. Then, the
number that we do not have such a precise analysis
of, but we can see evidence of coming through in a
number of local plans, is the point Sir David makes
about managing a reduced rate of increase in pay drift
which we have seen each year. So we make an
assumption about what we think that will be and it all
comes back in the way that Sir David describes.

Q129 Chair: Rather than going through every one of
the numbers till we get to a total of £5.8 billion, based
on the fact that you can quote these numbers of £850
million down to numbers of £160 million attributable
to the changes in sickness, it would be very helpful to
see how those different elements sum to £5.8 billion
in order to get a sense of what the £5.8 billion
represents in terms of changes or absence of change
in healthcare delivery.
Sir David Nicholson: For those figures where we
have a really good top-down assessment, that is
relatively straightforward to do. The issue we have
constantly struggled with is the bottom-up bit. What
we did right at the beginning was said that we are not
trying to create some master plan which identified
every change that every organisation was trying to do
and how much it would save and then build all of that
into the centre. That would be the wrong thing to do
in terms of the way they save. So we can give you
really good figures about the central stuff. It is more
difficult for us to give you the detail that you want,
but we can give you an assessment of what we think
happened locally.
Chair: A final point on this is—and I would grateful
if you can give us what you can—against the thought
process that if you have summed figures to £5.8
billion, there must be a methodology behind it. It is
not a random number.
Sir David Nicholson: Yes.
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Chair: So understanding how that number is made up
is important.
Sir David Nicholson: Fine.

Q130 Barbara Keeley: I want to say something
about the notion of quick wins that is probably part of
that. The NHS Confederation says that the savings are
mostly quick wins in that. You have been through the
detail of the staffing side of it. In terms of efficiency
savings and whether it is efficient to have these quick
wins, my local PCT, for instance, as part of its first
efficiency savings, closed two walk-in centres, one in
an under-doctored area and, secondly, ended a pilot of
active case management. We have just heard an
example where analysis shows that 80% of
readmissions could be avoided if outside factors are
looked at. Philippa Slinger was talking about
strengthening the case management of people with
long-term conditions. Can you comment on that? It
seems to me—taking my local example—that it would
be unfortunate if this pressure for quick wins actually
destroyed something which was in the end going to
be a better saving in the trust eventually.
Sir David Nicholson: The term quick wins—and I am
not going to pirouette on the end of a pin here, I
hope—has different meanings to different people. If
by quick wins you mean things that we can do quickly
which improve productivity and support improving
service to patients, that is a good thing and I would
support it. If you are saying that they are making
short-term cuts in order to balance the books, it is
short sighted and will not deliver the medium and
long-term savings that we need.
Barbara Keeley: Indeed, and that was obvious.
Sir David Nicholson: If we see that happening, we
intervene to try to stop or alter it.

Q131 Barbara Keeley: Nobody appeared to
intervene to stop it in my local area. That has to be
taken with the fact that these things are happening in
other organisations too. Because of local government
costs, for instance, the whole picture in social care
means that other organisations had to cut. Our local
Age Concern used to run an active case management
service for people with long-term conditions. If the
PCT stops doing something and the voluntary sector
stops doing something, all of a sudden the trusts will
be finding that people have to stay in. So the whole
picture of readmissions that we have just heard about
will develop as it is. Where is the sense in cuts
happening in one part of the system which are hurting
other parts of the system, as we have just heard?
Sir David Nicholson: The whole basis of the
approach that we have taken—Quality, Innovation,
Productivity and Prevention—is for people to work
together across systems. There is little point in doing
what you describe. I do not know the particular case
that you describe, but what we do know is that there
are quite a lot of integrated care pilots that have
proved not to be effective. So people have set up case
management and it has not worked. It seems to me
pointless to carry on doing something if it actually
does not work.

Q132 Barbara Keeley: My constituents found it
very effective indeed and complained when it stopped.
I only heard that it had stopped through my
constituents complaining that this support had
suddenly vanished. Perhaps it is the case that you
should be looking at trying to make sure things like
this do not happen and that there are positive steps to
institute new programmes, new pilots, of active case
management because that certainly ties in with what
we just heard from the other panel.
Sir David Nicholson: Indeed, we are.

Q133 Chair: I was struck by what you said. Nobody
is in favour of pursuing things that do not work, but
as to integrated case management, if the opposite of
integrated case management is disintegrated case
management, we can surely start from the proposition
that that does not deliver what we want.
Sir David Nicholson: Yes, but one of the things that
was shown really clearly in the work that was done in
London around all of this is that you have to do the
whole thing. If you do a bit of it, you simply will not
deliver change. They identify the patient registry, the
risk stratification, the individual case management, the
multidisciplinary working and the pooled budget. You
have to do all of those things together to get the
benefit. There are cases where people, in a sense, go
for a quick win and say “case management is the thing
to do” and they set up a part of it without going
through the detail and complexity of building and
organising a proper integrated service. In the pilots
that we have had, we can see that has happened.

Q134 Rosie Cooper: May I quickly come in there?
David, I very much appreciate what you have just said
but, for me, there is a disconnect. You just said to
Barbara that if you see somebody going to do
something silly, be it a quick win, or however it is
described or not, you would step in to intervene. But
in six months’ time—or three months, whenever it
is—you are going to have CCGs perhaps intending do
all these different things. If they are wrong, are you
going to intervene? How do you know?
Sir David Nicholson: The point I was making was
that it was described as a short-term cut to service
which would have a deleterious effect on patients and
the system as a whole. Of course, if we know about
these things we can intervene and raise the issue, talk
to people, explain it and put the incentives in the right
place to make it happen. We can do all of those things.
We are not going to sit there and watch the wrong
things happening. I am not anyway.

Q135 Rosie Cooper: For example, Barbara has
talked about the closure of a health centre. In my
patch, we have a real serious conflict of interest where
a doctor is on the board of West Lancashire Health
Centre, which is delivering care at Ormskirk Hospital
8am to 8pm, but was also the lead member of the
CCG. They were actually looking around to see what
they could find. This was not appropriate, had nothing
to do with them and was a very serious conflict of
interest. I have taken it to Janet Soo-Chung and the
doctor has now resigned, but the truth is that there are
all these people now, with a lot of what they consider
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to be power, horizon scanning to make the decisions
that will possibly bring to them a short-term quick
win, whatever it is, whatever financial or—as they
would see it—system incentive. You cannot look at
them all, so how are you going to make sure that these
mistakes are not replicated?
Sir David Nicholson: The first thing I would say is
that at the moment we are going through a process of
authorisation for all CCGs. All clinical
commissioning groups are having to set out what they
are doing, what their plans are for the future, how they
are going to improve service and integrate care and
how they are going to develop their services for
people with long-term conditions. We are reviewing
all of those as we are going along. We have 211 and
we are well on to doing that. That shows that the
CCGs are, in my experience, in terms of the way we
have set the NHS up in the past, uniquely skilled at
doing this. The fact that they are led by general
practitioners, and therefore the clinicians are involved
in the kind of service redesign that you need to do
those sorts of things, means they are uniquely placed
to do it. I am incredibly impressed by the way that
they are doing it, and that is going on all round the
country. By the end of February this year, we will
have done all 211 and have a complete picture across
the country. We will then be asking all of the CCGs
to put together their plans for the next two or three
years. Out of that planning system, we will be able to
identify who is doing great things and connect those
people together. So I don’t recognise the picture that
you described there.
Rosie Cooper: Very quickly, I will draw this to a
conclusion by saying that the West Lancashire CCG
is obviously a sub-committee of the remnants of the
PCT sub-committee. They never go there, do not meet
and, when you ask, Janet and company do not have
any of the minutes. They were looking at the use of
Skelmersdale walk-in centre, one of the areas of my
constituency, which is, you could say, under-doctored
but heavily deprived. The only reason I found out
about that is because I asked for the minutes and I
went through them. That is not good enough.
Chair: That requires further examination at local
level.

Q136 Grahame M. Morris: I want a little more
detail about your initial points as to how the £5.8
billion is made up and whether that is kind of a
one-off or is a recurrent structural change. I am sure
David Flory will know this table, which was
submitted as evidence, inside out, and it is quoted in
a number of departmental documents. It gives the
breakdown by region and category in terms of the
QIPP challenge. What proportion of the £5.8 billion
comes from asset sales of land and property, for
example? I cannot see that, unless I am missing
something in the table?
David Flory: It is a very small proportion. I do not
know the precise number, but all of our analysis tells
us that over 90% of the savings that are being made,
and which we account for in tables such as the one
that you have referenced, are recurring savings. They
are changes to the system. Clearly, a land sale would
not be that. There is a one-off cash benefit and in

most, but not all, cases there is a profit on sale that
would be credited to the accounts of the organisation
in that one year only. But once it has gone, it has gone.
So we recognise that there are a number of one-off
non-recurring items that are part of the £5.8 billion.

Q137 Grahame M. Morris: Do you have an
estimate?
David Flory: My estimate would be somewhere in the
order of 7% or 8% in total.

Q138 Grahame M. Morris: Could I go a little
further? Our previous witness, Chris Hopson, told us
that the acute sector employ 630,000 staff and account
for £70 billion of NHS spend. What proportion—it is
on the theme of the implications of the end of the pay
freeze in 2013—of the NHS budget is staff
remuneration: salaries and wages?
David Flory: It is about 70%.

Q139 Grahame M. Morris: What is your
assessment, after 2013, of the impact of the end of the
public sector pay freeze on the ability of the
organisations to meet their Nicholson and QIPP
challenges?
David Flory: I think that the pay freeze has
contributed £850 million in 2011–12 and we would
expect, clearly, in the second year of the freeze the
same number. Factoring in beyond that, there is the
1% potential increase in pay. So the level of saving
on pay will be less than we have seen in the first two
years but still a level of saving below what the sort of
previous level of pay award would have been.
Grahame M. Morris: It is recurrent.
David Flory: Yes.

Q140 Grahame M. Morris: I think you were at the
back of the room in the previous evidence session and
you may have heard the line of questioning on the
implications of the NHS trusts’ view on the need for
flexible working. I wondered what your views were
on that in relation to meeting the Nicholson challenge
and the pressures to change terms and conditions. We
had a discussion about the south-west consortia and
about the North Tees and Hartlepool Trust in my
region. Do you see that as part of the way forward?
Do you agree with the NHS FTs in that?
David Flory: I think the conclusion that the discussion
came to with the previous witnesses was the right one.
Flexibilities both for NHS foundation trusts and NHS
trusts are there. A lot of trusts are thinking through
how they can more creatively, if you like, in
discussions with trades unions, take forward those
discussions locally. But I also observe that there aren’t
hundreds of organisations all rushing off just to do
their own thing and work it out, that they want to
work together on this and I think that they will
continue to do so. The formal position is that the
flexibilities are there to be exploited.

Q141 Grahame M. Morris: Forgive me if I
challenge that for a moment because in response to
my colleague Barbara Keeley a few moments ago you
suggested that if there was a short-term solution put
forward to close a particular unit or service the
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Department would step in and stop that happening. It
did not happen in my colleague’s case, but what is the
Department’s view of unilateral action by an FT in
reducing terms and conditions of service? Would you
intervene and advise them against that course of
action or would you support those moves towards
regional pay, local variations?
David Flory: In terms of the pay flexibilities—and the
group of trusts working together in the south-west was
referred to in the previous discussion—we are waiting
to see what ideas they come through with and
develop. But our focus is absolutely on quality and
sustainability of services. It is the extent to which
these sorts of arrangements would impact upon access
to and quality of service that would concern us. But
the trusts who are exploring these options are not
doing it in the context of cut of service. They are
doing it in a way in which they can more creatively
manage their pay bill while continuing to provide and
improve services for patients.

Q142 Grahame M. Morris: I have absolutely no
doubt that the intentions of the management of the
trusts concerned are honourable, but, nevertheless,
would you accept the results of the work force survey
which says that a long-term pay freeze and
undermining of terms and conditions of service has a
demoralising impact upon the work force in the NHS,
the nurses and the staff who deliver the service at the
front line and that that inevitably has an adverse
impact upon the quality of care?
David Flory: Yes, there is all the evidence there and
again I observed the reference in the previous
discussion from the chief executive from Northumbria
who is absolutely focused on staff satisfaction levels.
Happy staff equals better morale, equals better care.
There is plenty of evidence of the correlation between
those things. It is a very fine balance and there are
difficult decisions to make. We do not easily go into a
period of pay freeze. It is a necessity of the economic
environment that there has been, and continued pay
restraint, I believe, is also consistent with the financial
challenges that we face. But moving away from the
freeze after two years to begin to be able to make
some increases for some staff I think recognises the
very point that you have made.

Q143 Barbara Keeley: It is interesting to note, if I
can make this point, that Tony Spotswood said that
they have withdrawn from the consortium because it
would have affected staff morale, that they had other
challenges and did not want the staff to be distracted
by that. It is an interesting reflection on the impact it
is having, and certainly was having, that he had to
do that.
David Flory: Yes.
Sir David Nicholson: But the reality here is that, the
bigger the pay increase, the fewer members of staff
we are going to have. There is a direct connection
between the two. These are really tough decisions that
people on the ground have to make because we live
within a total resource envelope. We cannot break that
resource envelope.

Q144 Grahame M. Morris: Before you move off
that point, it was reported in the HSJ that the
Department of Health handed back £3 billion over a
two-year period to the Treasury. Why didn’t we invest
that in either more staff or reconfiguring the service
in such a way that we could deliver a better and more
efficient patient-centred service?
David Flory: We have to get behind the number. A
large part of the number that you have referenced was
underspent capital moneys associated with particular
programmes in the Department that had not
progressed or not progressed at the speed that had
been anticipated. Of course, capital moneys in that
sense are one-off by their very nature and therefore
can only be spent once and could not support ongoing
investment in staffing. So I think the headline is a very
powerful one of money going back from the
Department. If you look at the National Health
Service expenditures and surplus for PCTs in the last
year, between them, on a budget getting towards £100
billion, in year the net underspend was £200 million.
Bearing in mind that every organisation is required to
meet the statutory duty of not overspending, that is a
remarkable demonstration of the way in which the
NHS is spending all the money made available to it.
Of course, the small underspends accumulate over a
period of time. They do not get taken away. They get
left in the NHS and can be drawn down in future
years.

Q145 Valerie Vaz: I am sorry, but I have to
intervene. You have not answered the question of why
did it go back to the Treasury and isn’t there
something called “budget exchange”? You have just
said there is not enough money to pay staff and you
have to choose between increased pay or more staff.
Why did you give it back and who gave it back?
Whose decision was it to give it back?
David Flory: It is partly rules based and partly a
determination between the Department and the
Treasury and some money was included in the budget
exchange and was able to be carried forward to be
spent in future years. But essentially the money was
one-off in nature. It is not an in-built underspend in
the system.
Valerie Vaz: Whose decision was it to give it back?

Q146 Rosie Cooper: Mr Flory, why was £316
million carried over in the previous financial year?
How much did we carry over, if anything? We cannot
have done because we paid it back and I understand
that, but what is the difference between that £316
million the year before and paying the Treasury back?
Are you saying that most of that money was due to
sale of property, when earlier on you said that was
only 7% or 8% of the total of your previous figures?
So is there a problem there?
David Flory: No. I don’t think there is. I think we are
at risk of conflating different issues. When we refer to
money that is available to be invested in the NHS and
in staff, we can see that the year-on-year underspend
by PCTs in commissioning service is very small in the
context of the budget.
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Q147 Chair: Can we break these numbers down?
Are we saying that the underspend by PCTs
commissioning service is £200 million, not £3 billion?
David Flory: In 2011–12, in-year underspend was
£200 million.

Q148 Chair: Can that be carried forward?
David Flory: Yes.

Q149 Chair: So that is available to be spent this year.
David Flory: That is an opening balance in the NHS
at the start of the next year.

Q150 Chair: So it is not handed back.
David Flory: No.

Q151 Chair: There is then the underspend last year
on capital budget, which was how much?
David Flory: The capital budget was a large part of
the £3 billion that Members have referenced in terms
of the return to Treasury.

Q152 Chair: The next question is whether that can
be carried forward.
David Flory: There is an element of that which is
carried forward in accordance with Treasury rules and
budget exchange.

Q153 Chair: Are you challenging the proposition
that last year the Health Service on capital and
revenue together underspent its allocated budget by
£3 billion?
David Flory: Not all of that money which resulted in
the underspend was allocated to local NHS
organisations. That is the point. The main part of the
capital underspend was on national programmes and
was an underspend on that programme, for example
on the Connecting for Health programme.

Q154 Chair: It was £400 million, I think, from
memory, on the “Connecting for Health”. Is that
available to be spent this year?
David Flory: No, not all of that £3 billion is available
to be spent this year.
Chair: It would be very helpful to the Committee, if
I may suggest it, to have, both for 2010–11 and
2011–12, what was the announced budget, what was
the actual spend, capital and revenue and how much
of the underspend of the announced capital and
revenue budgets was available to be carried forward
and effectively, therefore, the underspend in 2010–11
increased the budget allocation in 2011–12 by the
amount of the overspend.
Andrew George: Could we also add to that Valerie’s
question, which is who made the decision? Was it the
claw-back by the Treasury as is suggested in the HSJ
or was it a ministerial decision to hand this money
back because they were applying a certain rule? That
would be helpful if you are providing that
information.

Q155 Dr Wollaston: It doesn’t alter the fact that this
is an allocation of money that is set aside for the NHS
and has not been spent and that there are very many
costs which are one-off costs involved in

transformational change. At the moment we are seeing
that the Department of Health has said that these
transformational changes are going to happen towards
the end of the period of the spending review. Would
it not have been better to have used that money, which
could have achieved so much, within transforming
NHS services at this stage?
Sir David Nicholson: Within the PCT allocations we
identified that each PCT should reserve 2% of its
budget for spending on that kind of one-off thing.
Dr Wollaston: Indeed.
Sir David Nicholson: So we have already identified
that within the budgets identified for the PCTs and that
is where they have been spending it. My judgment
on that is that if there was transformational change
required, there was money in the system to enable to
us do that.

Q156 Dr Wollaston: Do you think much more could
have been achieved if we had had an extra £1 billion
instead of that going back to the Treasury? Could it
not have been used to actually effect some more of
these system changes? Can I ask for your view, Sir
David, on that?
Sir David Nicholson: My experience is that putting
money into the system at short notice on a one-off
basis invariably ends in the poor utilisation of that
resource. People need time and space to plan and
organise to make it happen.

Q157 Dr Wollaston: So you don’t want typewriters
in March. But to have had that money within the
system to allow for longer-term system planning,
would you have preferred to have seen that NHS
money stay within the NHS and rolled over for the
future?
Sir David Nicholson: Clearly, I would prefer to have
more money to spend on the NHS. We could do more
with it.

Q158 David Tredinnick: Are there not contingency
plans there to make sure that money is normally never
returned to the Treasury so that you have some
fall-back position? You have just said that money can
be poorly spent if it is done at short notice but surely
that says you have not got any medium-term plan and
you must have a plan there in place so that when you
get information that there is spare cash around you
can say, “We have been working on that for six
months. Here is the project.”
Sir David Nicholson: Yes, but most of those ideas
involve the appointment of staff and you cannot
literally switch staff on and off in that kind of way.
Our experience is that, as you say, those kinds of
schemes rarely give value for money.
Chair: We are in danger of getting bogged down on
this. We have asked for a note setting out what the
position is on underspends. Can this be very brief,
otherwise we are going to run out of time, Barbara?
Barbara Keeley: We touched on transformational
change and I don’t know how much we are going to
go into that—
Chair: That is where we are coming on to.
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Q159 Barbara Keeley: We seem to be moving
about, but while we are talking about value for money,
I wanted to raise with you, Sir David, an example of
a new post, the post of “Head of NHS Brand-Offer to
the Public”, which was advertised recently. That post
was to come up with a “brand strategy for the NHS
as a publicly-funded, free at the point of delivery
service”. It seems to me, in the context that we have
been talking about this morning of pay freeze and,
earlier, cuts to nursing, that this is the sort of thing
that the public see red about. The NHS is not a brand.
The NHS is a service. It is a substantially important
service in this country. Why on earth create a post at
nearly £100,000 a year plus other posts to go with it—
because it is “head of” and not just a one-off post—
to promote and offer to the public something which
they value and which has one of the highest
satisfaction ratings in the world? Why on earth do
ridiculous things like that?
Sir David Nicholson: I would say that happened in
the context of a substantial reduction in the amount of
money we are spending on administration and
management of the system as a whole. We have lost
over 10,000 posts over the last—this is in the SHAs
and PCTs and the Department—18 months or so. So
the idea that we are frivolously spending more money
on things than we did in the past is not right.

Q160 Barbara Keeley: But it will still be regarded
as frivolous. The comments I have seen regard that
as frivolous.
Sir David Nicholson: I understand that. The point of
the post is that in the future the NHS will be much
broader than just those organisations that we
traditionally would have described as the NHS. So the
NHS is, in a sense, where NHS patients are treated.
That is quite a different definition of the NHS for what
traditionally in the 1950s or 1960s might be seen as
the NHS.

Q161 Barbara Keeley: Is it because of privatisation?
Because of privatisation you need to have somebody
to tell these new parts of the new NHS—
Sir David Nicholson: What is very important,
wherever those patients are treated, is that those
organisations understand what it means to be part of
the NHS, understand the culture and the values of the
NHS, as it is, that they treat their patients accordingly
and have that kind of impact on what they do. It is
very important in those circumstances and it is not
new for people to be treated outside the NHS with
NHS money. We have been doing this for many years
in mental health services and more recently in elective
services with the development of—whatever those
things are called, I have forgotten—the independent
sector treatment centres, all of those things. It is not a
new thing, but it is really important to us, I think, and
to patients to know that these organisations sign up
to those values and principles. It is important for the
organisation that I am responsible for to have
someone, and a function, responsible for ensuring that
that happens.

Q162 Barbara Keeley: You will accept that the NHS
is not a brand, that we still can regard it as a service
and that we are not reducing it to a brand.
Sir David Nicholson: It is absolutely a service. If it
was anything else, it was rather unfortunately titled. I
agree with that.

Q163 Barbara Keeley: Has there been an
appointment? Do we have a head of NHS brand now?
Sir David Nicholson: We have appointed, yes,
someone from within the NHS, as it happens.

Q164 Barbara Keeley: So we need to remind the
privatised parts of the NHS what service they are
part of.
Sir David Nicholson: It is not just the private sector.
We do a lot of work with the independent sector as
well. It is absolutely important that people understand
the values and principles that we expect an
organisation to show when they are providing services
to the NHS, yes, it is.

Q165 Barbara Keeley: By “the independent sector”,
do you mean hospices and so on?
Sir David Nicholson: Yes.
Barbara Keeley: And they did not know that their
services were not part of the NHS?

Q166 Chair: Will it include, for example, branding
the private-sector-provided pharmacy service which
has always been an NHS service provided in the
private sector?
Sir David Nicholson: You used the word “branding”.
People normally mean sticking on the NHS lozenge.
Indeed, there is a lot of sticking on of the NHS
lozenge going on at the moment from people who
have little or nothing to do with us at all. So policing
that, making sure that people only use that NHS
lozenge when they sign up to the principles, is an
important part of what we are trying to do.

Q167 Barbara Keeley: Do you think that is good
value for money, having a head of NHS brand and
whatever—
Sir David Nicholson: The principle of what I have
just described is really important to patients and to
the service.
Barbara Keeley: I doubt that my constituents would
agree with you.
Chair: Can we move on from this? Barbara has raised
it and we have Sir David’s answer.

Q168 Valerie Vaz: Can you give us the name of the
person who has been given the job?
Sir David Nicholson: It is Nicola Plumb.

Q169 Andrew George: I want to come back to the
issue of pay and pay bargaining, but, just in passing,
since we are dealing with the principles—not the
branding—of the NHS, presumably one of those
principles is that the NHS and those within it put
patients before profit. Is that a principle?
Sir David Nicholson: I don’t know whether it is
described quite in that way, but I would say that part
of taking the NHS money is to put patients first, yes.
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Q170 Andrew George: When we are dealing with
the issue of pay flexibility—you heard the discussion
earlier—I just want to be clear, leaving aside the rights
and the wrongs of the ethics of the issue, in terms of
the practicalities of how you achieve efficiency
savings going forward, first of all, given that we have
a pay freeze at the moment, it is a question of the
ability to achieve further recurring savings on the
basis of national pay bargaining, so do you think that
national pay bargaining is useful in the process of
being able to contain the cost pressures with regard to
pay and staffing?
Sir David Nicholson: Yes.

Q171 Andrew George: Do you think that the
flexibilities that are available to foundation trusts, and
now, I have learned today, indeed all NHS trusts have
those flexibilities, allow them—
Sir David Nicholson: They do.
Andrew George:—to stand outside Agenda for
Change and to use employment law—
Sir David Nicholson: Yes.
Andrew George:—and to negotiate their own
arrangements locally?
Sir David Nicholson: They do.

Q172 Andrew George: Do you think that that also
has a benefit or do you think that might have a
destabilising effect in terms of bearing down on those
cost pressures?
Sir David Nicholson: I would say it depends. In a
sense it is up to local organisations to work that out.
Where an organisation requires particular levels of
flexibility from its work force to provide a service in a
particular way which is not supported by the national
arrangements, I can perfectly understand why people
might want to do that. Where people are focusing on
those areas that may appear out of step with the local
economy and local organisations, I can perfectly see
how people might want to tackle all of those things.
In a sense, it is a matter for them, but there is no sense
that I get in the NHS that there is a widespread move
away from the national arrangements. In fact, I would
say it is the opposite.

Q173 Andrew George: Finally, in terms of the NHS
as it is going forward, given that NHS trusts and
foundation trusts, as they will all be going forward,
will increasingly find themselves under pressure from
independent providers who will not necessarily be part
of any national pay bargaining or affected by that, do
you think that that is likely to drive foundation trusts
in the direction of at least achieving or being
pressurised by that competition into local pay
settlements to reflect those local conditions?
Sir David Nicholson: Again, it depends. It is quite
difficult to be absolutely definitive about that. But the
principle we are adopting is that competition is on the
basis of quality, not price. So where we have a tariff,
where we have a national price system, you can see
where that would work. There are areas where that is
not part of the arrangements—there may be tendering
arrangements and all the rest of it—but again NHS
commissioners do not have to take the lowest price

tender. My guess on all of this is that we will see
some marginal changes but nothing dramatic.

Q174 David Tredinnick: If I may, I would like to
probe a little on where QIPP savings were made in
2011–12. Sir David, according to your figures, £2.8
billion of the £5.8 billion—that is fractionally under
half—were made in the acute sector while £0.4
billion, 7%, were found from the primary sector. Is
the secondary sector carrying too much of the burden?
Sir David Nicholson: Undoubtedly the secondary care
sector is carrying a substantial amount of the burden.
In relation to our general approach to services—trying
to keep service close to home, more services provided
on an outpatient and day-case basis rather than as
in-patients and the centralisation and specialisation of
services—for all of those things you would expect the
secondary care sector to take a significant part of the
burden of savings. We would think that that would
continue in the future.
In terms of primary care, essentially what has
happened over the last three or four years is that the
payments through the primary care contracts have
been broadly stable whereas the work we have
expected them to do has gone up. So while they have
not taken the cash release, they have taken a burden
of increased activity and all the rest of it. Having said
that, that is quite difficult to measure and in a sense is
one of the reasons that the Government are pursuing
the GP contract this year, in a way, to get more for
the money that we currently have. In a sense, it is an
acknowledgment that we need to get better outcomes
from the money we are spending on primary care than
we perhaps have done in the first year. That is why
we are going for the changes in the GP contract that
we are.
David Tredinnick: Nevertheless, primary care has
contributed a lot less. I put it to you that that is not a
satisfactory balance.

Q175 Chair: Presumably, as we look for sustainable
reconfiguration, moving forward towards the end of
this Parliament and into the next, we have to be
looking for changes in the relationship between
primary care, community health, social care and a
different model of the delivery of that part of health
and care as well as a different model of acute care
as well.
Sir David Nicholson: We do.
Chair: I guess that is a question to which we want to
return, but, before we do, Valerie wants to ask a
question.

Q176 Valerie Vaz: I have a few questions arising out
of something that you said. Can I congratulate you? I
don’t know how many health secretaries you have
seen off; which number are you on now?
Sir David Nicholson: It is five, I think.

Q177 Valerie Vaz: Wow. And you are still there.
That is wonderful.
Sir David Nicholson: Don’t say it like that. They are
all marvellous in their own way.
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Q178 Valerie Vaz: Absolutely. Can I just take you
back to your answer on the PCTs? Could you give me
a rough kind of snapshot? I know you will not be able
to do individual ones, but you said that 10,000 jobs
had been lost from the PCTs. Roughly how many? Is
that 60% to 70% of each PCT and will the
Commissioning Board local area teams be much
reduced compared to the PCTs?
Sir David Nicholson: Yes. If you take the total
number of staff that work in both the PCTs, the SHAs
and, in a sense, the NHS-facing part of the
Department, when we started down this road there
were 45,000 people working in those organisations.
At the end of the process, there will be 32,000. So
that is the trajectory of change that we have. What
became clear when the Secretary of State announced
the abolition of SHAs and PCTs is that we could not
sustain during that period the current configuration of
152 PCTs and 10 SHAs. So over the period the way
we have put resilience into the system is to reduce the
number of PCTs to 50 clusters, as you know, and to
have four strategic health authority clusters as well.
That is going on at the moment and we are at that
kind of phase now where the recruitment on the new
system, the CCGs and the Commissioning Board and
public health, is going apace but we need to run the
old system as well. People are taking, essentially, two
jobs. People are running both. For example, my local
area team directors are now both running the
day-to-day PCT clusters but also setting up the new
local area teams.

Q179 Valerie Vaz: That is where you are making
your savings: people are doing two jobs. Carry on.
Sir David Nicholson: We are improving productivity.
I am doing it and we are all doing it. There is only a
limited time you can do this, I have to say, but
nevertheless that is what is happening. If you think
about the functions that the NHS Commissioning
Board is taking on, there were in 2010 some 10,000
people doing those jobs. In the new world there will
be just over 4,000. So we have taken a 50% reduction
in those functions for the function of the
Commissioning Board. For the clinical
commissioning groups, they have taken a reduction of
a third on the amount that we were spending on PCTs.

Q180 Valerie Vaz: So the local area boards will have
sufficient people in place to support the contracts and
manage the contracts, will they?
Sir David Nicholson: The contracts will
predominantly be held by the clinical commissioning
groups and they will have a series of commissioning
support organisations, shared services, who will do the
contracting on their behalf. We think that is the most
cost-effective way of doing it, yes.

Q181 Valerie Vaz: Roughly, compared to the PCTs,
how many would be in the local area teams?
Sir David Nicholson: They are not the same as the
PCTs because they do not—

Q182 Valerie Vaz: I know, but it is a kind of overlap,
isn’t it?

Sir David Nicholson: No, it is not. It is completely
different because the CCGs are doing most of the
work that the PCTs do.

Q183 Valerie Vaz: So what is the purpose of local
area teams then?
Sir David Nicholson: They do two things. They do
the direct commissioning of some services, so the
Commissioning Board is responsible for
commissioning primary care, because the CCGs can’t
commission themselves in that sense, and 10 of them
commission specialised services. So they do direct
commissioning. Across the NHS as a whole, that is
about £20 billion’s worth of work that they directly
commission. Then they oversee the clinical
commissioning groups. In a sense, they hold the
commissioning groups to account.

Q184 Valerie Vaz: It is a kind of overlap.
Sir David Nicholson: There are 27 local area teams
in the country and they employ, depending on how
they do things, between about 70 and 100 staff.

Q185 Valerie Vaz: Okay. To turn to the Local Audit
Bill—and poor old Richard Douglas came before the
Public Accounts Committee—the NHS do not appear
to have put a framework in place for auditing all the
health bodies because now that the Audit Commission
has been abolished, there are 268 health bodies they
audit. What is the position now? We were at the
pre-legislative stage, but nothing has come in place as
to who is going to be auditing value for money.
David Flory: The very gap that you highlight is being
filled. We are progressing that work and I am sure that
Richard Douglas—

Q186 Valerie Vaz: That should have come to the
Committee, shouldn’t it?
David Flory: Richard Douglas will be able to update
on that following his—

Q187 Valerie Vaz: No, he couldn’t. He was sent
there instead of the person who was supposed to be
dealing with it. I am asking you, do you know what
the position is in terms of auditing all these health
bodies?
David Flory: The audit process is important for
audited bodies and for others throughout the system
in order to assure and inform about value for money.
There is no lack of priority, no lack of urgency in us
ensuring that adequate arrangements get put in place.

Q188 Valerie Vaz: No, but do you know about the
Local Audit Bill?
David Flory: I know about the Bill of course, but I
don’t know on the detail.

Q189 Valerie Vaz: You know that each individual
health body is entitled to audit at a local level?
David Flory: Yes, I do.

Q190 Valerie Vaz: So how are you going to get all
that information, how are you going to capture best
practice, value for money?
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David Flory: We will do that in the way that albeit
in a—

Q191 Valerie Vaz: No, I am asking what state of
readiness you are in in terms of the Local Audit Bill.
David Flory: We are working on getting ready.

Q192 Valerie Vaz: But we are at the pre-legislative
scrutiny stage and you still have not done it. Can you
tell us why?
David Flory: We are catching up quickly.

Q193 Valerie Vaz: But can you tell us why?
David Flory: I don’t think it is quite as simple as that,
if I may say so. We are continuing to work through
this with existing auditing bodies and others across
Britain to make sure that we have appropriate
arrangements in place.

Q194 Valerie Vaz: Who is responsible for it at the
Department?
David Flory: It is the Department’s responsibility.
Valerie Vaz: But who is it particularly? Is it Sir
David? Who is responsible? Someone must be coming
up with—

Q195 Chair: When you say it is the Department’s
responsibility, are you drawing a contrast between the
Commissioning Board, the NHS and the Department?
David Flory: Yes, I am.
Valerie Vaz: You are.
David Flory: My colleague has reminded me that this
process which you have identified that was not evident
has now been prepared and is ready to go to the Home
Affairs Committee very soon.
Chair: Richard Douglas is going to be here this
afternoon.

Q196 Valerie Vaz: Can I turn to something else then?
Sir David, you have been quoted as saying the NHS,
with the commissioning groups, etcetera, creates
much more difficulty for politicians to arbitrarily get
involved in the day-to-day operations of the NHS.
Could you explain that?
Sir David Nicholson: It was one of the benefits of the
whole of the Bill and the Act that it would take out
day-to-day political involvement in the running of the
National Health Service. That is what it does.

Q197 Valerie Vaz: So you did definitely say that—
Sir David Nicholson: Yes.
Valerie Vaz:—that you do not want political
accountability in the NHS?
Sir David Nicholson: No, I absolutely want political
accountability. The Secretary of State is accountable
and he or she will hold the Commissioning Board
accountable for the delivery of the mandate, which is
going to be set out I think later today in a transparent
way that never happened in the NHS before. It makes
it very difficult for an individual Secretary of State to
intervene directly in organisations out there in the
system.
Chair: If I may say so, that is going back into the Act
and we are here to talk about public—

Q198 Valerie Vaz: I wasn’t doing that. I don’t get a
chance to see Sir David at all. Unlike you, I don’t go
to the Department of Health. Maybe I should go to
the Department of Health.
I have just one more thing. This is about public
expenditure because it is NHS money and we have
now heard that there are GPs who are becoming
millionaires. Where NHS money has gone into local,
for example, GPs and then they become limited
companies and they have been taken over by another
company to run an out-of-hours service, is there any
way for the NHS to claw back some of the money
that has been spent in that way?
Sir David Nicholson: Only if it has been done
illegally or ultra vires, or whatever. In the examples
that you give, I have not seen the evidence which
suggests that that has happened.
Valerie Vaz: Shall I send it to you?
Sir David Nicholson: Yes.

Q199 Dr Wollaston: Could I return to the subject of
service redesign and transformation? The comment
has been made that it has been shifted towards the end
of the review process to allow the local structures to
take place. Could you perhaps update the Committee
on the progress of transformational change and service
redesign? Where are we in that process? Are you
satisfied that progress has been made?
Sir David Nicholson: You describe service—and you
didn’t say reconfiguration, did you?

Q200 Dr Wollaston: I mean the whole of service
redesign happening—
Sir David Nicholson: But it is a category which
involves hugely different things. As to service
redesign there is not a part of the country where
clinical commissioning groups are not actively
working on service redesign as we speak and there is
lots and lots of evidence to show around all the
country where they are currently working away at
improving the relationships with social care and trying
to get better services for frail elderly. All of those
things are going on and most of them never touch the
kind of media or the world that we inhabit, but there
is a fantastic amount of it going on.

Q201 Dr Wollaston: So that is good progress.
Sir David Nicholson: It is really good progress
going on.

Q202 Dr Wollaston: But where are we on the really
major stuff like structural reconfiguration in the acute
sector?
Sir David Nicholson: That has implications for the
acute sector as well because it shifts the way in which
services are going. There is a lot of that going off.
There are some big service changes going on
predominantly in those places which are under most
pressure in the system at the moment. If you think
about north-west London—in fact London
generally—you will see more service reconfiguration
activity going on than probably anywhere else in the
country. Indeed, in their QIPP plans, when London
originally did it, they heralded that that would be the
case, supporting the work that was done when Ara
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Darzi was involved. As published in the pre-
consultation business case for Shaping a Healthier
Future, Clinical Commissioning Groups in north-west
London are proposing investing up to £140 million in
primary and community services, leading to 700 fewer
hospital beds being required by 2014–15. So there is
a major scheme of reconfiguration across the country,
which is out to consultation at the moment, or it may
just—
David Flory: The consultation is closed now.
Sir David Nicholson: It has just closed, so we are
reviewing it. That was a big set of changes. Similarly,
there was a slightly different set of arrangements
around South London Healthcare NHS Trust. There
are big changes proposed in relation to South London
Healthcare NHS Trust. We are expecting at some
stage in the future, though not just yet, a set of
proposals around changes for south-west London. So
London is having a big set of changes.
We also have the development of changes across
Manchester and Leicester. Probably most big cities are
thinking about how they are going to change their
services. So you can see there is activity across the
country and people are trying to grapple with how we
are making our health service sustainable in the
medium term. That work is going on. There is a
significant amount of work happening across the
system.

Q203 Dr Wollaston: It was immensely difficult
under the old system to achieve major service
reconfigurations. Are you satisfied it is going to be
easier as a result of the Act and do you feel there is
meaningful and constructive local engagement?
Sir David Nicholson: First of all, it is never easy.
These are difficult decisions with people who have
connections with organisations who are deeply
committed to their local health services, so it is never
easy. Even the smallest changes are never easy in
health, as you know.
The system as it is set up helps service change in two
big ways. One way is the development of Health and
Wellbeing Boards, so bringing together health and
local government to think about what their health
strategy is and what they are trying do. It is a really
important forum for people doing it, to get away from
the idea that “The NHS goes over here, dreams up
some clever set of ideas and then the local authority,
through the overview and scrutiny committee, object
to it.” It seems to me that that is an outdated way of
operating. Working through the Health and Wellbeing
Boards is a really strong way of connecting with local
government, connecting with the population and
making change happen.
The second way the system helps is with the
involvement of clinicians in making change happen.
You know as well as I do that the public are much
more likely to accept a set of changes that are
promoted and supported by local clinicians. The
development of clinical commissioning groups and
indeed the work around the foundation trusts
movement, getting more clinicians involved in
management, make that much more straightforward.
So I think we are equipped to make service change in
a way we have not been in the past.

Dr Wollaston: Thank you.

Q204 Andrew George: I want to move on to social
care in a moment but, before I do so, just for my
benefit, can I ask this? With all this talk—quite rightly,
I think—of integration of service and service redesign,
and so on, what appears to be going on at the same
time is that, as the independent and the private sectors
are moving in and undertaking a larger proportion of
planned activity, we seem to be getting more
disintegration, particularly in the secondary sector. I
understand the intention of service redesign is to, if
you like, concentrate resources on fewer hospitals, but
we seem to be getting more hospitals rather than
fewer. The new and more active hospitals seem to be
doing all the easy work, leaving the NHS trusts doing
all the difficult co-morbidity stuff, the increase in
emergencies coming in and so on. I do not quite see
how this intention for service redesign is happening
on the ground. It seems to be becoming more
fragmented really.
Sir David Nicholson: It is happening on the ground.
You can see it happening. The question is: are the
tools that we are using helping or hindering that
process? It is true to say that we are learning how to
do this as we go along. For example, as to the use
of contractual mechanisms which give you a prime
contractor who then works with other organisations
behind the scenes to make that happen, you can see
that happening as part of this process developing.
An important part of the approach to integration is not
about structure. Today, a third of our acute hospitals
run community services. So over the last two or three
years there has been a structural integration, in a
sense, of secondary and community services, but I
would not say that we have had a commensurate
improvement in the way services are integrated. We
are searching at the moment for a formulation of
integration that everyone can sign up to and work
through. I do not think we have quite got it yet—I am
sure it will come up this afternoon as well—but there
are some good indications around, from the
experience that we have, about what is more likely
to work.
A critical part of this is not the structure or the
contract. It is patient information, where that
information is held, who has access to it and how you
can move that information through the system. It is
the identification of the patient groups that would
particularly benefit from the kind of changes that we
need, so—“risk stratification” is the way it is put—
where are the people who are most at risk of having
problems that we can intervene with early? It is about
getting the multidisciplinary team together. There are
probably seven or eight things you need to do and
then you need to enable it. The enablers are the
contract and all the rest of it. I do not think we have
quite landed it. We have hovered around it for a while
and I think the work that this Committee does says,
and certainly the views of our current set of Ministers
is, that we need to nail it. We absolutely need to put
this in the right place because it has huge benefits both
for patients and also for the use of resources.
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Q205 Andrew George: The point I am making is
simply that because of the tariff structure and—though
I think everyone agrees with at least the principle of—
patient choice, the private sector appears to be
creaming off all the easy stuff and that is resulting
in, if you like, the core hospitals having significant
challenges going forward.
Sir David Nicholson: I would be interested to see the
evidence. I have heard this said and whenever we have
investigated it, all right, we have found some cases
where it has been wrong and we have dealt with that
particularly. In the work that we have done with
commissioners we have made it very clear that
contracts that result in cherry picking—as I think you
are describing—are not acceptable. They have to take
a broad range of services when they take an elective
contract with us, but, on the other side, it is right, isn’t
it, that our acute hospitals focus on those things that
they can do really well? So it is the complex cases,
the people who are very sick, that require the total
resources of a particular acute hospital to help and
support them, rather than those who perhaps can go
in as a day case or whatever.

Q206 Andrew George: So we will keep a watching
brief on that one going forward, and when the private
sector has any complex cases they usually place them
back in the NHS trusts. Given that the Government
have passported a lot of money into social care and
the general trend, as we heard from our witnesses
earlier, which will continue the mantra that we need to
have fewer unnecessary hospital admissions—earlier
discharge out into the community—we need to front-
load both primary care and then social care as well.
Will that process of making sure that our local
authorities, the social care, are adequately resourced
continue? In other words, will the money that has
been passported in the past continue and will it need
to grow?
Sir David Nicholson: Yes. Certainly David and I in
the conversations we had around all this were very
clear at the beginning of the spending review that an
adequately resourced social care system was vital for
our patients and our service. That is why over last
year we passported over £600 million into social care.
We think that has been a very constructive way of
doing it and the taxpayers got good value for money.
It has been reinvested in re-enablement, and all the
rest of it, by and large, which we think is good. We
propose to continue to do that throughout the rest of
the spending review. It rises to about £1 billion—
David Flory: Yes, by 2014–15 it is £1 billion.
Sir David Nicholson: After then, I think, there is a
whole set of questions about sustainability of social
care which I am sure you will talk to the Secretary of
State about.

Q207 Andrew George: As to the potential
integration of clinical commissioning groups and local
authorities’ social services, will you enable integration
more easily than appears to be the case now?
Sir David Nicholson: It is important that we do. The
Health and Wellbeing Boards, as a forum to bring
everyone together to do that, are really important. If
we find that there are obstacles to transferring

resources across the system, we will take action as a
Commissioning Board to enable that to happen. We
are keen to support that because we think it is
absolutely the future. Everything else fails if we do
not get that bit of it absolutely right.

Q208 Chair: I have been struck by two things you
have said in this bit of the evidence session. First, the
favourable light you have shone on the concept of a
prime contractor and, secondly, the things you have
said more than once about the importance of the
Health and Wellbeing Board having a cross-sector
view and the ability to marshal resources from health,
social care and indeed from other parts of local
authorities as well. Would it be overinterpreting your
remarks to suggest that you see the role of the Health
and Wellbeing Board potentially growing as one
potential manager of a prime contract?
Sir David Nicholson: That is interesting. I have just
heard what you said. I was about to answer a question
I thought you had asked when I realised it was a
different question. I had not thought that far ahead.
One of the issues I often get asked is, “Who is in
charge?” In a sense, it is slightly the wrong question
because we are all in charge of our bit of it but we
are accountable to each other. That is what the Health
and Wellbeing Board does. It creates that level of
accountability. If those organisations wanted to create
some overarching body or vehicle in order to support
integration, that would be a great thing and we would
see how we could help and support that to happen.

Q209 David Tredinnick: Both the Local
Government Association and the NHS Confederation
have argued that integrating care is the best way to
use resources to maximum effect. Mike Farrar of the
NHS Confederation says that he thinks it should be “a
care service with a medical adjunct rather than a
medical service with a care adjunct.” Do you think
that there is going to be greater scope out there for a
wider range of services, like making more use of
herbal medicine, acupuncture, bringing homoeopathic
medicine in, more as it is on the continent? Do you
see greater scope for an increase in the range of
services available?
Sir David Nicholson: There are two things I would
say about that. One is that we will be locally led. We
genuinely believe that local organisations need to look
at the health needs of their population and work out
how best to resolve them. The other thing we would
say is that if they are going to use resources, they need
to show the evidence. Where there is the evidence, or
whatever it is, then that is fine.
Chair: We have one minute for Barbara and then we
must let Sir David go, as we promised to finish by
11.30 am.

Q210 Barbara Keeley: I think we would all support
the extra funding in social care but it was not all spent
on re-ablement because an awful lot of areas had to
keep the money to keep the status quo. I think re-
ablement is very important, but—
Sir David Nicholson: It was 18% of it, I think.
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Q211 Barbara Keeley: In our report, we talked
about the need to rebalance the entire expenditure on
services for older people across the NHS, social care
and housing, which you have just touched on with us.
Do you agree now? You were talking earlier about
integration and information but it keeps coming back
to this question of the budget: if the budget is
available to be spent right across the piece, who holds
it? Is that rebalancing now something that you would
support? From your last answers it sounded as if you
would.
Sir David Nicholson: Yes, I would absolutely support
that rebalance.

Q212 Barbara Keeley: But where can the budget
be held?
Sir David Nicholson: There are things we can get
over, so there is more pooling of budget and we are
absolutely in favour of it. Where it becomes difficult
is that our offer to the population is different from that
of local government. Our offer is universal, free at the

point of use and theirs is not. We get into real
difficulties, I think, when we get into that kind of area.
So, from the NHS perspective, we have to be careful
that we do not by accident introduce charging and
things like that into the NHS system.
Barbara Keeley: It is complex.
Sir David Nicholson: Yes, but we want to do that
very much.

Q213 Chair: Sir David and Mr Flory, thank you very
much. I have one footnote. Mr Flory, you said that the
audit arrangements were going to be clarified to the
Home Affairs Committee, and the Clerk and I were
not sure what you meant. I think you mean the PAC.
David Flory: No. To go through that, the Member
said, in terms of the legislative process, to get
clearance of what is proposed to put into the
legislative process through the Home Affairs
Committee.
Chair: It is the Cabinet, okay, not the House of
Commons. Thank you very much indeed. Thank you.
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________________
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Witnesses: Rt Hon Jeremy Hunt MP, Secretary of State for Health, Una O’Brien CB, Permanent Secretary,
Department of Health, Richard Douglas CB, Director General of Policy, Strategy and Finance, Department
of Health, and Shaun Gallagher, Acting Director General for Social Care, Local Government and Care
Partnerships, Department of Health, gave evidence.

Q214 Chair: Secretary of State, welcome to your
first visit to the Health Committee. I think all of your
colleagues have been before, but you are welcome on
your first visit.
The main burden of what we want to talk about this
afternoon, as you know, is public expenditure and
health and social care expenditure. Before we get into
that, we would like if we may to spend, hopefully, no
more than 10 minutes on the correspondence we have
had on the inquiries that have been set up into how it
came about that Jimmy Savile was put in a position
in several NHS hospitals that, in retrospect, he clearly
should not have been put in.
We have exchanged correspondence. You have made
it clear that Kate Lampard is going to review these
arrangements. The Committee continues to be of the
view that it is surprising to us, given the sensitivity of
these issues, that you feel this is appropriately handled
by somebody who is very much an inside voice within
the health service rather than somebody coming and
looking at NHS practice and procedures from the
outside and able to offer an outsider’s view on how it
happened and what needs to be done to make certain
that it does not happen again.
Mr Hunt: First of all, it is a pleasure to be at my first
appearance with the Committee and I look forward to
working with all of you over the years ahead.
On that particular issue, thank you, Mr Chairman, for
your correspondence and the discussions we have had
about that issue. I completely share the Committee’s
view that there are some very important issues for the
NHS to get to the bottom of. In my mind, the real
issue is whether NHS procedures were tight enough,
whether they were broken or whether they did not
exist when they should have existed, and whether
Jimmy Savile had access that he should not have had
on the basis of either his celebrity or his fundraising
importance to the institutions concerned.
We acted very quickly when the issue originally arose.
Initially, it was an issue for three separate hospitals
and the Department itself because we oversaw
Broadmoor at that time. We wanted to make sure that
we had an overall view and that the hospitals were
being consistent, and to give the hospitals some
guidance and support as to the co-operation they
needed to extend to the police. Your correspondence
was very helpful in that matter.

David Tredinnick
Valerie Vaz
Dr Sarah Wollaston

We also need to make sure that any broader NHS
issues are addressed. I am satisfied that Kate Lampard
is the right person. She is deputy chair of the Financial
Services Ombudsman. She has a lot of experience
outside the NHS. It is one of those roles where it is
beneficial to have someone who knows how things
work both from the outside and the inside.
The balance I had to make was whether it was going
to impede things to have another independent
inquiry—I think there are about 11 going on across
different parts of the public sector at the moment—or
whether the best thing to do was to widen her remit,
ask her to see whether there were things that the NHS
could learn as a corporate body, what those systemic
lessons are, but give her the chance to ask for more
help should she need it.
Chair: Barbara Keeley is particularly interested in
this matter.

Q215 Barbara Keeley: I have to say that I don’t
agree with you, from what you have said and written
to us, that the person you have appointed is an
appropriate person to chair the inquiry. The BBC
inquiry into culture issues around Savile has appointed
Dame Janet Smith, a barrister of 20 years’ experience
in personal injury and clinical negligence and a former
High Court judge. In 2005, there was the Kerr/Haslam
inquiry into the concerns about two doctors and
indecent assaults on patients, and that included culture
issues, too—the same sort of thing. It came up with
some recommendations around undue power and
unclear accountability, among other things. This is
very similar, but it is probably more broad-ranging
than the 2005 inquiry. The 2005 inquiry appointed
Nigel Pleming QC, a top-flight barrister and a deputy
judge of the High Court. Those are two other
inquiries.
This inquiry could be quite wide-ranging; it involves
a number of hospitals and goes back over a long
period of time, yet you have appointed somebody who
you said in your letter to us is a barrister, but I
understand that she has not practised since 1997 and
is not currently a barrister. Either she is a barrister or
she is something else, and I think we should be clear
about that. She appears not to be a barrister and not
to have the experience. I note that her experience area
is insolvency, company law and property, which might
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be useful as a non-exec of an SHA, which she has
been, but it is definitely not the arena she is in here. I
note that in recent years she has held a number of
NHS appointments. She appeared before this
Committee last year as vice-chair of SHAs for the
south of England.
We seem to have somebody who is, at one point, a
barrister, but she is not, and at other points an NHS
insider. I don’t see how you can have these reviews
and have somebody that you are asking to be
independent when she isn’t independent at all. She
appeared before this Committee in that role. She has
been a non-exec director of a health authority and the
chair of a community care trust and a strategic health
authority. She is the ultimate NHS insider. If the BBC
had done this with their inquiry, there would have
been outrage. I have to say that the first point is that
I do not think she is the right person.
Mr Hunt: Okay, you are questioning her credentials.
I am afraid I don’t agree with you. I think she is a
highly able person, who will answer the questions that
need to be answered. She has to do some things that
are not necessary for the people conducting the BBC
inquiry. She has to give advice and support to three
hospitals in the way that they co-operate and manage
their own investigations. For that, it is helpful to have
someone who understands how the NHS works. But
my—

Q216 Barbara Keeley: She could be a useful panel
member. That is worth thinking about, is it not?
Mr Hunt: If I could just finish, my real concern is
that setting up another inquiry at this stage is going to
slow down the process of getting to the bottom of
what went wrong and what lessons the NHS needs to
learn. The judgment that I have to make is what is
going to be the quickest way of getting to the right
answer. I believe that Kate Lampard will help us get
to that answer quickly and it will be the right one.

Q217 Barbara Keeley: Clearly, she could be a
resource, but I still question whether she is the
appropriate person to offer the independence. You say
in your letter that you expect to receive her
independent advice. She is an insider in that she has
worked for the NHS and been a consultant. You quote
that she has the support of an independent firm, of
which she is an associate. There is no independence
in these arrangements. I come back to the view that
there would have been outrage if the BBC had
appointed a BBC insider, were they associates, non-
ex directors or anybody else. She is far too close to
the colleagues she is going to have to be working with
to offer the independence that you are seeking from
her.
Mr Hunt: I am afraid that where we disagree is that
I do not see why she would have any motive
whatsoever other than to uncover the absolute truth of
what went wrong inside the NHS. I do have
confidence that she will do that. She is a very able
person and her knowledge of how the NHS works will
help her. But the proof of the pudding is to see the
report, and you will see when we get the report that
we get very high quality advice and we get it quickly.

Q218 Barbara Keeley: Do you accept at all the
difficulty about her independence, given the number
of roles she has had? She came here to this Committee
as an NHS person to talk to us about workforce
planning. She is not independent. If she can come here
and be an inside-the-NHS voice to talk about
workforce planning, she is not independent of the
NHS. She has had this range of appointments in the
NHS; that is not independence.
Mr Hunt: I do not accept that she is not able to give
us a wholly independent view as to what went wrong
and what we need to do, if anything, to put it right in
terms of NHS procedures. I think that her experience
of the NHS will help her get to that answer more
quickly, but we will publish the advice that she gives
us, and this Committee will have a chance to form its
own independent view as to whether that advice is
good advice or not.

Q219 Valerie Vaz: I want to be a bit helpful. If you
are going to have someone internal, I don’t think you
should call it an independent review. I was at the
Treasury Solicitors’ Department. There is an inquiry
section and you have panel counsel. The BBC have
picked Diana Rose and Dame Janet Smith, who are
both independent. The point is what comes out of it,
and that is the confidence you can have in the report.
You should not call it an independent report; you
should call it an internal report. If you want an
independent report, you really need to look outside
the Department. I would suggest that you go to panel
counsel and get someone to do a very quick inquiry,
if that is what you want. It is not speed; it is the
confidence that comes out of it.
Mr Hunt: I am grateful to you for the thrust of your
question. Speed is important because I do want to get
to the bottom of what has happened quickly. There is a
risk, when something like this happens, that the whole
system gets ground down in a lot of different inquiries
that are going on at the same time. I want the NHS to
learn quickly what lessons there are and what needs
to change.
Let me reassure you, and indeed the whole
Committee, that were anything to come to light where
either Kate Lampard or I thought that she had a
conflict of interest in the judgments that she was
making, then I would of course take that very
seriously, and I would reflect on whether she needed
support or whether someone else needed to do that
inquiry. I do not believe that is the case at the moment,
but I understand and hear what the Committee is
saying. I would reflect very carefully if you were to
present evidence of a conflict of interest, or if I were
to uncover any evidence, or if Kate Lampard were to
feel that there was such evidence.

Q220 Barbara Keeley: It is not fair to suggest that I
am questioning her motives or that I am saying there
is a conflict of interest. I am not saying that. What I
am saying is that somebody in her position, with her
experience and closeness to the NHS, cannot be
considered as anything but an insider. I think there is
an important issue about language.
You also said in your letter that you want to ensure
that all trusts assure themselves that their procedures
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in relation to vulnerable people are robust. They
cannot be—they cannot be—because we have various
accusations dating from the time when Jimmy Savile
was given a totally inappropriate role at Broadmoor
in the taskforce in the ’80s. He was able to come and
go at will, and there are various claims of molesting
patients, through to some claims of rape. Those are
not situations where anybody could say that
procedures were robust. That is the situation. It is
important that the language questions that and does
not say, “What we are here to do is assure ourselves
that things are okay and robust”, because that is the
very thing of a cover-up, isn’t it? The very thing of a
cover-up is, “Let’s assure ourselves that what we’ve
got is robust.” It can’t have been.
Mr Hunt: The question is what went wrong—not
whether something went wrong. The question is
whether what went wrong was that the right
procedures were in place but were not followed or
whether the right procedures were not in place. Then
the next question is whether, in the time that has
elapsed since these horrific alleged incidents
happened, the right procedures have now been put in
place, because a lot of things have changed since then;
for example, the introduction of CRB checks and so
on.
What we are asking Kate Lampard to assess for us is
whether, in her view, looking systemically across the
NHS, the right procedures are now in place or whether
anything needs to change now. That is going to be a
very important piece of work. I want to stress to the
Committee that she does have my full confidence in
her ability to do that work. I do not think that it is a
disadvantage—in fact I think it is an advantage—for
her to understand how the NHS works. But, were the
Committee or anyone to present me with evidence that
there is a conflict of interest whereby she is not able
to form that judgment, then, obviously, I will take it
very seriously.

Q221 Chair: I think, if we may, we will move on
from that subject, because the main thing we want to
talk about today is the public expenditure recent
record and outlook, both in the NHS and in social
care. As you know, Sir David Nicholson and David
Flory were here this morning. I would like to begin
the questioning with the same point we began on this
morning, which is the £5.8 billion that the Department
and the NHS is saying is the scored progress against
the £15 billion to £20 billion target in the financial
year ended in April this year, 2011–12. We cross-
questioned Sir David about the methodology: where
did this £5.8 billion come from, how was it measured,
what did it represent, how sustainable is it and how
much of it is one-off? I suppose the most surprising
figure he gave us this morning was when he said that
£850 million of the £5.8 billion is the amount that
could be attributed to public sector pay constraint and
that the rest of it, therefore, was attributable to other
things.
I have to say that that is not the figure we were given
by Mike Farrar of the NHS Confederation. His
estimate was that roughly half, or £2.8 billion of the
£5.8 billion, was attributable to direct action on pay. I
wonder what your view is. Who is right? Is it Sir

David Nicholson or Mike Farrar, or have we
misunderstood what we have been told by one or other
of those two witnesses?
Mr Hunt: Let me start and then hand over to Richard
Douglas. I am not sure that there is necessarily as
much of a contradiction between those two figures as
you might think, because there is the direct impact of
the pay freeze, which was a centrally taken decision,
but there is also other action on pay that may happen
at a local level, which is also incredibly important,
such as reductions in sick pay or the structures around
sick pay and entitlements to additional incremental
increases in pay and linking those more to
performance than has previously been the case.
Richard Douglas may be able to give more detail on
this, but my understanding is that pay is an issue that
is being attacked from a local direction as well as from
a central one, and that may account for some of the
gap.

Q222 Chair: I understand. I am interested in what
Richard Douglas has to say about it. There is a
difference, is there not, between holding down pay
rates—the activity that Sir David said was £850
million-worth—and avoiding bank nurses, and better
management of sick pay and grade drift, which
together only came to £1.5 billion in Sir David’s
number, which is still a long way short of Mike
Farrar’s number?
Richard Douglas: I would, as you would expect,
agree with David Nicholson’s number. The £1.4
billion we can track back and explain, as David did
this morning. He said that the £850 million is on the
headline pay settlement, about £240 million is on
reduced agency costs, £160 million is on reduced
sickness and about £150 million on lower levels of
drift. If I put that together, it comes to about 1.4,
which is roughly half the number that Mike gave.
Frankly, I would have to speak to Mike to understand
where his 2.8 came from, because it is not, in my
view, a credible number based purely on pay. All the
numbers I have talked about you can track back in
some way to the accounts and see what has happened
to levels of pay. The 850 to 1.4 I think is absolutely
fine. I don’t know where the 2.8 comes from.

Q223 Chair: There is not a lot of point pursuing that
here. We asked Sir David to write to us setting out the
methodology that got him to £5.8 billion, because, if
only 1.4 is attributable to those various elements of
pay, bearing in mind that that is 70% of the budget, it
does rather beg the question as to where the rest of
the £5.8 billion comes from, first of all, to understand
what changes that has led to in terms of service
delivery and, even more important, how sustainable it
is. Can another £5 billion be built on top of that for
next year or are we starting again and needing to score
most of it all over again?
Richard Douglas: Perhaps I could say something
about the other elements. If you look at the efficiency
we put in the tariff of 4% on £60 billion of provider
spend, it delivers, roughly, £2.4 billion of the £5.8—

Q224 Chair: Can I interrupt you, because changing
the tariff doesn’t change anything. All it does is
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change a transfer payment between one bit of the NHS
and another.
Richard Douglas: But you then see, in terms of how
a trust performs, that they deliver the level of service
and the quality of service we expect from that reduced
level of income. Within that 2.4 there is a
productivity element.

Q225 Chair: But that is what we need to understand,
isn’t it? How is that productivity generated? What
does it mean? Does it mean shorter consultation
times? Does it mean lower costs in the way patients
are treated? How is it made up?
Richard Douglas: Overall, it means that we are doing
more activity for, broadly, the same amount of money,
so the activity that is going through the system is
increasing at the same time as we are holding spend
at, broadly, flat real terms. That is reflected in the way
that trusts are operating.
Chair: The further evidence that Sir David has
undertaken to send us explaining how this £5.8 billion
is produced will come from him, but hopefully, from
the Department as well, so that we understand what
those numbers really mean in terms of sustainable
change in the care model.

Q226 Andrew George: I want to move on to the
savings that you anticipate can be made in the service,
particularly with regard to redesign and
reconfigurations in the service. Of course all MPs
agree at the strategic level that we are in favour of
redesign and reconfiguration unless it affects the
hospital in our constituency, which is fair enough. In
relation to that, it seems that the Department believes
that the benefit from those redesigns is something that
is going to occur towards the end of the spending
review period rather than being achieved early in this
process. Where do you think we are and what
prospects do you think there are for concentrations,
further specialisations and service redesigns of the
type that have been mooted on many occasions
before?
Mr Hunt: You are talking to someone who, before he
was Health Secretary, led the campaign in his own
constituency to stop the closure of A and E at the
Royal Surrey County Hospital, so I am aware of what
it feels like to be on both sides of the fence, if I can
put it that way.
Chair: You are now on the other side of the fence.
Valerie Vaz: Did you stop it?
Mr Hunt: I did. It was a successful campaign.
Actually I am very pleased that I was involved in that
campaign because it has given me a lot of
understanding of how these issues can become so
inflamed at a local level. I hope that the NHS in future
reconfigurations will do things very differently from
the way they tried to approach that particular
reconfiguration.
The main thing that was wrong with that, if my
colleagues don’t mind me saying this—because
presumably you were in the Department at the time—
was that there was a strong sense from local people
that, basically, McKinsey were called in, given a blank
sheet of paper, told to save an amount of money, and
that involved the closure of our local A and E.

Naturally, people did not like that very much. That is
why my predecessor introduced the four tests as an
absolutely critical part of the approval of any
reconfigurations. The main point of the four tests is to
be able to demonstrate that any changes are locally
led, locally supported—critically—and in the interests
of local patients.
Now that I am on the other side of the fence let me
say first that, as I am sure Sir David Nicholson would
have told you this morning, reconfigurations or
improved service delivery does account for about 20%
of planned QIPP savings, so it is a very important
chunk. I recognise that there are very good clinical
reasons why, in certain cases, centralisation and
specialisation have huge benefits. Reducing the
number of stroke units in London, I think from 32 to
eight, and reducing the mortality rate by three
quarters, was a very powerful example of how this
can work. It has not been difficult to persuade
Londoners of the benefit of that, although no A and
Es had to be closed as a result, so perhaps it was not
quite such an explosive thing as some of the things
that are now on the table.
My approach to this will be, first of all, that they do
need to be locally led. I want to see, particularly, that
local GPs support any changes that are being
implemented. I will want to be satisfied that there is
clear evidence of clinical benefit from the changes,
and I will take independent advice across all of those
areas before I take any decisions.

Q227 Andrew George: Could I point out to you that
there is a countervailing force as well, in that you have
increasing competition in the provision of services,
and the risk of fragmentation? As you are attempting
to achieve efficiencies through redesign, you also have
a plethora of new providers. Do you think that risk
of fragmentation may contradict the attempts to try
and rationalise?
Mr Hunt: I don’t, because my understanding of the
way that the clinical commissioning groups will
operate when they come into force from next April,
although they are already in shadow form at the
moment, is that the first thing that those GP-led
groups are going to want to do is to integrate services
at a local level. That will be their priority because they
can see the immediate benefits to their own patients,
and most of the people who run CCGs are practising
GPs. So I think there will be a big push towards
integration. In deciding the best integrated pathway, it
is right that they should not just have to choose from
existing providers and they should look, and be able
to look, at voluntary organisations or indeed the
independent sector if they are able to offer a better
deal.

Q228 Andrew George: You kindly wrote to me after
a question I asked you on the issue of the risk of
cherry-picking in the NHS. I would like to pursue that
point a little further. You clarified very helpfully that
the tariff price would be varied if the provider was
only taking the easiest patients, leaving the NHS
trusts, for example, with more complex cases. The
tariff would reflect that. Could you reassure me that
your Department is monitoring the application of a
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variable tariff price that properly reflects the
challenges that hospitals taking the more complex
patients are facing going forward?
Mr Hunt: I can. I will maybe ask Richard if he knows
more detail about that. Basically, the decision we took
was that the best way to prevent cherry-picking was
going to be through the tariff rather than through any
other means, which is why we decided to go down
that route. I don’t know if you have any further
details, Richard.
Richard Douglas: The work on the tariff is currently
within the Department, but it is going over to the
Commissioning Board under the new system. The
Commissioning Board’s role will be to develop a tariff
that delivers exactly the results you are looking for.
That will be something that the Commissioning
Boards do. I couldn’t tell you where that actually is at
the moment.

Q229 Andrew George: This development is
happening now.
Richard Douglas: Yes.

Q230 Andrew George: You are seeking to achieve
savings now. It appears, certainly in my own
constituency and across Cornwall, that private sector
providers are already making very significant strides
in picking up—I would even describe it as “creaming
off”—some of the easiest work. I wondered to what
extent you know in your Department that where they
are doing the easy work, they are being paid at a rate
that reflects the fact that the cases they are prepared
to take on are significantly easier than those that
appear to be going to the NHS trusts.
Richard Douglas: We would have to accept that the
way we have structured the tariff over the last six to
seven years has not perfectly reflected the variable
costs of different activities. We try to develop a
system where we price based on the resources that
any organisation needs to spend to deliver a particular
activity. It has not been sensitive enough in every area,
so I could not say precisely at the moment that it
would do everything we want because it probably
would not, but it is being developed in that direction.

Q231 Andrew George: The intention is that it will
be sufficiently sensitive from April next year—or
before then?
Richard Douglas: The tariff itself will not change
from where it is now before April because it is based
on information we have gathered in the past. I could
not give you the precise date. I would have to come
back to you with a date—I am sorry.

Q232 Chair: On a question of fact, you said that it
is the Commissioning Board setting the new tariff. I
thought that was a function of Monitor.
Richard Douglas: The Commissioning Board will
develop the structure of the tariff, so it splits,
essentially, into two parts. One is the structure. How
you devise a system to deliver the things you want
will be a Commissioning Board responsibility. What
Monitor will then do is attach a price to that, but there
is that separation between the two elements. If you
wanted a year of care or something like that, it would

be a Commissioning Board decision, not a Monitor
decision. Monitor attaches the price.

Q233 Andrew George: This is slightly adjacent to
the questions I was asking, but it relates to
transparency in how NHS resources are being spent.
The current system, where money is allocated under
a resource-allocation formula to PCTs, is extremely
complex but a relatively transparent method. Going
forward under the CCGs, it is going to be less
transparent. Anyone concerned with patients in a local
health community will want to know and be reassured
that they are getting their fair share of the cake. How
will you go about ensuring that local health
communities are transparent?
Richard Douglas: It will be as transparent as the
system we have now. The Commissioning Board will
do the allocation formula, but it will still be based on
the same principles of capitation that we have now.
They will probably see the evidence base for how the
formula was done, and they will put all the same
information into the public domain that the
Department has done.

Q234 Andrew George: So the NHS Commissioning
Board will be able to track the services they
commission from York in any local health community
and allocate that commissioned work to the budget
that is available for that area.
Richard Douglas: Hopefully, they will improve what
we have done, but the intention is that they will follow
the same approach for allocation to CCGs as we have
done for PCTs. It will be an evidence-based formula,
based on the best evidence of what resources an
organisation needs for its burden of illness. It will then
publish all that information. I would expect them to
use the same sort of research base that we have used.

Q235 David Tredinnick: I am staying on the theme
of efficiency, Secretary of State, but may I say, as this
is the first time you have come before the Committee,
that if you do as good a job as Health Secretary as you
did as Olympics Minister, we should be in safe hands?
Mr Hunt: It is like having the Olympics every week.

Q236 Valerie Vaz: You inherited that. It was all done
beforehand, wasn’t it?
Mr Hunt: I inherited quite a lot with the Olympics
as well.

Q237 David Tredinnick: I think you deserve that
little plug for all that amazing work; we all enjoyed it
very much. Is the burden of making efficiency savings
at the moment falling disproportionately on the
secondary sector?
Mr Hunt: I don’t believe it is.

Q238 David Tredinnick: I will help you with some
figures. According to your figures, £2.8 billion of the
£5.8 billion QIPP savings in 2011–12, which is nearly
50%—actually it is 49%—were made in the acute
sector, while £0.4 billion, which is 7%, were found
from the primary sector. Is the burden of making
efficiency savings falling disproportionately on the
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secondary sector? We did look at that this morning,
but I would just like your view, please.
Mr Hunt: I recognise that the secondary sector is
playing a very important role in those savings. The
only point I would make is that all the evidence I have
been getting in my relatively short time doing this job
is about the importance of investing more in primary
care. One of the changes that we will see with the
GP-led CCGs is more investment in primary care—
effectively to be better at keeping people out of
hospital and, in particular, to reduce unplanned A and
E admissions. I would expect efficiencies to be found
throughout the system and I do not think it is
something that should only be borne by one sector.
David Tredinnick: I have a lot of important questions
here. I will just give you a trailer and say that later on
I am going to ask you about other ways of saving by
looking at what the public are going to ask for through
Healthwatch and things like that, and, as chair of the
Integrated Health Group, in terms of complementary
medicines.
Chair: But before that, Rosie.

Q239 Rosie Cooper: Welcome. If I might, I will ask
you some questions about CCG allocations and
planned changes in the formula. I understand you
posted some detail on your website and it was pulled
rather quickly. Could you tell us what is wrong with
the current formula, what the key changes are and
whether you are going to consult in any way on
those changes?
Mr Hunt: I defer to Richard on that.
Richard Douglas: On the formula we run for CCGs,
I was not aware of anything going on the web and
being pulled; I apologise that I cannot answer that
one. The difference, essentially, that the
Commissioning Boards will have to make is that
CCGs will do a slightly narrower sub-set of
commissioning as opposed to PCTs; they will not be
doing the specialised commissioning, so there will
have to be some changes to reflect the fact that some
money will be pulled out. Similarly, they have to
make changes to reflect the fact that the public health
money—health improvement money and health
protection money—now goes to Public Health
England. There are some technical things that people
will have to do because you are commissioning on a
different basis. I expect the Commissioning Boards,
as I said earlier, to make public their proposals on how
they would plan to allocate resources, and to take
views on that, but it will be a matter for the
Commissioning Boards themselves, not for the
Department or the Secretary of State.

Q240 Rosie Cooper: In that case, are you saying that
you will not deal with questions of deprivation? That
is for the Commissioning Board.
Richard Douglas: It is for the Commissioning Board
based on the objectives that the Secretary of State and
the Government have set them, so the mandate will
develop a formula to deliver those objectives.

Q241 Rosie Cooper: If that is going to be the
Commissioning Board, then let me come back to the
Department of Health in a slightly different way: how

will local people be able to know that they are getting
value for money, whatever it is, if there is no real
standard process for the collection of GP information
to allow the public to understand how much funding
is being provided to the practice to provide core
services? Using FOI, I have currently tried to get that
information out from a number of sources and
everybody serves it up in different ways. I have been
absolutely shocked at some of the information. For
example, GP practices do not count how many nurses
they have. That information is not there—the PCTs
did not collect it—so when you are dealing with
under-doctored areas, how do you know what you are
buying? How do you know what you have got? All of
that is detail. My big question for you as a
Department, and to the Secretary of State, is how
would you make sure that there is real transparency—
that people out there know and can work out the
money that is being provided and the services that are
being bought? How do I find out if my CCG is really
doing it?
Mr Hunt: Can I start with that? I don’t know if others
then want to say something on it, because it is an
incredibly important question. The heart of the
success of these reforms will be whether we manage
to replace a top-down way of driving change through
the system with proper drivers for improvement that
come from the grass roots up. What we need to do to
make that happen is to make sure that your
constituents and my constituents are able, very easily,
to find out how healthcare in their area shapes up,
what it is good at and what it is not good at. That will
be on the basis of how good their local hospitals are
and how well they are performing, but also how well
their CCG is performing relative to other CCGs, and
how well their local authority area, which is going to
be the bigger area for public health, is performing.
The key metric on this will be comparison of
equivalent demographics. There is no point in
comparing Surrey, where I live, to inner-city
Liverpool, because you have completely different
demographics. What you need to do is to compare
areas with similar demographics to see who is doing
better. What we will be doing over the next couple of
years is the biggest exercise that any country has ever
undertaken with respect to healthcare outcomes, so the
measures that we were announcing this morning in the
mandate will be something that you will be able to
relate down, as far as we possibly can, to your local
area. We are going to make it an outcomes-based
thing. The formula for allocating resources will be
done independently at arm’s length from Ministers
and you will be able to scrutinise whether you think
that process is good, but it will not be decided by
Ministers. Then the objective is that you will be able
to put in your postcode and see on behalf of your
constituents that your CCG is not performing well on
cancer survival but it may be doing extremely well on
dementia, whatever the different scores are.

Q242 Rosie Cooper: I hear what you are saying,
Secretary of State, and I can see the sense of it, but I
still do not think it answers the point. You talked about
outcomes. If I interrogate my CCG, I might be getting
a minimal increase or decrease for a vast amount of
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money, but there will be some other part of the system
that is suffering because of it. I pay my taxes and I
want to get some information from my CCG and/or
the cluster, or whatever bits of the outposts are left.
How transparent is it? Are you going to ask them to
collect the same information? In trying to understand
bits of this, I have had databases going every which
way but loose.
For example, tying those two questions together, if
you do your resource allocation and weight it for age
and demographics, as opposed to deprivation and
other things that have been in there, central Lancs is
likely to lose £40 million. My area, which includes
Skelmersdale—which is incredibly under-doctored
and incredibly in need of extra resources—looks to be
£10 million light, but I cannot get that information
properly. I just need to understand and the doctors
there need to understand. You cannot have one
practice doing one thing and another doing something
completely different. That is under current resources.
I do not want that to go into the future with people
trying to make sense of it. This morning I accused
somebody of pirouetting on the top of a pin. That is
what the general public feels. Everybody starts talking
about things at the margins. Just count it the same way
and we will all understand.
Una O’Brien: Let me pick up one dimension of your
request, first of all. Can you reliably say that localities
will get fair shares based on a transparent formula in
the new system? The answer to that question is yes.
The Committee will draw its own judgment, but we
have a reasonably good record in the Department of
Health on the way we allocate the money historically.
The NAO did a comparative study between health
education and CLG last year and found that the
Department of Health’s record on transparency, on
how the formula was developed by experts and tested
the scope of people to feed back, was fair and open.
Our expectation of the Commissioning Board is that
we will at least secure that and they will take it further.
Your question was, “Will I be able to see from my
constituency or my CCG if they have got their fair
shares based on need?” Yes, they will.
The second part of your question, which the Secretary
of State was referring to, is at the other end of it: when
the money has been spent, comparing like for like,
can you say that that money was spent well or not so
well if you compared 20 similar areas of the country?
Our very clear intention, and we have had a very clear
steer from the Secretary of State, is that the
Department, in supporting and challenging the
Commissioning Board, will be able within a
reasonable amount of time—if we can do it within
two years, we will, if we have the flow of data—to
give you that comparative information. You are not
only going to be able to compare providers but you
are also going to be able to compare the quality of
commissioning and whether you are getting value for
money and value for your constituents. Can we get
value for money as taxpayers? Can we see that? That
is definitely our intention.
Chair: One more, Rosie.

Q243 Rosie Cooper: I can see and I absolutely
understand outcomes based on the CCG level, but if

you want to drive that down, are you going to ask GP
practices to collect information in the same way—
Mr Hunt: Yes.

Q244 Rosie Cooper: So that GP practices within
CCGs will be judged against each other? That is the
really difficult bit.
Una O’Brien: Yes, we are. We already have a lot of
data at practice level. What we need to do is to make
that more readily accessible so that you can
interrogate by practice, by CCG and by local authority
on a like-for-like basis.

Q245 Rosie Cooper: And you won’t allow them to
hide behind FOI rules about making that transparent.
Una O’Brien: We are going to make comparative data
transparent so long as it does not impinge on patient
confidentiality. That is what our intention is.
Rosie Cooper: Only patient confidentiality—that will
be really good—not GP interests.

Q246 Chair: I am going to call Sarah. You said that
there is a lot of information there already, which
surprised me a bit. How well moderated, audited or
usable is this information, because that is fundamental
to delivering what you describe in any kind of
reasonable time scale?
Una O’Brien: That is precisely the question we are
asking. We certainly have got good population-level
information, first and foremost, which is within the
arena of what historically has been collected by public
health observatories. One area where we will be able
to make very rapid progress is making information
about the health status of populations in given areas
easily accessible. There is work to do to develop the
metrics for comparing performance on
commissioning. After all, the new CCGs have not
even had their first allocations or done their work in
the first year yet, but clearly our ambition is to be able
to produce, as far as we possibly can, comparative
information on a like-for-like basis.

Q247 Rosie Cooper: Forgive me—I will try and be
quiet for the rest of the meeting—but what I am trying
to get over is this. I am telling you how difficult it is
because they do not keep the information in anything
like the same order so you cannot compare it. You
could have two nurses but they are only working two
or three hours a week. You could only have one nurse
but they are working 37 hours a week. We need to
have the information collected in whole-time
equivalence, but each bit will be different. It has to
be collected and collated in a way that compares GP
practices. You can’t say, “We don’t collect that
information”, and/or, “That’s nurses. FOI can’t do
that.” It’s crackers.
Chair: The Secretary of State is going to answer the
question.
Mr Hunt: We are going to have a complete
transformation in the way that data are collected. If I
could reassure the Committee, I have weekly meetings
on all the four priority areas that I outlined this
morning. The real test for me as a Minister is to make
sure that I continue to have those meetings throughout
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my entire time as a Minister and give it really
sustained focus.
In the mortality priority, which is the first one in the
mandate, about 80% of my time in these weekly
meetings is about establishing how we can get proper
and comparable information on outcomes at as local
a level as we possibly can. It is so that we can
understand what is happening in one CCG compared
with another CCG, but also so that we can understand
how different consultant teams do in success rates in
operations at acute trusts and so on. It is an incredibly
important focus of our work because it is so central to
making the reforms work and the philosophy behind
the reforms, which is that peer pressure is the way we
will drive improvement through the system rather than
top-down direction.

Q248 Dr Wollaston: Can I follow on from that point
because I know that there have been huge problems
with variation in GP practice and primary care for
many years? In the past, PCTs have known which the
failing practices are, but they have had real difficulties
addressing that. Are you hoping that putting this
information in the public domain will hold those
practices’ feet to the flames?
Mr Hunt: Very much so. We are having a lot of very
positive feedback. If a CCG under the new structures,
which, of course, are generally led by practising GPs,
finds that it is falling behind in its key measures, the
first thing they want to do is to search out the practices
that they know are underperforming and that are
letting the side down. We believe that peer pressure
will be a far more effective way of getting GP
practices that are underperforming to raise their game.

Q249 Dr Wollaston: It is not just peer pressure but
putting it in the public domain so that patients can see
directly for themselves as well.
Mr Hunt: We will need to see as time goes on the
extent to which we are able to publish publicly
comparative data on a GP-practice-by-GP-practice
basis. I would love to do it if it was easy to do. We
think that the new structures will put a lot more
pressure on underperforming practices. The reason
why I am hesitating a bit, which you will completely
understand, is that when you compare, you have to
compare like with like. You may have one GP practice
that happens to have a lot more cancer patients than
another and, therefore, may have less good cancer
results than another just because of the demography
of the patient list. We are certainly confident that we
will be able to make that assessment on a CCG level
so that you can have fair comparisons between CCGs.
We are confident that we can do it on a hospital and
a consultant basis. We need to do more work to
establish how much we can do it on a practice level.
Dr Wollaston: Equally, as Rosie pointed out, it is
about patients being able to see which practices are
investing in services for their patients, like practice
nurse time, and which are putting that aside for
practice profits. It would be good for people to see
that.
Rosie Cooper: It is really important.

Q250 Dr Wollaston: I want to come to the Nicholson
challenge. We are repeatedly told that the point about
the Nicholson challenge is that it is not a cut but it is
about reinvesting that money directly in patient care
to improve the service and adapt to its changing
needs. Yet what we saw in the last year was that £1
billion of those efficiencies was returned to the
Treasury, and only £316 million was carried over.
Earlier, I asked about this in the Commons, because it
is really important that the public has confidence that
every penny of those savings is going to be reinvested
in the future of the service, yet that does not appear
to have happened fully in either of the last two years.
Can you give the Committee reassurance that it will
not happen next year and that all those efficiencies
will be reinvested in care, particularly areas such as
transforming the services?
Mr Hunt: Let me respond and then pass on to
Richard. If I may say so, I think you are confusing
two different things that are happening. On the one
hand we have the Nicholson challenge, which is
having to make incredibly important efficiencies. We
need to make those efficiencies because, effectively,
demand is increasing throughout the NHS at around
4% on a year-on-year basis. That is why we are seeing
nearly a million more people going through A and Es
every year than we were at the time of the last—

Q251 Dr Wollaston: This is the £20 billion that
people are talking about.
Mr Hunt: Yes, but one of the reasons why we need
to make those efficiencies is because we have a budget
that is increasing by 0.1%.

Q252 Dr Wollaston: We all agree with that.
Mr Hunt: But that is not the same as has happened in
the last two years and, indeed, happened for the four
years before that, and many, many years before the
Nicholson challenge was invented, which is
Departments underspending on their budget. That
happened in each of the four years before the last two
years that you are talking about, when the last
Government was in control. There were underspends.
We, like all Departments, try and manage our budget
to reduce the underspend as much as possible. In fact,
the underspend in the first year of this spending round
was less than in three of the four previous years, but
there was an underspend. So that the context is
correctly understood, under the previous
Government’s arrangements, all the underspend was
returned to the Treasury, and under this Government,
we have introduced something called “budget
exchange”, which means that we do not end up
returning all the underspend to the Treasury. I don’t
know if Richard wants to add anything to that.
Richard Douglas: I don’t think there is a lot to add.
We have this conversation most years at this
Committee—most of the 10 years that I have been
coming here. We did underspend last year. It was on
revenue. It was about 0.8% of our budget. It is a £100
billion budget spent by hundreds of different
organisations across the country. If you were to say to
me, “Can I guarantee that won’t happen again?” I
would say that I absolutely cannot guarantee that.
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When you cannot overspend, it is inevitable that you
will underspend.

Q253 Dr Wollaston: So why not allow the whole of
the amount to roll over into future years, given that
we have so many challenges in terms of
reconfiguration? Why not pay off some of the PFI
debt, for example, if it is such a burden?
Richard Douglas: There are two or three reasons. On
the issue of rolling it all forward, to get budget
exchange you have to take a cut in your budget in the
year, so you have to be absolutely certain about the
amount of the underspend. It is not that I would sit
there and forecast an underspend of £700 million and
the Treasury would say, “You can have that next year.”
The position would be that I would have to guarantee
£700 million and the budget would come down that
day in that year.
In terms of using it to pay off PFI or do other things,
we try and identify the level of underspend as early
as we can in the year so that we can do something
with it. The capital underspend we had last year was
around £500 million. It would have been about £800
million, but we identified early on in the year the level
of underspending and we applied some of that money
to buy the new accelerators and scanners and things
the system needed. When we can identify it, we do
try and spend it as early as we can.

Q254 Dr Wollaston: Even so, we have a huge issue
with PFI debt in the NHS so why can’t more of it be
used for that?
Richard Douglas: There is a question, for individual
PFI schemes, whether it is value for money to reopen
a scheme and negotiate your way out of it. On all the
applications of the money, we have to pass the test of
whether we can guarantee that we have got it and that
we will underspend. Can we guarantee that it is a one-
off spend, because it will not be there in the future
year, and then can we guarantee value for money?
They are all the sort of things we look at every year.
I want to be clear that there will, inevitably, in a
system like this, always be an underspend. It is
impossible to land it to the penny.

Q255 Chair: Are we not missing a trick? Is the
health service not missing a trick here? If the
Commissioning Board was constituted as a trust, then
the cash would go into the Commissioning Board at
the agreed rate and it would simply carry it forward
as a reserve. The health service has 240 trusts, all of
whom do that. Why can’t the Commissioning Board
do it?
Richard Douglas: This is where, I’m afraid, the
public spending framework does get complicated. It
does still score against our spending. If you look at
the underspend last year, part of that £800-odd million
on the revenue was the sum of the foundation trust
and the trust underspends in that year. I cannot access
that cash. It is there, as you say, in their bank
accounts, but it scores as an underspend against our
figures.

Q256 Chair: You can’t but they can.

Richard Douglas: But the minute they do, it scores
against my spending.
Dr Wollaston: It doesn’t make sense.

Q257 Chair: In other words, these are 240
independent organisations, all of whom have their
cash-treasury function carried out by HM Treasury.
Richard Douglas: No; they don’t have it because they
have the cash. They have the cash and they spend it,
but when we look forward we need to predict at what
point they are going to spend it.

Q258 Dr Wollaston: Why not just give them the
money and let them manage it?
Richard Douglas: But they do manage it. That is
exactly my point. We are not managing it. The trusts
themselves are managing it. When you look at the
underspend, part of it is the surplus that has been
earned by the trusts. If you look at my £800-odd
million underspend, roughly £500 million or £600
million of that would be the surpluses in foundation
trusts. They have that cash. It is there in their bank
accounts and they can spend it in future years.

Q259 Chair: Hang on a second. Can they or can’t
they?
Richard Douglas: Yes, they can. I have no control
over them spending their cash—absolutely.

Q260 Chair: That is what I thought the situation was,
but you appeared to say a moment ago that if they
did, that counted against your future year budget.
Richard Douglas: It does count against our spending.
It counts against spending but it is under their control.
Andrew George: It is a Treasury rule.

Q261 Chair: It would be useful to have a
clarification of exactly how these rules work.
Richard Douglas: I might say that too.

Q262 Chair: It seems to me that there is an
extraordinarily perverse set of incentives here. I
understand the point that if you cannot overspend, you
will always fractionally underspend, but the
Government’s commitment is to a budget announced
by the Chancellor for each financial year. Given that
there are not now numerous different ways for cash to
go into the system—there is now only one way into
the system and that is through the Commissioning
Board—why, subject to proper rules of public
propriety, can’t that budget be provided to the
Commissioning Board to commission healthcare for
UK patients?
Richard Douglas: It can and it is.

Q263 Chair: With respect, it isn’t. That is what you
are telling us.
Richard Douglas: No.

Q264 Chair: It is a budget that can be spent subject
to a whole series of later controls.
Richard Douglas: It is not subject to the later
controls. The budget goes to the Commissioning
Board and they decide how to spend it—in that year.
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Q265 Chair: Make it easy. If the budget for the year
is £100 billion and they only draw down the amount
in practice that they are able to, subject to a whole
series of rules, why can’t that £100 billion be provided
progressively through the year to the Commissioning
Board as an independent entity, which is what we are
always told it is, commissioning healthcare on behalf
of the taxpayer for UK patients?
Richard Douglas: But they do draw it all down, so
they don’t have to. They get the budget.
Commissioning Boards will get the budget and they
can spend it.

Q266 Chair: Do they get the cash?
Richard Douglas: And they get the cash to go with it.

Q267 Chair: They will get the cash.
Richard Douglas: They will get the cash to go with it.

Q268 Chair: Is it then handed back to the Treasury?
In what sense is it handed back to the Treasury?
Richard Douglas: When people talk about things
being handed back, it is not always cash that is being
handed back. It is basically to say, “We have
underspent by an amount in the year, and we can’t
apply that underspend the following year unless we
have permission.” It does not mean that the cash has
been handed back. The problem is that we are getting
into quite a complicated discussion about the public
finance framework. It is the difference between an
accounting base and a cash base.

Q269 Chair: With respect, it is splitting hairs, isn’t
it, to say that the cash is not handed back is docked
against next year’s budget?
Richard Douglas: No. At the point at which the cash
is spent—the point at which they use the cash—they
incur expenditure, which then scores against the
budget overall.
Andrew George: We need to have a Treasury
Minister here.

Q270 Chair: I am not sure. It would be useful, first,
to have a simple man’s and woman’s explanation of
how these rules work. Perhaps you would copy it in
to the Secretary of State.
Richard Douglas: I have one that I have used for a
number of Secretary of States.

Q271 Dr Wollaston: Any normal person looking at
this would still say that it is money handed back to the
Treasury and that you have the health service making
efficiencies to reinvest, but some of those efficiencies
are, effectively, going back to the Treasury. It does not
really matter if it has always happened that way. If it is
going to be a free-standing, independent organisation,
shouldn’t they just be given control of their funds to
reinvest and underspend?
Richard Douglas: We do give the money back to the
Commissioning Board every year. We have always
committed to the Commissioning Board—we did this
with SHAs and PCTs—that any underspend is
returned in the following year. Although we do not
get the underspend all returned to us from Treasury,
we have committed to the NHS that we do that, and

that is what we have done for the last seven or eight
years.

Q272 Rosie Cooper: Brokerage in any other name.
What you are saying is that the resources available to
the area of the health service that has not underspent
are less, because you promised it back to the
organisations.
Richard Douglas: No, no, we don’t. We give it back
to the commissioning system every year, so the
surplus that has been generated by the commissioners
since 2006–07 has gone back to them every single
year. They then make a choice about how they spend
that and over what period they spend it. When they
are planning to spend it, I am notified and then can
take that into account in our overall financial planning.

Q273 Rosie Cooper: But is the bit that you have paid
back part of the NHS budget for the next year?
Richard Douglas: It is part of the Department of
Health’s budget overall, yes.

Q274 Valerie Vaz: Welcome. You are my second
Secretary of State.
Mr Hunt: You are my first Health Select Committee.
Valerie Vaz: I am one up on you then. I just want to
clarify something that you said to me earlier, Secretary
of State. You said in response to my question that
there has been a real-terms growth in spending.
Mr Hunt: Yes.

Q275 Valerie Vaz: Could you clarify that in relation
to what the Treasury has put out and what the
Department of Health has said? Its press release in
July 2012 said that NHS spending has decreased in
real terms. The figures showed that it has reduced
slightly by 0.2%. The figures for 2011–12, apparently,
are down by 0.1%.
Mr Hunt: If you take the first year of the spending
review, there has been an increase in real terms of
NHS spending compared with the previous year, and
there will continue to be increases. In that first year,
which the previous Government set the budget for,
and we followed that budget, there was an
underspend, which is what we were talking about
earlier, during the course of that year. There were
underspends in the previous four years under the
previous Government. That is a normal part of what
happens, for the reasons Richard Douglas was
explaining. We have increased the money available
for the NHS to spend.

Q276 Valerie Vaz: It is slightly different then, isn’t
it? It is not a real-terms growth. Both your Department
and the Treasury are saying that that is not the case.
Maybe you have to find another way of saying that.
Richard Douglas: On the numbers you were quoting,
to be absolutely clear, in July the Treasury did say,
based on the provisional numbers for last year, that
there would be a small reduction in real terms. By the
time the accounts were finally produced and audited
the numbers had changed, and it was then a small
real-terms increase. There was a change between the
numbers quoted in July at the public expenditure
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outturn and then the final account numbers. The July
ones were based on a forecast at the time.

Q277 Valerie Vaz: So when your Department says
something, that is probably right, isn’t it? You cannot
keep saying that it is an increase in real terms when
it isn’t.
Richard Douglas: But it is an increase.

Q278 Valerie Vaz: It is now.
Richard Douglas: Let me be clear. It is an increase.
We were quite clear in July that at that point, based
on the forecast, it would have been a small reduction,
but when the accounts were completed and all the data
were in, it was then a small increase. We have been
quite open about the change between those two
figures.

Q279 Valerie Vaz: To clarify something else, you
talked about the cancer networks having £18.5
million. Is that right—I am not quite sure—because
the Commissioning Board design document says that
there is only £10 million? Could you clarify that? You
can write to me, if you want.
Mr Hunt: I have been asked a number of questions
about this and I have been looking into it. There has
been some concern about the clinical networks. I
agree with everyone who says that they are incredibly
important, and so does the NHS Commissioning
Board, but the ownership of the clinical networks is
moving to the Commissioning Board. In that process,
some people are moving jobs. There has been some
concern that they are being denuded, if I can put it
that way, when if you talk to Dave Nicholson he is
as committed to them as ever. The budgets for those
networks are going to sit within the budgets that also
include the new clinical senates. My understanding is
that the Commissioning Board is as committed to
them, and that includes the budgetary commitment.

Q280 Valerie Vaz: I am not talking about the
commitment. The commitment is there from
everyone. I am just talking about the figures. Which is
the real figure? Is it £18.5 million or is it £10 million?
Mr Hunt: I think I will have to write to you on that.
Valerie Vaz: Great. Thank you very much.
Chair: Grahame wants to ask a question about PFI.

Q281 Grahame M. Morris: I have a number of
related questions, Secretary of State. I want to ask
about PPPC; in other words, PFI, proton beam
therapy, privatisation and conflicts of interest. I will
try and be as quick as I can because I know that time
is short. Although a number of Members have raised
the issue of the costs of servicing the PFI debt, and it
is a legitimate concern, the NHS Confederation has
pointed out, backed up by other evidence that the
Committee has received, that only a relatively small
number of trusts have financial problems arising out
of the PFI debt, but given the criticism that has been
levelled at the PFIs, what alternative vehicle are the
Government using and what advice are they giving to
NHS trusts and FTs in respect of raising capital to
fund future developments?

Mr Hunt: Let me give a brief answer and then
perhaps, Richard could give a more detailed answer
on that. We are not against the use of private finance
in the expansion of NHS facilities. What we are
against is that being done on an unsustainable basis.
The problem that we have, in a number of areas of
the country, is that the finances of a trust have become
unsustainable and that has been contributed to by an
unsustainable PFI deal. We are only approving PFIs
where we are absolutely confident that they are on a
sustainable basis.
Richard Douglas: That is absolutely right. We are still
using PFI. There are PFI schemes still in procurement
at the moment. The alternatives are, broadly, that we
use public capital. Some schemes are done as public
capital. They tend to be smaller schemes. Also, we are
increasingly looking at whether there is some
combination between private finance and public
capital where we could lever some more value from
using public capital. In the past things tended to be
either all PFI or all public capital. We are looking a
lot more now at what contributions we can make to a
PFI scheme as well. You are right. There are seven
hospitals where there are financial problems that we
believe are partly attributable to their PFI scheme,
they cannot manage it themselves and we are
providing some central support for that.

Q282 Grahame M. Morris: It has become a bit of
an urban myth, hasn’t it? The evidence we received
from the NHS Confederation was that there is only a
very loose correlation between trusts in financial
trouble and trusts required to make large PFI
payments. At a time when the Government or the
Treasury could borrow at historically low levels and
are looking to boost the economy, it seems a no
brainer. Given the Secretary of State’s commitment to
probity and not wasting money on PFIs, can I ask a
specific question about something that could,
potentially, be a banana skin? It is in relation to the
Department of Health’s plan—the Minister will,
ultimately, take responsibility, and I know he is new to
post—to spend £250 million on a proton beam therapy
system. Actually, it is two systems. This seems a
colossal sum of capital at a time when there are such
pressures on the service. Will that be funded through
a PFI? Have you revised the business case since you
were appointed Secretary of State? Can you give any
clarification as to where we are going with that? I was
very interested to see that you were quite definite with
the hon. Member for Southport when he raised the
issue during the statement on the mandate about the
debacle about the overspend on the NHS computer
system. You said it would not happen on your watch.
Potentially, this could be equally embarrassing.
Una O’Brien: Before Richard answers, could I say
that this is a therapeutic intervention for children and
young people with brain cancers, so there is an
underlying clinical reason. At the moment a number
of those children have to go abroad for treatment. It
is important to understand that it is not just machines;
there is a real clinical need for it. Did you want to say
something, Richard, about the procurement?
Richard Douglas: To be fair, I do not know whether
this has gone near the Secretary of State since he has
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been here. We are going through a proper business-
case process for that. We will assess the value for
money and look at the best procurement route. It is
unusual in this sense. We are trying to get to a position
where individual trusts finance their own capital. Our
general approach is that if a trust wants to develop
something, it finances it itself, either by going to the
market or using its own money.
With proton beam therapy, it is very different because
as Una said, you are, potentially, only going to have
one or two of these, and it is not something that would
be affordable and value for money necessarily for one
trust to do on its own. So we have to provide the
support for that. It is going through the normal process
of value for money checks, and the business case in
the Department, and it will go to the Treasury for
approval because it is over our spending limits. It will
go through the normal process.

Q283 Grahame M. Morris: I will have to pursue
that separately and I will; I have flagged that up. I am
interested to know about the role of the private sector
in the decision making because I take issue with what
Una said about the value. I have looked at the study
that has just been published into it. It seems to me that
a couple of private sector companies—HCA
Healthcare and Varian—have lobbied incredibly hard
for the Department to make this spending
commitment. Is that usual? Is it normal that private
sector organisations would be involved in such
colossal spending decisions?
Richard Douglas: I don’t think that any private sector
body has been involved in the decision on the
spending. I am not aware of the detailed lobbying that
you described, but the decisions on spending are made
by the Department, the Secretary of State and the
Treasury, not by any private sector organisation.

Q284 Grahame M. Morris: This is not related to the
proton beam system. I would like to ask about the role
of Baroness Bottomley of Nettlestone. What role is
she playing in NHS reform?
Mr Hunt: None to my knowledge.
Grahame M. Morris: She has clear links with at least
three major—
Chair: This is—

Q285 Grahame M. Morris: No, but, currently, given
the new architecture of the service, she has declared
links with three significant private sector healthcare
companies. I would be very interested to know if she
is exerting any influence in relation to the NHS budget
and how it is apportioned.
Mr Hunt: None.
Grahame M. Morris: I am grateful; thank you.

Q286 Chair: Before moving on to social care, I
would like to ask a question about PFI because I was
struck by what Richard Douglas said—that PFI
remains a mainstream source of capital finance for the
health service, not surprisingly, in my view. That does
reignite in my mind the rather important question that
if a large trust has a PFI, the effect of the PFI is to
internalise the cost of capital within that trust. If the
same trust does the same project with public capital,

is the public capital remunerated or does that create a
disadvantage for the trust that does it through PFI?
Richard Douglas: No. The capital is remunerated,
effectively, through the PDC, through the dividend.

Q287 Chair: At the same rate, roughly, as the
private capital.
Richard Douglas: No. It is cheaper than the private
capital—or it has been cheaper than the private capital
historically, yes.

Q288 Chair: Why does the system build in that
distortion?
Richard Douglas: There are issues about whether the
capital regime works properly within the NHS. One
of the things we have looked at is the extent to which
we need to equalise that.

Q289 Chair: That goes to the heart of some of the
questions about formula funding of CCGs in the
future as well, doesn’t it, otherwise you have got a
distortion built into the system?
Richard Douglas: Yes.

Q290 Chair: But if all trusts remunerate their capital,
it is not right to say that PFI is somehow to blame for
a well-judged investment project, is it?
Richard Douglas: Absolutely not. We have made the
point that we have 100 operational PFI schemes, I
think, currently in the NHS. We have seven hospitals
where there are significant financial issues that can, in
part, be linked to the scheme. It is about the scheme;
it is not about the fact that it has been PFI, frankly. It
is usually about the scale of the hospital rather than
the financing mechanism.
Chair: To pick up Grahame’s point about an urban
myth, perhaps it is a point that might be usefully
drawn out. Barbara is going to take us on to social
care. Mr Gallagher has sat in total silence thus far.

Q291 Barbara Keeley: Not for much longer now.
Secretary of State, we have done a lot of work in the
Committee over the last year—extensive work—on
social care and it is still ongoing. Let me start, first, by
taking the local authority position. Local authorities—
they have been praised for this—have been able to
find efficiency savings, but we know, and we talk
about it in debates here quite a bit, that they have had
to change their eligibility criteria and increase their
charges, so there is some service reduction out there
as well as some savings. We were told by the LGA
and ADASS that the level of efficiency savings
required was not sustainable for the future. They think
that the Department’s approach to savings takes no
account of the wider picture on local authority
funding, with central Government funding falling by
26% over the spending review period. I have to tell
you that my own local authority, which is Salford
Council, is suffering quite substantially, as are all the
local authorities around. Do you accept, given the
history of efficiency savings required of local
government, that there is a danger that further savings
in years coming along will now eat into the bones of
the service—that we have done as much as we can
with efficiency savings? The LGA puts it that way—
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that anything further will eat into the bones of the
service.
Mr Hunt: I do accept that there are huge pressures on
the adult social care budget because of local authority
financial settlements. It is something that Shaun and
his team watch extremely carefully. I would not accept
that the Department of Health has not been playing
anything but an extremely constructive role in trying
to deal with a challenging situation. Our budget was
ring-fenced. We were very lucky that that happened.
It did not happen to most other budgets and, as you
rightly say, it did not happen to the local authority
budget. That is why, over the course of the spending
review, we are making available £7.2 billion to
support adult social care services in local authorities.
That money is not ring-fenced so we do not have
control, but were it all to be used for adult social care
services, the King’s Fund said that local councils
would have to make 2% worth of efficiency savings
as their mid-case scenario, in order to sustain services
at their current level. They believed that was doable.
We think that what has happened is that, on the whole,
councils are making savings of more like 5%. That is
not to say that because this is not a ring-fenced sum
of money, some have chosen to cut their budgets.
Some have chosen to cut some services. The majority
are able to continue their services by making
efficiencies, and, indeed, one or two have increased
their budgets by up to 24%. It is a mixed picture, but
it is one that we monitor very closely.

Q292 Barbara Keeley: Indeed, but the level of costs
that they have been faced with is very different in
different parts of the country, ranging up to £100
million in the case of Liverpool City Council. It is
not the same, is it? Does the Department and do you,
Secretary of State, acknowledge that the overall
reduction in central Government funding for local
authorities over the spending review period does have
an effect now on their capacity to provide adult social
care services?
Mr Hunt: As I said, the settlement we gave local
authorities was one that should make it possible to
maintain their current levels of service provision, and
that was certainly our intention when we did the
spending settlement. We gave them that extra money
to support adult social care services. I do not accept
that they are being forced to reduce adult social care
services as a result of their central Government
funding settlement. The funds are there. They do have
to make some efficiency savings—but they are
achievable efficiency savings—in order to do that.
That is not to say, unfortunately, that every authority
has got it right.
Shaun Gallagher: One of the questions that you
asked is whether the Department had taken into
account the broader local government context of the
settlement and the reductions that they faced. The
answer to that is yes, because it was the
acknowledgment of the fact that local government
faced reductions in its overall spending review
settlement that led the Department precisely to put in
additional money to attempt to support social care. As
you said, and as local government representatives said
to this Committee when they were here, they have

been delivering the great majority of that through
efficiency and service redesign. It is challenging and,
in fact, they have been achieving a higher level of
efficiency than we, and indeed the King’s Fund, had
banked on. They have been doing that with, so far,
limited reduction in what they take to be the service
reduction available for people.
You mentioned eligibility criteria and the movements
that authorities can make in that, and that is something
that is within their discretion, as you know.

Q293 Barbara Keeley: That is a service reduction.
Shaun Gallagher: That is, indeed, one of the
absolutely obvious ways in which service reduction
would happen. When the Department issued the
spending review, it said that the Department felt that
there was not a need for service reduction through
eligibility tightening as long as the right efficiencies
were made and the choices about local priorities were
made. Over the last two years 15 councils in year one
of the spending review moved their eligibility criteria,
and this year, in year two, it is six councils. All of
those, so far, have been from moderate, which is the
third level down of the thresholds, to substantial.
Essentially, what those councils are doing is coming
in line with what a fairly large majority of authorities
now offer in terms of the eligibility thresholds—
substantial and critical. No councils have moved from
substantial up to critical. We would say that that is the
right position because we would certainly be
concerned.

Q294 Barbara Keeley: Some councils have tried,
haven’t they, to move to critical?
Shaun Gallagher: Three councils in year one of the
settlement made a proposal to do so and all three
changed their view following a legal challenge.

Q295 Barbara Keeley: I think that does temper what
they were trying to do, doesn’t it? Perhaps we do not
have time to get into the Barnet “graph of doom”, but
we bear in mind as a Committee that local government
is saying that their other services are now being very
much affected. One reads of parks across London
having serious issues because councils just do not
have the money. The focus is going to be on waste,
social care and transport. There is a theory, based on
that Barnet “graph of doom”, that in a few years’ time,
that is all they will be able to fund.
Can I move us on to the Dilnot commission? Again,
it is something that we have looked at and talked
about quite a bit in our sessions. The context has
jumped about a bit, so let me talk about the context
first. The Government’s progress report on social care
funding agreed that the principles of the Dilnot
commission were the right ones. Across the summer
we have been moving backwards and forwards with
it. It appears that the Prime Minister agreed to set the
cap at 35K, according to some reports, and the means
test threshold at 100K. There were reports that that
was being included in the Care and Support Bill.
Obviously, Secretary of State, you have made
comments on it, as has the new Care Services
Minister. It seems to jump about, really, from week to
week whether we can see moves forward or not. Can
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you clarify for the Committee exactly what the
position is now regarding the Dilnot reforms,
particularly as regards which funding options are
under consideration and, importantly, what is the
timetable for making a decision?
Mr Hunt: Hopefully, I can clarify the situation. There
has been a lot of press speculation, some of which has
been quite mischievous because, basically, every time
I have been asked about Dilnot I have said the same
thing, which is that I strongly support the principle. I
think it is the right way to go. It is incredibly
important that we create a structure that encourages
most people to save for their social care in the same
way that they save for their pension, and the cap is
the right way to do that. With one in 10 of us going
to have social care costs of more than £100,000, the
sooner we are able to do this the better, but as a
Government we have not identified, because there is
a cost to it, where that money is going to come from.
There is willingness across Government to do this but
we have not yet been able to find where that money
will come from.
The stated position of the Government—that this will
be something that will be discussed as part of the next
spending review—remains the case. But it also
remains the case that we are looking hard the whole
time trying to examine the different options, trying to
see what the variables are, to see if there is any way
possible to make it more affordable, because we are
very committed to trying to do something. I am afraid
there is not a substantive position. Hopefully, you will
welcome the fact that there is not a substantive
position—a change in the Government’s position. We
are still very committed in principle and we are still
trying very hard to think where we might be able to
get the finance to do it.

Q296 Barbara Keeley: Do you envisage that being
the subject of cross-party discussions and debate,
because that was the way forward, seemingly, to
achieve consensus, yet it seemed to fall very flat
earlier this year?
Mr Hunt: I am always willing to discuss any issue
like this with other parties, but it is something where
because there is a direct cost—£1.7 billion was the
figure originally touted at the time if it was
introduced immediately—

Q297 Chair: But it was not for several years—the
£1.7 billion—was it? This is five to 10 years to build
up.
Mr Hunt: There is, none the less, some immediate
cost. The first question is an internal Government one,
which is about whether we feel we can afford to do
that or whether we feel there is any way to make it
happen. We need to do that first.

Q298 Barbara Keeley: In the spending review.
Mr Hunt: That remains the Government’s position,
yes.

Q299 Barbara Keeley: You probably wouldn’t be
looking to have cross-party talks until after that, or do
you think it is worth while to have them before?

Clearly, it is an issue, like pensions, on which you
need to build consensus.
Mr Hunt: Yes, but our starting point needs to be to
decide what we think we are able to do as a
Government, and we have not reached that point yet.
That would be my approach to everything I do. I
would hope to be able to make progress on a cross-
party basis and to secure consensus going forward,
and the same would apply to Dilnot.

Q300 Chair: Is this not a slightly different case,
however, because in deciding what the Government
would regard as their central policy option, the view
of other major Opposition parties ought to be, ought
it not, a factor to be taken into account in reaching
that decision rather than reaching the decision first and
then going back to see how they are going to react
to it?
Mr Hunt: Yes, you are right, because it is a decision
that will impact on subsequent Parliaments. So it is
very important that the end point is one where there
is cross-party consensus.

Q301 Chair: It is an iterative process rather than a
decide and consult, in the time-honoured fashion.
Mr Hunt: Yes. I think that is a better way of putting
it. You are right. Getting cross-party support for the
final outcome is an important part of this particular
issue.

Q302 David Tredinnick: Chair, I want to go on to
integrated healthcare, if that’s okay. I want to start by
asking the Secretary of State a question on this point.
Both the Local Government Association and the NHS
Confederation argue that integrating care is the best
way to use resources and services to maximum effect
and for better outcomes and experiences for patients.
Mike Farrar of the NHS Confederation said that he
saw the future of the healthcare system as “a care
service with a medical adjunct rather than a medical
service with a care adjunct”. Do you agree with that
assessment?
Mr Hunt: Pretty much, yes. Integration is going to be
very important, and it is interesting that under the new
structures we are starting to see integration happening,
because they have dramatically changed incentives in
the system. We are starting to see integration
happening that has never happened before. For
example, the CCGs are sending GPs in Newcastle into
care homes and they have managed to reduce
unplanned admissions to A and E from care homes in
that area by, I think, 9%, which is a very significant
change. Getting proper integration between the health
and social care system is going to be essential, but
also much better integration between what GP
practices do and the acute sector does as well. So, yes,
I am a big supporter.

Q303 David Tredinnick: On that particular type of
integration, you are confident that your Department
has a good strategy.
Mr Hunt: I have to put my cards on the table as being
a new boy in this job. My feeling, from what I have
heard and from what people have told me, is that
integration is not something that works well if it is
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mandated from the centre. You cannot command
integration. The best type of integration happens
locally when people form partnerships with other
people that they know. Part of my role and our role as
a Department is to remove the barriers to integration
that have existed previously rather than actively to
promote a particular model of integration as the one
that everyone has to follow.

Q304 David Tredinnick: That is very helpful. We
have been looking at integrating health and social
care, and there is a nomenclature issue here. There is
a parliamentary group, which I happen to chair, called
the Parliamentary Group for Integrated Healthcare,
and our remit has always been to promote the
integration of mainstream allopathic medicine with
complementary medicine and alternative medicine.
We have done that with some success—I am not
claiming all the success for it—but the chiropractors
and the osteopaths were first to come in with statutory
regulation through Private Members’ Bills, on which
I had the honour to sit many years ago. Then, during
the Major Government, when the Chairman was
Parliamentary Under-Secretary at the Department of
Health, he agreed to doctors who took clinical
responsibility for alternative practitioners being able
to use health service money providing the doctors
took control. That was pursued when he was Secretary
of State, and I used to write to him at that time about
these things.
Chair: And you’re still writing to me now.
David Tredinnick: I now write to you instead. We
now have an interesting situation where because of
the reforms, rather than a direction from the top, we
have Healthwatch England, as the consumer champion
if you want integrated healthcare. We have the whole
notion of putting the patients first, so we are going to
get demand from below from patients for some of
these services. Your Department’s trials, I am told, on
personal budgets have been a great success. We have
seen patients opting for a range of services and
treatments that are not necessarily seen as mainstream.
I am suggesting that it would be very helpful if the
Department took a proactive view in dealing with, for
example, just three treatments that I am going to list.
There are some issues to do with the regulation of
Chinese medicine. I am sure that you have some
awareness of Chinese medicine, although I will not
stray into any personal things. There is a growing
demand for herbal medicine, which is something that
I am proud to have used. I think it has helped to boost
my liver and kidneys—my internal organs, including
my heart. I have used herbs over a period of time and
acupuncture once a month for a number of years. I
believe that has significantly enhanced my health. It
is important that the Department is able to make sure
that these are going to be available—that there will
be at least not a block but some encouragement to
commissioning structures to make use of these
facilities. Would you agree with that?
Mr Hunt: I think my Permanent Secretary wants to
come in. Do you want to respond initially and then I
will come back?
Una O’Brien: Actually I was going to pick up your
previous point. The central focus has to be on the

outcomes of the patients and improvements for
patients. The system that we have created now is for
people who are best able to judge what is right for a
patient, or the patient in partnership with their
clinicians. That is the headquarters of the NHS and
that is where those decisions need to be made. Those
decisions have to be backed up by two things:
evidence and good value for money. At a design level,
rather than the Department necessarily saying at a
Government level, “This treatment is in”, or, “This
treatment is out”, it is for the system, the
Commissioning Board, with NICE, and with feedback
from patients about what works for patients, to
determine the judgments that are made at that level.
We are not going to sit at the centre and have a list of
treatments that we say are in or out in that sense.

Q305 David Tredinnick: One of the fallbacks of the
Department is to say “If there is clinical evidence”. I
am going to go on to another discipline. There are
three homeopathic hospitals within the national health
service. There is the Royal London Hospital for
Integrated Healthcare, which used to be the Royal
London Homeopathic, and is part of the health
service. There is Glasgow, which is no longer a part
of your remit. New Hospital was opened some time
ago, and there is Bristol and there was Tunbridge
Wells. We have in this country a large number of
doctors who are trained in homeopathic medicine who
frequently will use that if conventional medicine has
not worked, or before they use it. There is the society
and other regulated homeopaths out there.
I put it to you, as a victim of a vicious campaign by
those who do not like homeopathic medicine, that it
is very important that we support it. Anybody who
has signed a motion in this House has had their
inboxes jammed by a small group of “antis”—people
who are against it—despite the fact that in Europe it
is widespread. It is used in a very widespread way.
Every French chemist will have a range of
homeopathic medicines. It is no secret in the House
that I have defended this over the years. I really
encourage you, Secretary of State, to take a fresh look
at the whole homeopathic community, which can
provide—this is my last point—very low-cost,
effective treatments, frequently to those who haven’t
found satisfaction. I am sure that Dr Wollaston always
provides satisfaction, but there are one or two doctors
out there who may not be able to do that. I didn’t want
to make a speech, Chairman. I was trying to ask a
question, but it is very hard when you feel
passionately about something sometimes.
Mr Hunt: The right perspective that I have to take as
Secretary of State is to be guided by the evidence on
this and to have an open mind. As a general
philosophy, we have to be humble about what we do
not know, but that is good scientific practice as well.
We have to be guided by the evidence on this. The
structures that now exist give the opportunity for local
clinicians to take decisions locally. If the evidence
suggests that a different way of approaching an illness
is successful and then it is tried in one CCG, what we
are trying to do is to construct a system where the
evidence of that success will spread like wildfire. That
is really at the heart of our reforms. That is where my
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role at the centre is. It is making sure that information
is available and everyone is able to use it.
David Tredinnick: I come to my last point. The
evidence is that you have three homeopathic hospitals
with doctors who are trained in this discipline, and
that is the critical point. Those who are opposed to it
frequently obfuscate this point and try and make out
that there is no evidence. The evidence is that you
have already, in this country, a whole range of
practitioners who are trained in this subject and I
really respectfully suggest to you that you must not
ignore them.
Chair: I invite Sarah to come in and perhaps we can
go back to mainstream integration issues.

Q306 Dr Wollaston: David and I respectfully
disagree with each other on the evidence base for
homeopathy and I am very relieved to hear you
confirm that evidence will be guiding it, and value for
money. On the issue of the evidence base, one very
important issue is the blockages that we see from the
pharmaceutical industry in supplying all the evidence
around treatments. In particular, looking at value for
money, in relation to Tamiflu, we know that Roche is
still withholding the data, and that was £1 of every
£200 spent on the NHS budget in 2009. Is that
something that you, as Secretary of State, will be
committed to see change on—that we see full
disclosure of the evidence base for clinical trials and
clinical study reports?
Mr Hunt: I have heard your comments on this issue
and I completely understand the point you are making.
The only thing I can say is that we are in the process
of quite big discussions with the pharmaceutical
companies anyway, across a whole range of issues,
but mainly to do with value-based pricing and the way
that we price pharmaceuticals going forward. I am
very happy to examine that issue as part of those
discussions, but there are very big, important issues
that we have to resolve going forward in terms of
pharmaceutical pricing.

Q307 Dr Wollaston: One point I would make is that
none of us would buy a car without seeing what its
miles per gallon were and its safety data. Effectively,
the NHS spends vast amounts of money without
demanding to know all the safety data and evidence
on performance of drugs. We have huge levers in the
NHS. We are buying these drugs. We spent £500
million on Tamiflu without insisting on seeing all the
safety data.
Chair: We do have two evidence sessions with NICE
coming up.
Una O’Brien: We will come back to that. I would just
say, for the record, that we properly license medicines
through the MRHA and there is a job to look at the
evidence there. It is, effectively, the FDA for the UK.
Secondly, NICE does evaluate the effectiveness and
deployment of those medicines and whether or not to
deploy them within the NHS. Your points are very
well made and well founded. There is a wider debate
in the scientific community more generally about
whether the evidence on failed trials, for example,
should be made publicly available.

Q308 Dr Wollaston: That is the point.
Una O’Brien: This is a really important discussion—
it is going on across the scientific community at the
moment—which goes beyond necessarily this VFM
issue to do with purchasing medicines. We understand
the point you are making and that we are part of it
and contributing to aspects of it. The Lancet has been
very forceful in leading the charge on that.

Q309 Chair: Thank you for that. We will come back
to public expenditure and the implications thereof, if
we may. I was struck when the Secretary of State was
talking about the integration of different bits, in
particular, of community-based services. He stressed
that the new health structures mean that there is more
clinical leadership, local engagement and so forth, all
of which is a familiar argument from all sides of the
House. There is a danger, isn’t there, in that approach,
which is that it makes it all sound like a kind of local
cottage industry, that integration is something that can
be carried out between local agents without causing
any major difficulties in the acute sector and in the
structure of the care that is provided. One of the things
that is regularly said is that you will not deliver proper
high-quality community-based services unless you
can release resources from other parts of the system
to enable you to properly fund the service you are
seeking to deliver. It is not as easy as just getting local
groups to work more cleverly together because they
have a better computer.
Mr Hunt: No, it isn’t, but I think the incentives are
much stronger now to make that integration happen in
a way that is more than a local cottage industry, if I
can draw on the words you used. Effectively, by better
integrating care, GPs are able to keep people out of
the acute sector, and if they go into the acute sector,
those GPs will see the costs fall on their own
commissioning budget which they now control. What
you have is CCG leaders who are, as I mentioned
earlier, often practising GPs, who are actively thinking
about how they can integrate care better, particularly
to avoid unplanned admissions to hospitals. That
incentive is one of the key drivers. That is really what
I wanted to say.

Q310 Chair: I want to come back to incentives, if I
may. Focusing, for a second, on where the obstacles
are to integration, I talked about it when I was doing
your job and my predecessors did when I was in short
pants. People have been talking about it for a very
long time. The obstacles remain considerable, don’t
they? Where do you see the obstacles and how are
you going to address the obstacles to the delivery of
more integrated, preventative front-end care?
Mr Hunt: I am rather terrified by these analogies
because I am wondering if, one day, I might have the
privilege of being Chair of the Health Committee
quizzing a future Secretary of State on integration. My
eyes are slightly glazing over at the prospect. In the
new structures there are some changes that will help.
We will all see if that is enough. I think the changes
that will help are, first of all, that before, the person
trying to champion integration might have been the
chief executive of a PCT, who would have been
operating over a much larger geographical area and
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also as an NHS manager, not as a clinician. We are
going to find that integration happens more quickly
now because it will be driven by GPs operating in
relatively small areas, who will know the individuals
they need to talk to. Because they have budgets out
of which they are trying to get the most bang for their
buck that they possibly can, they will really try hard
to deliver those integrated care pathways. I think the
prospects are better, but I do not pretend that it will
completely solve the entire problem. I am sure there
will be parts of the country that do it better than
others.
Una O’Brien: Chairman, I do not know if it would
help the Committee to see, or if you have had an
opportunity to see, the Department’s published
evaluation on the 16 integrated care projects we
sponsored for two years. We published it back in the
spring. It is interesting because the projects are all
quite different from each other, although, of the 16,
six particularly focused on the elderly at risk. They
are in different parts of the country. What was
interesting about the projects is that they very much
focused on what the Secretary of State has been
referring to, which is horizontal integration between
primary care and community care. One of the things
that was revealed by the evaluation is that the staff
were much more positive about what they thought
they had achieved than the patients, and the patients
did not experience the effectiveness of that change to
the extent that we had expected. We have some more
research and understanding to do there about how we
involve patients, carers and families in properly
understanding what integrated care means, because
there is a risk that a professional definition of it is not
necessarily what people feel and experience.
To link to Mr Tredinnick’s question, which was, “Is
the Department serious about this and are we putting
some effort into it?”, the fact that we ran the pilots,
that we have produced the evaluation and we have
now set up an integration policy unit within the
Department shows that we are very serious about
supporting this. It is interesting, as you go further into
the journey of doing it, that the evidence is not
necessarily what you would expect.
Let me add one further example, which I thought was
quite interesting. I was on a visit to Leicester a few
weeks ago with Sir Bob Kerslake, who runs the
Communities and Local Government Department. We
were at a GP’s surgery. In particular, we were looking
at the interface between social care and health. We
met some health and social care co-ordinators who do
this work. We said, “What is the thing that needs to
be sorted out?” It wasn’t structures or money, because
they could pool the budgets. They said one thing that,
perhaps, we all have not paid enough attention to—
the flow of information between social work
departments and general practice. They had actually
created a work-around, a safe space, where only a
handful of them could look at the information from
both sides. Their view was that if we addressed some
of the barriers there, which is a system issue that Bob
Kerslake and I brought back to our respective
Departments, we could make some rapid progress.
To sum up, this is quite a complex area. We need to
better understand what actually makes a difference for

patients and the public. Getting new insights on what
the barriers are and then being able to face them down
individually will be a strong way to make progress on
this agenda.

Q311 Chair: Valerie wants to come in. I think it
would be helpful to the Committee if we could have
a clearer view of the Department’s evolving thinking
on this. You have spent two years reorganising
management structures. How is the Department going
to carry forward and make real the words that it uses
about integration of the different bits of the health
service but are, in truth, of a health and care system,
bearing in mind Mike Farrar’s point about a care
system with a medical adjunct rather than a medical
system with a care adjunct? The Secretary of State
said that he was sympathetic to it, and I think many
others would be too.
Una O’Brien: Absolutely. There is one step. We set
out quite a lot of our thinking in the Care and Support
White Paper, which was back in the summer. The next
step we have committed to is to publish in the spring
a framework of more detailed thinking on the different
models for integrating care. Even at the level of
getting horizontal integration of health and care, there
are a number of challenges, without prejudice to a
whole other set of questions, which are very
interesting, such as the degree to which acute and
mental health services are now reaching out into the
community to form new pathways and new offers of
integration to commissioners. Everywhere I go in the
country on visits, in discussions with people in local
government—Health and Wellbeing Boards will be
key to driving this—and meeting clinicians in
communities, this is the subject that they want to talk
about. There is a lot of energy for it.

Q312 Valerie Vaz: What is the view from Torbay and
how they are fitting in with the CCGs?
Una O’Brien: Torbay—I think Shaun can help me—
is a care trust.
Shaun Gallagher: It has been a care trust; yes.
Una O’Brien: If you track the history of Torbay, it
has taken them a number of years to get to where they
are. What they have done is employ social workers
inside the care trust. This is the essence of their
success. Then they managed the means-tested
elements of social care in a very professional and
creditable way alongside an NHS service free at the
point of use. It is a huge success and it works for
them. It took a lot of effort and a number of years to
build it up.

Q313 Valerie Vaz: We have done a visit. How is it
going to fit in with the new architecture, because I
hear it is not doing terribly well with the new CCG?
Una O’Brien: I do not know the circumstances in
that particular locality, so forgive me if I am not able
to comment.
Shaun Gallagher: I can pick that up. The experience
from Torbay has often been cited as an exemplar for
good integrated working. It is absolutely true that it
has been and it was formulated as a care trust. The
interesting thing about care trusts is that, in a sense, it
was a previous effort to find a structural integrated
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solution to the issue. The learning that we have taken
from all of the time that we have looked at this, as the
Secretary of State said earlier, is that a single approach
is not the answer to how integration should work best
at local level. The benefits of the Torbay integrated
working remain. They have reformulated the way in
which their structures work at local level and their
partnerships are still strong, and I think they would
say that. We can certainly give further information to
the Committee about the work that we will be taking
forward. The two key things are, as has already been
said, that we have to make sure that this is not talking
about integration of structures, mergers of
organisations and all those sorts of things, which can
be distracting. This is about integration as experienced
by the person who needs support in their health and
care. It is how you bring organisations together in
what may be a variety of different ways to do that.
That has to be the definition.
The second point is that this will still be a local
activity. The Health and Wellbeing Boards and the
other duties and structures that flow from the Act will
support that. There is a requirement now for joint
health and wellbeing strategies and they require all the
health and care partners and Healthwatch to play into
them. It will be a local job, and I think we are seeing
that happen already. We need to look at what the
barriers and incentives may be at national and system
level and at what we can do. That can be our
contribution to the system to ensure that it happens.
That is the work Una referred to that will lead to a
publication by the spring.
It will definitely include two things. One will be: what
is the right kind of outcome measure that can be used
to define success in integrated care? It needs to be an
outcome measure that is about the experience of the
person. This was a recommendation that was made to
us by the Future Forum. We are doing work on how
we can build that into the outcomes frameworks
across all the three areas. The other is flow of
information, as Una said. One simple step on that
would be to move much more quickly towards local
authorities using the NHS number as the identifier for
patients. That is something we have been pushing for
a while but we need to take further steps. There are
information-governance questions as well as how
sharing of patient information can be made easier.

Q314 Dr Wollaston: Torbay is in my patch. It does
show that shared records made such a difference, and
with very close partnership working and reducing
unnecessary admissions, it has been very successful.
Interestingly, I met the mayor of Torbay and the teams
recently, and they say that because their budgets are
under such pressure they feel it is going to be
increasingly difficult for them to maintain some of
those structures. I wonder whether you have been
down to Torbay recently to discuss the particular
challenges they face, so that they can be supported
through continuing that.
Shaun Gallagher: I have not been to Torbay recently
to talk to them about that. I guess that a lot of the
conversation we have had so far this afternoon is
about how people need to respond to the financial
challenges that we will all face. I think one of the

things that this Committee would say is that closer
integration is part of the answer, rather than that the
financial challenge should mean they stop doing it.

Q315 Dr Wollaston: Sure. Do you see that holding
records online so that everybody can access them,
with the patient’s consent of course, will make this
simpler across the whole country rather than just
having a piecemeal approach?
Mr Hunt: Can I answer that because it is absolutely
vital? I would like that to be one of the big messages
that people take away from the mandate statement that
I made this morning. We have got to unbury that
project and do it in a different way, but it is absolutely
essential that we do it and that we do it in a way that
maintains the trust of the public. That is not a simple
or straightforward thing to do, but it is incredibly
important. A lot of the public concern over integration
is this sense that they are being shuffled from one
part of the system to another without the system really
knowing anything about them. A good digital record
that could follow you anywhere in the system that
anyone you chose to allow could see about you is an
absolute no brainer. It is not easy to get there. Lots of
work has to be done, but we have to go down this
path. The NHS has an opportunity to be a world leader
in making it happen.

Q316 Dr Wollaston: Do you envisage patients being
able to choose across the country which system they
use, if you go to a cloud system, or do you think that
it would have to be the same system within each area
and that would be decided by a particular area?
Mr Hunt: Our thinking is very much developing on
this point, so I would not like to say that we have
come to a firm conclusion. At the moment, the most
likely way we will do it is to base people’s records
around what their GPs currently hold about them and,
first of all, work out how to make that a more
complete record, so that it is a complete record of
what happens to them in the acute sector and what
happens to them in the social care sector, and then
work out how to make that portable and then make it
possible to take it to different GPs. What you will
need are different systems that are actually
compatible, and that is something that IT people
believe is entirely possible.
Chair: Valerie has another question and then I will
bring it back to money.

Q317 Valerie Vaz: My question is partly to do with
money. I was on the Public Accounts Committee
looking at the draft legislation on the public audit.
You will know that the Audit Commission is being
abolished. There is nothing from the Department of
Health on what structures you are putting in place. I
wondered when that is going to happen and why it did
not come before the Committee.
Mr Hunt: That is one for my trusty finance director.
Valerie Vaz: He was there.
Richard Douglas: It is 19 November. It is going
through cross-government clearance at the moment.

Q318 Valerie Vaz: It is for the Secretary of State. It
is not your problem, Mr Douglas.



cobber Pack: U PL: COE1 [E] Processed: [15-03-2013 16:09] Job: 026344 Unit: PG03
Source: /MILES/PKU/INPUT/026344/026344_o003_th_HC 651-iii corrected.xml

Ev 58 Health Committee: Evidence

13 November 2012 Rt Hon Jeremy Hunt MP, Una O'Brien CB, Richard Douglas CB and Shaun Gallagher

Richard Douglas: I think it is, actually.

Q319 Valerie Vaz: I wondered why the Department
was late with that.
Mr Hunt: I am afraid I don’t know the answer to that
but I will happily write to you.
Valerie Vaz: Thank you.

Q320 Chair: Can I bring it back to the hard
numbers? It seems to me that the Department and the
Government are getting themselves into a direction of
travel from which it is very hard to see how they can
reverse out. By the end of this spending period a
billion pounds of the NHS budget is going to be social
care spend, and nobody seriously believes that that is
going to come out of social care and come back into
the health service. The whole purpose of the
integration trend that we have just been discussing is
to rebalance resources into the community. As you
know, Secretary of State, this Committee has
canvassed the idea of single budgets, not as a perfect
solution and not in exactly the same way in every
locality. Do you accept that there is a sense in which
the Department is already operating a single budget,
because you operate an NHS budget, part of which is
allocated to social spending and is never going to be
recovered by the health service? Indeed, there is a
question mark as to whether it is properly scored as
health spending at all.
Mr Hunt: I accept that we are moving much closer to
thinking about health and social care holistically, and
it is right that we do. What we are really doing, I
think, is taking a responsible attitude to the challenges
in the adult social care sector because of the cuts that
they are facing. I am proud to say—I can say this
because it pre-dates me—that we are not taking the
attitude that we are going to wash our hands of it
because it is another sector’s problems but we are
actually thinking about the individuals involved.
The only thing I would say, where there are grounds
for optimism within the concern that you may be
expressing about the additional burdens on the NHS
budget, is that this integration that we are talking
about has huge potential for financial savings as well.
One of the tragedies of the lack of integration is how
incredibly inefficient it is. One of the things that we
are doing a lot of detailed work on at the moment is
to try and identify what savings are available, whether
savings are available and so on.

Q321 Chair: Please don’t misunderstand me. I am
not querying the extent to which the cash is being
allocated towards social care. Indeed, I suspect, as the
years go by, that unless there is a change of view
within the local government world, the pressure will
be for more NHS spending to be allocated in that way.
In truth, you are planning them as single systems. The
problem is that when you get to the local area, you
have a commissioner for primary care, a separate
commissioner for secondary care and a separate
commissioner for social care. If you are planning them
as a single system, which is, in truth, what they are,
do we not urgently need to get to the point where the
people who are responsible for the local process you
describe are running one process and not three?

Mr Hunt: That is exactly what we want to happen.
Una O’Brien: The bulk of the money for social care
still goes down through the local authority settlement.
Although we, exactly as the Secretary of State has
described, have sought both nationally and locally to
behave responsibly with patients and patients’
families in mind, through the economic pressures to
design systems to help people to handle those
pressures, there isn’t any suggestion that I am aware
of that we are looking at the fundamental tearing-up
of the original settlement that those responsibilities sit
with local government. Indeed, you would need very
significant legislation to change that.

Q322 Chair: The effect of constituting Health and
Wellbeing Boards with a role in the health service is
to re-import local government into NHS planning.
Una O’Brien: Precisely. Looking at it not from a
national position but from a local position, the degree
to which localities make use of that opportunity to
come together is yet to be seen. The framework of
joint strategic needs assessment, Health and Wellbeing
Boards, and joint strategy could be potentially hugely
powerful, not only in relation to joining up health and
social care and joint commissioning—a lot of
freedoms and flexibilities are there—but, even more
interestingly perhaps, in relation to some of the issues
to do with housing, recreation and support for people
to stay well, which local authorities have not
necessarily always come at in the past from a health-
minded perspective. Many of you will know what is
happening in your own Health and Wellbeing Boards
already, but it is interesting to see how integrated an
approach they are taking to these questions. We will
have to see what progress they make and whether it
makes a difference on the ground.

Q323 Chair: We had an interesting speculation from
Sir David Nicholson this morning about the concept
of prime contractor applied to this world and whether
that could be linked, in some cases at least, to the role
of the Health and Wellbeing Board.
Shaun Gallagher: Could I make a couple of points
on this? In response to the point that you made, Chair,
I would think, as Una was saying, that the local level
is further down that road than the national level. There
will always be a separate local government settlement.
Indeed, there is local council tax financing and so on.
It is not a merged budget by any means at this point.
At local level there is the potential, under the
legislation that is now in place, for people to go as far
as they feel able to through local agreement. Indeed,
some of the work around community budget whole-
area pilots is looking at that sort of situation.
If I could pick up on one point that you made about
the nature of health spending, all the NHS spending
to support social care is transferred at local level using
specific powers under the NHS legislation requiring
that it is spending on social care to support health; it
is only under that power that they are able to make
that transfer. Indeed, those powers have always been
there and there have been transfers that have operated
over the years at different levels. The legal
requirement is that that is the nature of the support
that goes into social care.
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Q324 Chair: I accept the clarification of the legal
base. It is the first time that a Chancellor has stood at
a Dispatch Box and announced that it was the plan
that NHS budgets should be used by a quantified
amount for social care to support health spending.

Mr Hunt: Or health outcomes.
Chair: Are there any other questions? Thank you
very much.
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Written evidence from the Department of Health (PEX 01)

1. NHS Efficiency Challenge

1.1 The plans being made by NHS bodies to enable them to meet the “Nicholson Challenge”

1. Despite more than £12.5 billion of increased funding over the current spending review period (2011–12
to 2014–15) the NHS will still face significant additional demand for services arising from demographic change,
public expectations and pressures to fund new technologies and drugs. To meet this challenge the NHS needs
to make up to £20 billion of efficiency savings by 2014–15.

2. The local NHS is best placed to identify the scale and scope of its financial challenge over the next four
years. They used 2010–11 to produce QIPP [quality, innovation, productivity and prevention] plans for making
savings while driving up or maintaining quality. The local plans were incorporated into strategic health
authority (SHA) integrated strategic operating plans that set out how each region will meet their own particular
challenge. These plans identified £17.4 billion of efficiency savings over the period. They were approved by
the Department of Health (“the Department”) in 2011–12 and published locally. The Department will also
contribute £1.5 billion of savings from budgets held centrally and by its arm’s-length bodies.

QIPP in 2011–12

3. The 2011–12 financial year was the first year that the NHS was required to start delivering on their
QIPP plans.

4. Primary care trusts (PCTs) reported total efficiency savings of £5.8 billion in 2011–12. The data were
published in1 The Year: NHS Chief Executive’s annual report 2011–12. Table 1 sets out the categories under
which QIPP savings were made broken down by SHA Cluster:

TABLE 1

Total 2011–12 QIPP SHA Cluster
Midlands & North of South of

London East England England
QIPP Category £m £m £m £m Total

Acute services 556 818 801 668 2,843
Ambulance services 8 27 23 16 74
Community services 112 122 88 141 463
Continuing healthcare 23 50 43 43 159
Mental health and learning 133 130 101 76 440
disabilities services
Non-NHS healthcare 37 29 50 41 157
(including reablement)
Prescribing 214 142 229 115 700
Primary care, dental, 59 126 117 115 417
pharmacy, ophthalmic
Specialised commissioning 56 57 72 70 255
Other 32 122 107 46 307
Total (£m) 1,230 1,623 1,631 1,331 5,815

5. While making these savings, key quality and access standards have been maintained or improved by
the NHS:

— Infection rates at their lowest since mandatory surveillance was introduced.

— Lowest ever level of patients waiting more than 18 weeks for their treatment and both standards
met each month.

— All ambulance trusts meeting their category A8 performance measure for the first time since
Call Connect was introduced.

— Nationally in 2011–12, performance measures on A&E, cancer care, dentistry and waiting times
were all met.

Plans for 2012–13 and beyond

6. During the 2012–13 planning round, assurances were sought from SHAs about the engagement and
sign up from emerging clinical commissioning groups (CCGs) to the proposed delivery plans, including the
QIPP elements.
1 NHS Chief Executive (2012) The Year: NHS Chief Executive’s annual report 201112

www.dh.gov.uk/health/files/2012/06/the-year-and-q4-June2012accessible-version.pdf
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7. In addition, Developing clinical commissioning groups: Towards authorisation2 highlights that CCGs
will also need to demonstrate they have a clear and credible plan for QIPP delivery and a track record for
delivering transformational change as part of the CCG authorisation process (domain 3). This was further
emphasised in the applicants guide to authorisation papers first published in April 2012.3

1.2 Sustainability of NHS efficiency savings

8. Figures outlining efficiency savings achieved by the NHS during the first quarter of the 2012–13 financial
year will be published by the Department in The Quarter 1: 2012–13. This reflects significant progress by the
NHS in rising to the challenge.

9. The strong NHS performance in 2011–12 provides firm foundations for sustained delivery over the next
three years, as the NHS continues to face ongoing challenges from rising demands for NHS services.

10. In 2011–12, QIPP savings were weighted towards central actions, including pay and administrative cost
reductions and local efficiency programmes. However, to meet the full QIPP challenge the NHS will need to
deliver transformational change through clinical service redesign in order to deliver further saving, quality and
productivity improvements over the remainder of the 2010 Spending Review period.

11. The Government has been clear that savings from transformational change will be weighted towards the
later years of the Spending Review to ensure that appropriate clinical leadership and local engagement takes
place. In 2012–13, the NHS needs to build on the progress made in delivering efficient organisations and start
to deliver transformational change while maintaining the gains already made.

12. However, the challenges to deliver better value for money and deliver care more effectively and in
different settings will not come to an end in 2014–15. This suggests that a focus on quality, innovation,
productivity and prevention will become the way the service is managed for the foreseeable future.

13. In 2012–13, the Department is collecting information from SHA cluster-assured PCT cluster milestone
trackers. They contain information on 5 to 7 key transformational initiatives that represent a meaningful amount
of planned savings.

14. The trackers provide a framework where, for each initiative, PCT clusters can set out the specific goals
and provide information on the impact of the initiative in terms of quality, planned savings and impact on key
performance indicators.

15. SHA clusters use the milestone tracker returns in conjunction with actual finance performance and
activity data to assure the overall delivery of QIPP.

QIPP 2013–14 and beyond

16. A draft mandate for the NHS Commissioning Board, setting out the core objectives for improving health
and healthcare, was published on 4 July 2012 for consultation. This included a specific objective on ensuring
delivery of efficiency QIPP savings to maintain or improve quality. Consultation responses are now being
considered and a final mandate will be issued in due course.

17. It will be a matter for the NHS Commissioning Board to determine how to monitor and assure delivery
and performance for QIPP from 2013–14, while maintaining performance and access standards.

1.3 Redesign of NHS services

18. The Department has established a website with NHS Evidence to collect and disseminate evidence-based
and peer-reviewed examples of approaches to service changes that could significantly improve the quality and
productivity of NHS services. This collection has grown and now includes over 100 case studies, a number of
which demonstrate how the NHS is transforming the way they deliver care on both a small and large scale at
a local and regional level, for example:

— A number of district hospitals across the country have created multi-disciplinary Alcohol Care
teams, led by a consultant with designated sessions, who collaborate across hospitals and
primary care to develop a coordinated alcohol treatment and prevention programme. By
integrating services between primary and secondary care, and moving treatment into community
settings where appropriate, significant reductions in admissions have been reported across
participating sites with anticipated savings of £1.6 million for a district hospital.

2 Department of Health (2011) Developing clinical commissioning groups: Towards authorisation
www.dh.gov.uk/prod_consum_dh/groups/dh_digitalassets/documents/digitalasset/dh_130318.pdf

3 www.commissioningboard.nhs.uk/resources/resources-for-ccgs/auth/
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— The Royal Cornwall Hospitals NHS Trust moved administration of intravenous iron for patients
with Chronic Kidney Disease (CKD) out of an acute setting into the community. Moving care
closer to the patients’ home reduced patient journey times, transport costs, the risk of hospital-
acquired infections and travel-related injuries. At the same time, the initiative also improved
patient comfort and satisfaction. Savings were delivered through a reduction in hospital visits.
The initiative can be replicated within 12 months, generating savings of up to £29,000 per
100,000 population.

— The Stroke REACH Early Discharge Scheme (Stroke REDS) is a model that was jointly
commissioned by NHS Camden and the London Borough of Camden. The initiative expanded
an existing community rehabilitation team and identified practical ways to improve quality,
safety and productivity which teams can adopt and adapt to help meet local demands while
supporting NHS reforms to integrate services. Central to the scheme is a specialist multi-
disciplinary team and an “in-reach” model that enables a seamless transfer of care from hospital
to a patient’s home. Savings of £83,000 per 100,000 population can be achieved through
reduction in an average of 10 non-elective bed days and reducing ongoing dependence on social
care packages by an average of 19 hours each week.

— A whole system redesign of London’s stroke services has seen the development of a network
of eight hyper acute stroke units (specialist stroke units). Since this reconfiguration, London
now reports a significant improvement in stroke survival, and higher survival rates from stroke
compared with the rest of England. A preliminary analysis of the impact suggests that, at 90
days after stroke has occurred, the new configuration of services reduces deaths by about 100
each year, an increase in Quality Adjusted Life Years of 86, and a reduces costs by around £3.5
million each year.

19. At a national level the Department has also aided the NHS to achieve transformational change:

— The Urgent Care Clinical Dashboard provides GPs with real-time data on their patients’ use of
A&E services and are locally-driven and clinically-led. Each displays local unscheduled care
activity in a secure, user-friendly dashboard, configured to reflect local priorities. Originally
piloted at NHS Bolton, dashboards are now live in 32 NHS organisations spread throughout
England. The dashboards are live in over a thousand GP practices, covering a patient population
of around 6.3 million. To date, benefits realised at dashboard sites have included reductions in
A&E attendances and non-elective admissions, earlier supported discharge, and increased
visibility of a range of information relating to urgent care and enabling the provision of more
proactive care. A recent pilot in Bolton of an initiative to follow up hospital discharges within
48 hours (enabled by the dashboard) has shown substantial reductions in readmissions within
both 24 and 48 hours, and attracted positive patient feedback.

— The QIPP long-term conditions national work stream is in the process of testing, refining and
implementing a Year Of Care (YOC) funding approach to long-term conditions. It will be a
risk-adjusted, capitated model for people with long-term conditions. This is to recognise that
people with a long-term condition on the whole have more than one condition and need to be
managed in a more integrated way, with greater emphasis on preventative support and care in
the community, which in turn may avoid admission to hospital. The YOC is being tested with
seven early implementer sites.

Service redesign and NHS reforms

20. The reforms offer significant additional opportunities to support the NHS in its efforts to realise the
improvements in quality and efficiency. For example, in the short term the reforms allow more money to reach
the front line where it can be used to care directly for patients with less being used for administration. In the
medium term, by giving clinicians an even greater role and freedoms to design local services, they will help
to ensure that patients get the care they need as quickly and conveniently as possible.

21. CCGs will have the flexibility to collaborate with each other, providers, local government and with the
NHS Commissioning Board in making decisions about the redesign of services. CCGs will work with provider
organisations from the outset to enable them to plan for the necessary changes. In planning services, CCGs
will need to consider how best to secure the highest quality for their local population within available resources.
This includes working closely with providers and separately, health and wellbeing boards and local
HealthWatch to ensure that plans are aligned with the local needs assessments, and have effectively engaged
patients and local communities.

22. The Health and Social Care Act 2012 helps to ensure that the redesign and reconfiguration of services
is locally-led by underpinning commissioning decisions with clinical insight through the establishment of
CCGs. Clinically-led commissioning will give GPs, working with their clinical partners across primary,
secondary and community care, the ability to plan and design services that will deliver the best possible health
outcomes within available resources.
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Improvement in the NHS

23. It is recognised that there needs to be a key focus from the NHS Commissioning Board in terms of
support for transformational change at scale and pace as a means of improving outcomes in line with priorities
of the Commissioning Board’s key domains. There will be a number of levers for this, including, for example:

— Approach and focus on transformation within the NHS Commissioning Board structure.

— Embedding the NHS Change Model.

— Establishment of a new improvement body as a key delivery partner whose remit will include
improvement activities.

24. In addition, in December 2011, the NHS Chief Executive published Innovation Health and Wealth
(IHW),4 which sets out a delivery agenda for spreading innovation at pace and scale throughout the NHS. It
recommends a number of actions that should deliver significant improvements in the quality and value of care
delivered in the NHS. They are designed as an integrated set of measures that together will support the NHS
in achieving a systematic and profound change in the way it operates. The actions are grouped under eight
key themes:

— We should reduce variation in the NHS, and drive greater compliance with NICE guidance.

— Working with industry, we should develop and publish better innovation uptake metrics, and
more accessible evidence and information about new ideas.

— We should establish a more systematic delivery mechanism for diffusion and collaboration
within the NHS by building strong cross-boundary networks.

— We should align organisational, financial and personal incentives and investment to reward and
encourage innovation.

— We should improve arrangements for procurement in the NHS to drive up quality and value
and to make the NHS a better place to do business.

— We should bring about a major shift in culture within the NHS, and develop our people by
“hard wiring” innovation into training and education for managers and clinicians.

— We should strengthen leadership in innovation at all levels of the NHS, set clearer priorities for
innovation, and sharpen local accountability.

— We should identify and mandate the adoption of high impact innovations in the NHS.

25. NHS organisations were asked to make an immediate start by developing plans in local areas to deliver
against this ambitious agenda. Implementation on all eight themes is underway, with a particular focus on the
“High Impact Innovations” identified in IHW. From April 2013, compliance with the high-impact innovations
will become a pre-qualification requirement for CQUIN.

26. The Department has also launched www.innovation.nhs.uk, where implementation guidance and support
for each of the innovations can be found. The website allows users to learn about the innovations, read case
studies, access support to help with implementation, including procurement, help with business cases
development and service redesign, benchmark performance, share their experiences, score others’ case studies
and develop ideas and online communities. The website discussion forums enable innovators from the NHS,
public, private, academic, scientific and business communities to get in touch, share ideas, and post details of
their own innovations.

1.4 The prospects for the long-term viability of NHS Trusts and NHS Foundation Trusts given (a) the 2010
spending review settlement and (b) financial commitments incurred under the Private Finance Initiative

27. The NHS is in a strong overall financial position and ended 2011–12 with an overall surplus of £1,587
million and NHS trusts (excluding foundation trusts (FTs)) reported an overall year-end surplus of £45 million
in their final accounts for 2011–12.

28. The overall year-end surplus of £1.6 billion in 2011–12 will help to ensure funds are available for
improving quality and meeting demands during transition to the new health system, so that the NHS is in the
best position as it moves forward to the new landscape.

29. While the overall NHS financial position remains healthy, the Department will continue to focus on the
small number of organisations struggling to manage their finances.

30. Some NHS trusts face financial challenges to become viable and meet the requirements to achieve FT
status. For these, the Department is working with SHAs to determine where the actions required are not
deliverable within the local health economy and where national solutions may be required to support the
establishment of an all FT landscape.

31. The Operating Framework for the NHS in England 2011–125 stated that: “NHS trust operating deficits
will only be accepted where this is part of a planned recovery path agreed with the SHA and the Department.”
4 Department of Health (2011) Innovation Health and Wealth: Accelerating adoption and diffusion in the NHS

www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_131299
5 Department of Health (2010) The Operating Framework for the NHS in England 201112

www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_122738



cobber Pack: U PL: COE1 [E] Processed: [15-03-2013 16:10] Job: 026344 Unit: PG04
Source: /MILES/PKU/INPUT/026344/026344_w012_odeth_01C PEX - DoH 2012-13 QIPP savings.xml

Ev 64 Health Committee: Evidence

32. The 2012–13 framework6 states that: “NHS trusts are expected to plan for a surplus consistent with
their NHS Foundation Trust pipeline plan and their Tripartite Formal Agreements. Breakeven or operating
deficit plans will only be countenanced where an NHS trust is in formal recovery, it has been agreed with its
SHA cluster, and it is consistent with the TFA.”

Sustainability of NHS trusts through achievement of FT status

33. There is now a clear objective for all the remaining NHS trusts to become established as sustainable
providers of high-quality healthcare services and move forward to FT status. The expectation is that the vast
majority will achieve FT status by April 2014 on their own, as part of an existing FT or in another
organisational form. To support this delivery, work is underway to fully understand and resolve all the issues
that the remaining NHS trusts need to address to be able to demonstrate clinical and financial viability, and
meet the requirements needed to achieve FT status. Currently around 60% of eligible organisations have
achieved FT status.

34. The NHS Trust Development Authority (NTDA) will play a vital role in laying the foundations for the
new health and social care system. From April 2013, it will provide oversight, support and performance
management for all 103 remaining NHS trusts that have not yet reached FT status, to support them in the
delivery of high quality and sustainable services for patients.

Impact of PFI schemes on establishment of a sustainable NHS provider landscape

35. Of the remaining NHS trusts, six have been identified as eligible for funding support that totalled £1.5
billion. This has been made available to address the affordability of these PFI schemes over their contract
period. These organisations were determined following a wider review of those NHS trusts where affordability
of PFI schemes was considered as preventing them from achieving financial sustainability. The six eligible
NHS trusts are:

— St Helens & Knowsley NHS Trust.

— Maidstone & Tunbridge Wells NHS Trust.

— Dartford & Gravesham NHS Trust.

— North Cumbria University Hospital NHS Trust.

— Barking Havering & Redbridge NHS Trust.

— South London Healthcare NHS Trust.

36 Alongside this outcome, the wider review also concluded that for all these six NHS trusts, PFI was not
the only issue affecting the financial viability and, for most, additional measures within their control or within
the control of local health economies would need to be enacted before financial sustainability could be restored.

37 The wider review also concluded that one existing FT also met the economic criteria for funding:

— Peterborough & Stamford Hospitals NHS Foundation Trust

38 The funding for these organisations will only be made available subject to each organisation meeting the
following four tests:

— Test 1—the problems they face should be exceptional and beyond those faced by other
organisations.

— Test 2—they must be able to show that the problems they face are historic and that they have
a clear plan to manage their resources in the future.

— Test 3—they must show that they are delivering high levels of annual productivity savings.

— Test 4—they must deliver clinically viable, high-quality services, including delivering low
waiting times and other performance measures.

39. The work in relation to meeting these four tests and confirming the arrangements for this funding for
each organisation is ongoing. It is anticipated that the funding identified will be paid over the lifetime of each
of the eligible PFI schemes.

40. The Government has confirmed it remains committed to Public Private Partnerships (PPP) continuing to
play an important role in delivering Britain’s future infrastructure. However, given the difficulties with PFI
explained previously, the Department is proceeding with just a small number of schemes under the current PFI
model. To these though the Department is now applying new, stricter approval tests under which trusts must
show how they will live within Monitor’s compliance and prudential borrowing ratios for their schemes to
be approved.
6 Department of Health (2011) The Operating Framework for the NHS in England 201213

www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_131360
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Future arrangements for PFI

41. The Government announced in November 2011 the intention for a complete reform of the current PFI
model. In a “call for evidence” all interested parties were asked to bring forward proposals for a new approach
in using the private sector in the delivery of public assets. A report on these proposals is expected in autumn
2012.

2. Social Care Services

2.1 The impact on the provision of adult social care of the 2010 spending review settlement

42. At the 2010 Spending Review, the Government allocated an additional £7.2 billion over four years (from
2011–12 to 2014–15) for adult social care—in the context of a challenging local government settlement the
Department’s assessment is that this funding provides the resources for local authorities to protect access
to care.

43. This assessment was broadly corroborated in a report from the King’s Fund7—Social care funding and
the NHS—which showed that even in its worst case scenario, local authorities will need to find efficiency
savings of only 3.5% each year to meet the demand pressures on the system. In its other scenarios, the level
of efficiency required was significantly lower.

44. The Government’s recent White Paper,8 Caring for our future: reforming care and support, announced
further resources: £300 million over two years from the NHS to support better integrated care, and £200 million
over five years for specialised housing for older and disabled people.

45. It is for local authorities to choose how best to use their available funding, not for Whitehall to prescribe
how their funding should be used. The latest available data from local authorities suggests that spending on
adult social care is budgeted to fall by around £350 million in 2012–13 compared with 2011–12—a reduction
of 2%.

46. However, the recently published ADASS [Association of Directors of Adult Social Services] Budget
Survey shows that local authorities are rising to the challenge of reduced spending by improving efficiency
and spending money more wisely. It shows that local authorities have identified savings of £1.89 billion since
2010–11, mostly by getting better value for local taxpayer’s money rather than reducing services.

47. A small number of local authorities are however cutting services or tightening eligibility. These
authorities will have to justify their decisions to the communities they serve. However, compared with last
year, the extent of the service reductions has halved (from £226 million to £113 million)—suggesting that local
authorities are becoming increasingly good at spending their resources as wisely as possible.

2.2 The impact on NHS plans of decisions currently being made by local authorities

48. Effective partnership working and integration are key enablers in delivering improved care both within
the NHS and social care.

49. The Department has put in place practical measures to support social care services, in the context of a
challenging local government settlement, and to encourage improved joint working between PCTs and local
authorities. In 2012–13, £622 million has been allocated to PCTs to transfer to local authorities to support
social care services that also benefit health and support health outcomes. This comes on top of £648 million
provided last year. Evidence from PCTs and local authorities suggests that this funding is helping to reduce
the pressure on social care services, and support preventative services such as reablement, intermediate care,
telecare and crisis response, which can help to reduce the pressures on NHS services.

50. A further £300 million has been allocated to PCTs this year for the development of post-discharge
support and reablement services. Investing in reablement should improve people’s outcomes—supporting their
independence, reducing unnecessary hospital admissions and easing hospital discharges. Preventing people’s
needs from escalating is designed to help reduce the costs of intensive care packages and maximise
independence.

51. Health and wellbeing boards will be a forum for local commissioners across the NHS, public health and
social care, (including elected representatives and representatives of local Healthwatch) to form an agreed view
of the needs and priorities for their area through a Joint Strategic Needs Assessment (JSNA) and a Joint Health
and Wellbeing Strategy (JHWS). Individual commissioning plans will need to have regard to JSNAs and
JHWSs and the board will actively promote joint commissioning and integrated provision. Therefore, in the
future, decisions taken by local authorities that impact on NHS plans will be based on a holistic view of the
local health and care system agreed between both partners.
7 King’s Fund (2011) Social care funding and the NHS

www.kingsfund.org.uk/publications/social-care-funding-and-nhs
8 HM Government (2012) Caring for our future: reforming care and support (Cm 8378)

www.dh.gov.uk/health/2012/07/careandsupportwhitepaper/
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52. There is no clear evidence that NHS services have been adversely affected by spending decisions taken
by local authorities. There has been an overall reduction in the numbers of delayed transfers of care since
2010–11, and the proportion of delays attributable to social care has also fallen.

2.3 The ability of local authorities to make the necessary efficiency savings

53. The Local Government Association (LGA) and ADASS both suggested, in their Spending Review
submissions to Government, that efficiencies of 3% each year were achievable in social care. The Department
agrees broadly with this analysis.

54. It is the responsibility of local authorities and the local government sector to deliver these savings. The
Department is supporting the LGA’s Adult Social Care Efficiency Programme, which is working with 57 local
authorities to develop evidence on how to deliver savings in adult social care for the benefit of all local
authorities. Projects within the programme cover a range of themes including:

— whole systems efficiency approaches;

— domiciliary care;

— learning disability services;

— working with health;

— preventative services/early intervention;

— reablement and recovery;

— telecare; and

— market management/commissioning.

55 Data from the Budget Survey published by the ADASS shows that local authorities are rising to the
challenge of reducing spending by improving efficiency and spending money more wisely. According to the
survey, local authorities have identified savings of £1.89 billion since 2010–11, mostly by getting better value
for local taxpayer’s money rather than reducing services. In 2012–13, 77% of the savings that local authorities
are planning to make in adult social care will come from efficiency and service redesign, rather than increased
charges or service reductions.

56 Some examples of the savings made by local authorities include:

— Dorset: Re-ablement: Dorset has invested £1.6 million in reablement and are expecting to make
savings of £3 million each year by the third year of implementation, by helping people to regain
their independence at home after a crisis. The service is available for both people who would
have been eligible for local authority funding, and those who would have paid for their own
care. This means it provides the benefit of greater confidence and independence for everyone,
as well as significantly reducing the likelihood of re-admissions to hospital after discharge.
Dorset have told us that half of the people going through the service have needed no ongoing
care and a further 25% have needed reduced care.

— Derby City Council: The council is helping people with learning disabilities to move to a home
of their own. It is working across adult social care and housing to support people with learning
disabilities to move from residential care into a home of their own with a person centred plan.
The council plans to support 30 people with learning disabilities each year to move into a home
of their own.

— Hartlepool’s Connected Care service: Connected Care was designed by local people and uses
existing community resources to provide, among other things, information and advice, a Time
Bank and a home Handyperson Service. Hartlepool have told us that this approach is enabling
more people to remain independent within existing budgets.

2.4 The use of the additional funding for social care being made available through the NHS budget

57. The Government allocated £648 million last year to PCTs, to transfer to local authorities for spending
on social care services that also benefitted the health system. The Department collected data from PCTs in
September 2011, to understand how the transfer was progressing and how it had been used.

58. The returns from PCTs showed that they planned to transfer £642 million of the £648 million made
available in 2011–12. Following the survey, the Department followed up the £6 million that was not agreed
and sought assurances that plans were in place to reach an agreed position.

59. Arrangements for the transfer appear to be working well, and the funding is already flowing through to
local authorities. Feedback from both PCTs and local authorities has been positive, with many areas stating
that the funding transfer has stimulated greater cooperation and joint planning.

60. PCTs were asked how they and their local authority partners intended to use the funding. Around 18%
of the funding was used for “maintaining eligibility criteria”—this suggests the funding was used for general
social care capacity to ensure that demand could continue to be met.
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61. However, there is also evidence that the funding has been used to ensure specific prevention and
rehabilitation capacity in councils has been maintained. “Reablement services” account for a further 18% of
the transfer, intermediate care accounts for 10%, early supported hospital discharge schemes 8% and integrated
crisis response a further 8%. The Department is pleased that PCTs and local authorities have prioritised this
upstream investment, in order to help delay or prevent downstream costs to both systems.

62. Full details on how PCTs and local authorities reported using the funding is in table 2:

TABLE 2

Category Transfer (£’000) % of total
allocated

Re-ablement services 117,425 18%
Maintaining eligibility criteria 115,945 18%
Other services 86,912 14%
Other preventative services 67,241 10%
Bed-based intermediate care services 61,185 10%
Early supported hospital discharge schemes 51,051 8%
Integrated crisis and rapid response services 50,524 8%
Community equipment and adaptations 31,771 5%
Mental health services 31,004 5%
Telecare 28,696 4%
Total allocation 641,753 100%

3. Integration of Health and Social Care Services

3.1 Progress on making efficiencies through the integration of health and social care services

63. The new architecture has been designed to support delivery of the Government’s three key objectives
of: better health outcomes; improved patient experience; and better value for money. Health and social care
integration can and must support delivery of all three.

64. The King’s Fund report for the NHS Future Forum,9 A report to the Department of Health and the
NHS Future Forum—Integrated care for patients and populations: Improving outcomes by working together
recognised that to address the QIPP challenge a “ . . . major shift [ie towards integrated services] would be
required.” The King’s Fund noted that, “ . . . the complexity of integrated care, along with the difficulty of
assigning costs to processes and outcomes delivered at a local level, make economic evaluation difficult
(Vondeling, 2004). Integrated care is complex and an assessment of its success is likely to be limited by the
resources available.”

65. The Care and Support White Paper recognises that robust evidence as to the effectiveness of specific
schemes that the NHS or the NHS and local authorities have put in place is, on the whole weak. That is why
the Department committed to “ . . . sharing the tools and innovations that promote integrated care . . . and
making evidence-based integrated care and support the norm over the next five years.” This is, on balance,
most recently supported by the independent evaluation of the Integrated Care Pilots,10 which looked at 16
sites across England who undertook different ways of integrating care. While the evaluation did not point
towards a significant efficiency dividend from integrated care, this does not mean that better integration could
not deliver greater efficiencies—as the King’s Fund has noted, “Integrated care must be given sufficient time
to embed locally, with strong leadership and sustained project management, before significant benefits to
individual service users can be demonstrated.” Too often the initiatives are short-term and are not given enough
time to find out if they work.

66. The Whole Place Community Budget pilots are exploring how they could integrate care by working
together across the NHS and local government. The pilots are preparing business cases by the end of October
2012, with the intention that these are implemented from April 2013. This could potentially result in new
evidence around integration, its impact and outcomes.

67. Recent studies from the Future Forum, the King’s Fund, Nuffield Trust, as well as the Caring for our
future listening exercise, have all shown that while fragmented care is still a problem, there are no easy answers
or “silver bullet” to address the challenges of providing integrated care.

68. The Department is taking action on a number of fronts to “take integration further”:

— The Health and Social Care Act 2012 already provides a legislative framework to support
integration, with a number of duties on the reformed system.

9 King’s Fund (2012) A report to the Department of Health and the NHS Future Forum—Integrated care for patients and
populations: Improving outcomes by working together
www.kingsfund.org.uk/publications/integrated-care-patients-and-populations-improving-outcomes-working-together

10 Ernst & Young, RAND Europe and the University of Cambridge (2012) National Evaluation of the Department of Health’s
Integrated Care Pilots
www.dh.gov.uk/health/2012/03/report-on-evaluation-of-integrated-care-pilots/
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— From 2013, health and wellbeing boards will drive the integration of services across
communities. They will assess the health, care and wider wellbeing needs of their communities
through a JSNA and will use these to develop a set of priorities (a JHWS). Decisions made by
different organisations and departments will be more joined up leading to improved services
and efficiency.

— New duties of cooperation and integration between health, social care and wider government
agencies are also contained in the draft Care and Support Bill.

— The Department is exploring opportunities in the NHS Constitution to promote and reinforce
integration.

— The draft Mandate, which sets out the objectives for the NHS Commissioning Board in
improving health and healthcare, seeks to ensure that the new commissioning system supports
integration particularly for people with “…complex, long term needs.”

— The Care and Support White Paper sets out in one place for the first time the Government’s
commitment to actively supporting better joint working and integrated care to improve
outcomes, user experience and value for money. The White Paper commits the Department to
“Taking Integration Further”. For example, later in 2012–13 the Government will publish a
framework, co-produced with partners across the new health and care system (NHS
Commissioning Board, Monitor and the LGA), that will support the removal of barriers to
making evidence-based integrated care the norm over the next five years, as well as developing
system leadership, alignment and joined-up government.

— The 2010 Spending Review promoted further integration of health with social care by
transferring funding from health to be spent on measures that support social care, which also
benefit health. This funding will be up to £1 billion in 2014–15. In the Care and Support White
Paper, the Department announced a further £300 million over and above the funding set out at
the Spending Review for the period 2013–15. The new funding will further support and promote
more joint working between health and social care. This will enable local areas to transform
their services and to deliver better integrated care that saves money across the two systems.

— The Community Budget pilots, which give local public service partners the freedom to work
together to redesign services around the needs of citizens (in particular health and social care
services), will help inform the evidence base for integration. Currently, £42 billion is spent
annually on public services across the four pilot areas. All demonstrate commitment to further
integration in the way that health and social care are delivered locally, in order to obtain
optimum outcomes for citizens within available resources.

69 Some examples of the Community Budgets pilots include:

— The Community Budget Pilot in Essex: Public service authorities in Greater Essex collectively
spend around £3.1 billion on health and wellbeing services. The challenge for the future is to
achieve better outcomes for the populations they serve and reducing demand for public services
while spending less. From April 2013 there will be:

— Eight NHS bodies commissioning health services

— Seven clinical commissioning groups (CCGs).

— NHS Commissioning Board (Special Health Authority) Local Area Team for Essex.

— One upper-tier local authority commissioning public health, adult social care and children’s
services—Essex County Council.

— Two unitary authorities commissioning public health, adult social care, children’s services
and housing—Southend Borough Council and Thurrock Council.

— 12 City/District and Borough Councils commissioning housing services.

They are planning to create a joint commissioning framework across the three upper local
authorities, six CCGs and 12 district councils reporting in to the appropriate health and
wellbeing boards.

— The Community Budget pilot in Tri- Borough (Hammersmith and Fulham, Kensington and
Chelsea and Westminster): The community budget pilot is involving the 3 local authorities, 3
CCGs, NHS London, and all the main acute hospital, mental health and community NHS
providers for the area. They have recognised that to make the best use of the resources available
to them, and to ensure a jointly planned approach to the need to reduce acute capacity and
increase community capacity they need to work together.

The community budget pilot proposals are based on a shared data base of NHS and social care
activity ( a shared data warehouse), and a risk stratification model which allows a detailed
understanding of where costs are greatest at present, and informs planned changes in activity
to meet more needs in community settings.

The partners are looking to create a new model for joint commissioning and integrated
commissioning which incentivises the right behaviour by all partners and staff.
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4. NHS Modernisation

4.1 The cost of the continuing reorganisation of NHS structures in line with the provisions of the Health and
Social Care Act 2012

70. The Government’s estimates of the costs and benefits of implementing those policies in the Health and
Social Care Act 2012 that required legislation were contained in the Impact Assessment published in September
2011. These estimates reflected the changes that the Government made to its proposals following the listening
exercise and the report of the NHS Future Forum.

71. The plan is still on target to reduce the costs of bureaucracy in the NHS by one-third over this Parliament,
with savings of £1.5 billion available for reinvestment in front line services every year from 2014.

72. The publication of financial accounts for 2012–13 and 2013–14 will provide an opportunity to update
the costs and savings comprehensively.

October 2012

Further written evidence from the Department of Health (PEX 01A)

NHS Modernisation

The cost of the continuing reorganisation of NHS structures in line with the provisions of the Health and
Social Care Act 2012

The Government’s estimates of the costs and benefits of implementing those policies in the Health and
Social Care Act 2012 that required legislation were contained in the Impact Assessment published in September
2011. These estimates reflected the changes that the Government made to its proposals following the listening
exercise and the report of the NHS Future Forum.

Table 3 compares the latest forecast of costs with the estimates made in the Impact Assessment. For
completeness, the figures include some costs (estimated at £127 million in total) that were excluded from the
Impact Assessment either because they were out of scope (eg they related to measures not requiring legislation)
or because they were redacted (eg because they were commercially sensitive).

TABLE 3

£ billion (2010–11 prices) Impact Assessment Current forecast

Transition costs £1.1bn-£1.6bn £1.5bn-£1.6bn
Annual benefits from 2014–15 £1.5bn £1.5bn
Cumulative benefits 2010–11 to 2014–15 £4.5bn £5.5bn

For comparability with the impact assessment, all the figures above are stated using 2010–11 prices.

In the Impact Assessment, within the full range of costs above, the most likely forecast for transition costs
was given as £1.2 billion to £1.3 billion.

In the impact assessment, long-term annual savings arising from the changes were estimated at £1.5 billion
per year from 2014–15 onwards. Gross savings over the transition period (2010–11 to 2014–15) were estimated
at £4.5 billion. Annual savings are still expected to be £1.5 billion from 2014–15 but the cumulative savings
over the transition period are now forecast to be £1 billion higher, at £5.5 billion.

The Department now expects redundancy costs to be around £630 million, which is £360 million lower than
the highest estimate in the impact assessment and some £180 million lower than the most likely estimate.

18 October 2012

Supplementary written evidence from the Department of Health (PEX 01B)

1 NHS Efficiency Challenge

1.1 Explanation of the methodology that lies behind the £5.8 billion efficiency saving in 2011–12, and what
the £5.8 billion figure is measuring (Q124 to 129 and Q225)

1. The Quality, Innovation, Productivity and Prevention (QIPP) challenge requires the NHS to make up to
£20 billion of efficiency savings by 2014–15, to invest in meeting future service demands and the cost of
development in drugs and medical technologies.

2. QIPP is a locally-led initiative to design and implement efficiency plans to deliver financially sustainable
services, releasing savings to re-invest in frontline care to improve service quality and improve outcomes
for patients.
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Monitoring QIPP delivery

3. The Department monitors QIPP delivery in two complementary ways:

— Returns from primary care trusts (PCTs), reporting QIPP savings as approved by PCT chief
executives.

— Top-down assessment using triangulation of existing information.

4. Both are used and described in Table 1 to give a more granular breakdown of the £5.8 billion saving.

Sustainable change

5. The specific £1,867 million of savings under tariff covering agency, sickness absence, drift, productivity
and medicines administered in hospital are recurrent savings, so long as performance does not slip back to
previous levels, ie a reduction of £240 million in agency will save £240 million next year unless agency spend
starts to rise again in 2012–13. In fact, the intention is to reduce agency still further in 2012–13.

6. Similarly, the savings from demand management, administration costs, pay freeze, prescribing, primary
care, dental and ophthalmic services are recurrent. Taken together these amount to 85% of all savings. If only
half of the savings flagged in other categories are recurrent, 92% of total savings are recurrent.

Transformational change

7. NHS performance in 2011–12 was strong, with savings delivered through central actions on pay,
administration savings and on improvements in organisational efficiency, levered through the tariff. The NHS
always recognised that, in order to sustain the pace of progress, savings in the later years of the QIPP period
will need to be increasingly focussed on service transformation.
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2.NHS Funding

2.1 For both 2010–11 and 2011–12 what was the announced budget; what was the actual spend (capital and
revenue); and how much of the under spend of the announced capital and revenue budgets was available to
be carried forward? Who decides on the levels of carry forward? (Q144 to 158)

8. The Department’s total underspend for 2010–11 and 2011–12 against Departmental Expenditure Limits
(DEL) is £3.2 billion as summarised in Table 2.

TABLE 2

Final Budget Final Under/ Under/
£m Outturn (over) (over)

£m spend spend
£m %

Revenue DEL 2010–11 101.4 100.3 1.1 1.1%
Capital DEL 2010–11 4.9 4.2 0.7 15.1%
Total 106.3 104.4 1.8 1.7%
Revenue DEL 2011–12 102.4 101.6 0.8 0.8%
Capital DEL 2011–12 4.4 3.8 0.6 13.0%
Total 106.8 105.4 1.4 1.3%
Total Revenue & Capital DEL 2010–11 & 213.1 209.8 3.2 1.5%
2011–12

9. Government departments have an absolute requirement to manage expenditure within the financial controls
set by HM Treasury and voted upon by Parliament.

10. For the Department of Health, this means that the net expenditure outturn of around 400 organisations
must be contained within revenue and capital expenditure limits. It is prudent to plan for a modest underspend
to mitigate against unexpected cost pressures, whilst balancing at the same time against excessive underspends.

11. The forecast outturn is monitored throughout the year with a view to meeting this objective. To coincide
with HM Treasury’s budget exchange timescales (around three-quarters of the way through 2011–12), the
Department decided that the likely underspend was more than was needed to provide a prudent contingency,
so it transferred £316 million from 2011–12 budgets into 2012–13. This was the first year of this scheme.

12. Given the size and complexity of the Department and the NHS, the Department believes that an
underspend of around 1.5% is consistent with an appropriate level of prudent financial management.

13. The average annual Department of Health underspend in the three years prior to 2010–11 was around
£2 billion.

2.2 NHS tariff system: the planned future development in tariff structure and responsibilities for design and
implementation (Q231)

14. The Government’s priorities for the development of the payment system for 2013–14 include a further
expansion in the scope of services covered by payment by results (PbR) tariffs and currencies, basing more
payments on the cost of best practice models of care rather than average cost, and introducing more tariffs
which cover “pathways” of care.

15. The Department is also continuing to set tariffs which promote the provision of care closer to home and
reduced lengths of stay in hospital, where clinically appropriate.

16. The Department of Health leads on tariff arrangements for 2013–14, in consultation with Monitor and
the NHS Commissioning Board. Beyond the 2013–14 tariff, Monitor and the NHS Commissioning Board will
have responsibility for currency design and price setting and they will be issuing further information in due
course on their approach to their new roles.

2.3 HM Treasury financial rules on under spending and how these apply to the Department of Health, NHS
Commissioning Board and NHS providers (NHS trusts and foundation trusts) (Q250 to 261)

Budgetary controls

17. Departmental budgets set as part of Spending Reviews are known as Departmental Expenditure Limits
(DELs). All government departments are required to contain expenditure within these limits.

18. The department’s DEL covers the revenue and capital expenditure of all Department of Health bodies
classified as “Central Government” by the Office for National Statistics. For this department, this includes:
primary care trusts, strategic health authorities, the NHS Commissioning Board, NHS providers (NHS trusts
and NHS foundation trusts), arm’s length bodies (non departmental public bodies and special health authorities)
and the department itself.

19. In 11–12 the department underspent by £0.8 billion against the Revenue DEL control and £0.6 billion
against the Capital DEL control, £1.4 billion in total. The revenue underspends were mainly generated from
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reductions in administration and higher than planned NHS surpluses, mainly in the NHS Provider sector. The
capital underspends were mainly because spending on the national IT infrastructure project and in the NHS
Provider sector was lower than planned.

NHS commissioners

20. The vast majority of the DEL is allocated at the start of the year to NHS commissioners—in 2011–12,
around £98 billion of the £101.6 billion revenue DEL and cash was allocated to PCT/SHAs.

21. Subject to the requirements of the NHS Operating Framework (and the Mandate for the NHS
Commissioning Board from 2013–14), NHS commissioners use their allocations to best meet the needs of their
population and are required not to spend more than their allocation.

22. NHS commissioners will commission services from NHS providers, accessing cash as they need it. Of
the £98 billion allocated to commissioners in 2011–12, around £61 billion was used to commission services
from NHS providers. The remaining expenditure mainly related to the purchase of primary healthcare, such as
GP services, prescribing and other pharmaceutical costs, dental and ophthalmic services, and to the purchase
of secondary healthcare from non-NHS providers. If the NHS commissioning sector spends less than it is
allocated, this counts as an underspend against the Department of Health DEL.

23. The Department has committed to make these underspends available in future years. As published in the
Mandate, the NHS Commissioning Board’s allocation for 2013–14 includes an allocation for the carry forward
of PCT/SHA 2012–13 forecast underspends.

NHS providers

24. NHS providers received around £61 billion of the Department’s DEL via their provision of services to
NHS commissioners. If their overall expenditure is less than total income generated—this also scores as a
surplus against the Department of Health DEL and vice versa.

25. NHS providers are allowed to keep the cash that they have accumulated and spend it in future years—
subject to Monitor’s regulatory regime.

26. If spent on revenue items, they will be overspending in that year, as their expenditure will be higher
than the income that they have generated, however, taking all years together—they have not overspent. In this
case the overspend in that year scores against the Department of Health DEL.

27. The capital expenditure of NHS providers, either financed through their cash surpluses or borrowing,
also scores to the Department of Health DEL.

28. NHS provider underspends, overspends and capital expenditure scores to the Department’s DEL in the
year that they occur. The Department’s financial plans have to include a forecast of these net underspends/
overspends and capital expenditure.

Overall Department of Health under/overspend

29. The Department of Health overall cannot overspend and underspends can only be carried forward into
the next year subject to Budget Exchange (see more below). Individual organisations/sectors can however
overspend, if this is balanced by underspending elsewhere.

Budget Exchange

30. During the year if the Department believes that it is heading for an underspend that is larger than
necessary, it has the opportunity around December, under HM Treasury’s Budget Exchange scheme, to
surrender the underspend in return for a corresponding increase in budget in the following year.

31. Different levels of budget exchange apply according to the size of budget: the Department of Health is
permitted to transfer 0.75% of its revenue DEL and 1.5% of its capital DEL from one year to the next.

2.4 Cancer network funding (Q279 to 280)

32. The Government has given a commitment to fund existing cancer networks during 2012–13 in order that
their valuable work can continue throughout the transition year as the NHS Commissioning Boars (NHS CB)
is established.

33. A baseline review undertaken by the NHS CB found that national funding allocated for clinical networks
in 2012–13 totals £33.6 million. This funding allocation is included in the SHA bundle. Some £18.5 million
of national funding has been allocated for cancer networks in 2012–13. This allocation is based on an estimate
of the funding required to deliver cancer networks. However, it is for each SHA to determine how the total
amount they receive in the SHA bundle is allocated to specific services, taking into account the needs of local
populations. Some additional local funding from providers, PCTs and other sources is also made available to
support clinical networks—some of this additional funding will go to cancer networks, but the Department has
no data on that.
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34. An amount of £42 million has been allocated by the NHS CB to support strategic clinical networks and
Clinical Senates in 2013–14. This funding includes £10 million of running cost funding to meet the managerial
and administrative costs of the 12 networks support teams, along with programme funding of £32 million. The
programme funding is being allocated on an un-weighted population basis. Overall, therefore, national funding
for clinical networks from 2013–14 should be higher than the current allocation—although the funding will
need to also support the work of clinical senates in the new health system.

35. Although the NHS CB has yet to confirm how many strategic clinical networks it will establish from
2013–14, there is likely to be a cut in national funding for cancer networks (which as the figures above
illustrate, currently receive approximately 45% of all available national funding for clinical networks).
Notwithstanding this reduction, it is still expected that cancer networks will be able to make a significant
contribution to driving improvements in outcomes, which will contribute significantly towards the “5,000 lives”
goal set out in the Cancer Outcomes Strategy. The use of shared support teams will ensure that the available
resources are used to maximum effect.

3 Integration of Health and Social Care Services

3.1 National evaluation of the Department of Health’s integrated care pilots

36. The National Evaluation of the DH Integrated Care Pilots report (summary and full versions) are
attached separately.11 They can also be accessed (along with all annexes) on the Department’s website at:

www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_133124

4 Other Issues

4.1 Local auditing arrangements for health bodies in the new health system (Q317 to 319)

37. Proposals for audit arrangements for local health bodies for inclusion in the Local Audit Bill, were sent
to the Draft Local Audit Bill ad-hoc Committee on the 19th November 2012.

6 December 2012

Written evidence from the Audit Commission (PEX 03)

The Audit Commission welcomes the opportunity to respond to the Health Committee’s call for evidence
on public expenditure.

The Commission has recently summarised the findings from the 2011–12 audit of primary care trust (PCT),
NHS trust and strategic health authority (SHA) accounts. Our report, NHS financial year 2011–12, finds that
most NHS trusts and PCTs reported an improved financial position in 2011–12.

PCTs, SHAs and NHS trusts reported a combined underspend and surplus of £1.6 billion in 2011–12, meeting
the requirements of the 2011–12 Operating Framework. NHS foundation trusts (FTs) recorded a surplus of
£0.4 billion, giving a total surplus of £2 billion, 2% of the NHS revenue resource limit.

However, within this overall positive picture there is a growing difference between the minority of
organisations that are struggling financially and those that are not. The number of NHS trusts and FTs in deficit
increased to 31 in 2011–12. Seventeen NHS trusts and one FT also received financial support that can be
identified nationally. Local financial support from PCTs to trusts and within PCT clusters helped others. There
are also geographical differences. London’s PCTs have both the highest underspends and the highest
overspends. There are significant differences between the relatively financially comfortable inner London NHS
bodies and financially harder pressed outer London bodies.

Our work does not provide a comprehensive response to the issues raised in the Committee’s terms of
reference.

However, with regard to efficiency gains (point 2 in the terms of reference) the report finds that PCTs
reported in their financial statements cash savings of £5.1 billion together with £0.7 billion “cost avoidance”
savings—the estimated additional spend that would have occurred if PCTs had not taken action. This is a total
of £5.8 billion. PCTs also forecast in their financial statements, cash savings of £4.1 billion, £3.7 billion and
£3.5 billion in the three years 2012–13 to 2014–15, a total of just over £16 billion. The forecast savings do
not include additional “cost avoidance” savings, which are expected to increase in size. These forecasts will
also change as PCTs and then Clinical Commissioning Groups focus on their individual year savings plans.

With regard to the cost of the reorganisation of NHS structures (point 3 in the terms of reference) the report
finds that in 2011–12, PCT commissioning running costs fell by 18% from £2.4 billion to £1.9 billion. The
cost of exit packages, for just under 2,000 staff leaving the NHS, totalled £82 million. PCTs spent a further
£227 million on non-pay costs for their closure and establishment of the new arrangements.
11 Not printed here. See www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_133124
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Later this year, we will publish a second review of council responses to the tough financial climate. This
will be based on outturn spending for 2011–12 and budgeted spending for 2012–13 and may be of interest to
you in relation to the fifth and seventh points in your terms of reference (the impact of spending review 2010
on adult social care and the ability of local authorities to make efficiency savings).

Our first such review, published last November, found that councils were choosing to protect adult social
care from major spending reductions, even where councils faced severe financial pressures. However, we found
that the councils facing the highest reductions in support from central government were protecting adult social
care by making particularly severe funding cuts to smaller services, at a level that may not be sustainable in
future years.

The detail of our work in these areas can be found in the following publications:

— NHS financial year 2011–12, Audit Commission (2012).

— Tough Times: councils’ responses to a challenging financial climate, Audit Commission (2011).

— Forthcoming publication following up Tough Times.

I trust that these publications, which are (or will be) available on our website at http://www.audit-
commission.gov.uk/nationalstudies/pages/default.aspx, will be of interest.

October 2012

Written evidence from the Foundation Trust Network (PEX 08)

Introduction

1. The Foundation Trust Network (FTN) is the membership organisation and trade association of NHS acute
hospitals and community, mental health and ambulance services. The FTN supports those NHS Trusts in
delivering high quality, patient focussed, care by enabling them to learn from each other, acting as their public
voice and helping shape the system in which they operate. The FTN has over 210 members—more than 90%
of all NHS Trusts—who collectively account for £70 billion of annual expenditure and employ more than
630,000 staff.

2. The FTN welcomes the opportunity to respond to the Select Committee’s call for evidence to its Inquiry
on Public Expenditure on the NHS. In addition to this initial written evidence, the Committee has invited us
to give oral evidence on 13 November. This written evidence deliberately focuses on the top level strategic
picture. We are currently undertaking a survey of our members on a range of relevant issues including the nature
of the current financial pressures they are facing, how they are responding, and the impact these responses are
having on the quality of patient care. We will share the results of this survey in a further piece of written
evidence prior to the 13 November hearing and when we give oral evidence. This will give the Committee a
more detailed and granular picture of current NHS Trust finances to set alongside this piece of strategic analysis.

Summary and Key Messages

3. There is an urgent need for a full and open debate between politicians, the public and the sector about the
future of the NHS over the next ten to fifteen years. Projections of NHS spending and demographic change
demonstrate a rapidly growing gap between demand (2.2% annual growth needed to meet changes in
demographic demand12) and income (projected annual funding increases of around or less than1% a year13).
All the evidence suggests that radical action will be needed to ensure the long term sustainability of NHS and
social care. Waiting until the end of the current spending period or until after the next General Election to start
this debate will be too late.

4. Following the 2012 Health and Social Care Act, NHS hospital, community, mental health and ambulance
Trusts carry a disproportionate share of risk. Whilst the majority of these Trusts will meet their savings targets
and remain financially sustainable in the current spending period, there will be a small but growing number of
Trusts running annual deficits and without financially sustainable forward plans. The NHS needs to agree a
clear strategy in relation to these Trusts. Does the service find a way of financially supporting these Trusts as
it has in the past? Does it help these Trusts rapidly reconfigure to create a sustainable future, financially
supporting them whilst this reconfiguration occurs? Or does it allow these Trusts to enter a failure regime with
all the attendant consequences and risks?

5. There now appears to be a consensus in the sector that the current pattern of NHS provision is financially
unsustainable and that extensive reconfiguration of services is required. At the same time, given that 60–70%
of an average Trust’s costs are spent on pay bill, greater flexibility and scope for innovation around terms and
conditions of employment are essential. These major changes require support from the wider NHS, from
12 Office of Budgetary Responsibility Fiscal Sustainability Report (July 2012): http://cdn.budgetresponsibility.independent.gov.uk/

FSR2012WEB.pdf
13 The Nuffield Trust/Institute for Fiscal Studies report, “NHS and Social Care Funding: the Outlook to 2021/22” projects if public

spending remains a consistent percentage of national income, it will grow at 1.1% from 201415 to 20212 taking into account
changes in debt interest and welfare spending (p.15–16): http://www.nuffieldtrust.org.uk/publications/future-NHS-spending
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politicians and the public but NHS Trust Boards are currently finding it difficult to generate this support.
Failure to do so will push significantly more Trusts into failure over the medium to long term.

6. The £20 billion Nicholson challenge falls primarily on NHS Trusts, particularly acute trusts. Given that
the Department of Health has a flat cash settlement over the spending period, we assume that the £20 billion
of savings realised through the challenge will be reinvested in the NHS in the best interests of patients.
However, there appears to be no public plan for how these savings will be reinvested that can be debated, tested
and challenged. The Committee may wish to explore this issue and, if appropriate, call for the Department and
the NHS to produce such a plan and facilitate an appropriate debate on its contents.

Detailed Responses to the Committee’s Areas of Inquiry

The prospects for the long term viability of NHS Trusts and Foundation Trusts given (a) the 2010 spending
review settlement (b) financial commitments incurred under the Private Finance Initiative

The long term viability of the NHS

7. Long term projections for NHS and social care to 2021–22 show a growing gap between demand, driven
by changes in demography, and likely funding levels, driven by a squeeze on public expenditure. For instance,
the Office of National Statistics projects that the elderly population will increase by 1.8% between 2014 and
2021,14 and the NHS must also take account of rising customer expectations and new technologies. The
recent Nuffield Trust/Institute of Fiscal Studies report into long term health funding showed that the current,
unprecedented, squeeze on NHS funding is likely to continue until at least the end of this decade and probably
for a period beyond.15 There is growing agreement in the sector that a decade of annual funding increases of
around or less than 1%16 set against an estimated 2.2% annual growth in demand17 requires a major
reassessment of how the NHS and social care system can remain sustainable.

8. There is scope for further efficiencies in the NHS particularly through greater integration between health
and social care, a shift from secondary care to prevention and through extensive service reconfiguration in
NHS Trusts (see below). However, given the difficulties involved and the current track record in realising
substantial savings through these routes, there is no great cause for optimism that these will sufficiently close
the projected gap at the required speed. It therefore seems inevitable that, if we are to preserve (or increase)
the current quality of patient care we will, as a nation, need to consider the radical options that other nations
have used to close the gap between growing demand and static health and social care funding.

9. We would argue that a debate on these options needs to begin now if we are to have answers ready for
the start of the next public spending period. The NHS simply cannot wait until the current spending period
ends or until after the General Election to begin such an important and wide ranging debate. This is clearly the
“wrong moment in the electoral cycle” to start such a debate but we believe the Health Select Committee is
uniquely well placed to highlight the need for such a debate and to begin it.

The viability of NHS Trusts and the growing number of financially unsustainable Trusts

10. There is significant evidence to show that the majority of NHS Trusts should be able to make the savings
required by the Nicholson challenge (see more detail below) and create forward plans that demonstrate longer
term financial viability in the current spending period to end March 2015. However, it is equally clear that
there will be a small but growing number of NHS Trusts who will run up annual deficits and will find it
difficult to demonstrate long term financial viability. See, for example, the recent National Audit Office
report18 “Securing the future financial sustainability of the NHS” and the Chair of Monitor’s recent evidence
to the Public Accounts Committee19.

11. The FTN believes that the NHS as a whole needs greater clarity on the service’s strategy towards these
trusts. There seem to be three broad strategic options and the key relevant players in the system—the
Department, the NHS, Monitor, the NHS Commissioning Board and the NHS Trust Development Agency, with
appropriate input from Trusts and the FTN—need to explicitly agree a system wide approach.

12. One strategy would be to continue past practice and financially support these Trusts to ensure their
continued viability. The FTN would argue that, if the NHS is to continue with this approach:
14 NHS and social care funding: the outlook to 2021/2, The Nuffield Trust and Institute for Fiscal Studies, (July 2012):

http://www.nuffieldtrust.org.uk/publications/future-NHS-spending (p.13)
15 NHS and social care funding: the outlook to 2021/2, The Nuffield Trust and Institute for Fiscal Studies, (July 2012):

http://www.nuffieldtrust.org.uk/publications/future-NHS-spending
16 The Nuffield Trust/Institute for Fiscal Studies report, “NHS and Social Care Funding: the Outlook to 2021/22”projects if public

spending remains a consistent percentage of national income, it will grow at 1.1% from 2014/15 to 2021/2 taking into account
changes in debt interest and welfare spending (p.15–16): http://www.nuffieldtrust.org.uk/publications/future-NHS-spending

17 Office of Budgetary Responsibility Fiscal Sustainability Report (July 2012): http://cdn.budgetresponsibility.independent.gov.uk/
FSR2012WEB.pdf

18 http://www.nao.org.uk/publications/1213/nhs_financial_sustainability.aspx
19 http://www.parliamentlive.tv/Main/Player.aspx?meetingId=11428
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— There needs to be greater transparency and openness on how this process works, who is
receiving funding and why, the criteria used to determine support levels and what the long term
approach to funding will be in each case where support is needed. The current approach
commands insufficient support across the sector.

— Clarity is needed on the mechanism to be used to channel financial support given the Act’s
abolition of Strategic Health Authorities who have performed this role in the past. Clearly the
new NHS Trust Development Agency is one such possible avenue but there are some financially
unsustainable Foundation Trusts that do not, and should not, fall within their responsibility.

— Much greater consideration needs to be given to how to avoid the perverse incentives that arise
from such an approach. On the one hand, poorly performing Trusts believing that however
badly they perform they will be “bailed out”. And on the other, high performing Trusts feeling,
with some justification, that “good money is being thrown after bad” and that more efficient
providers can make much better use of the money being invested.

13. A second strategy would be to assert that the past approach of “fixing problem Trusts by simply giving
them money to cover deficits” is no longer appropriate or sustainable and that NHS Trusts need to be supported
to create long term financially sustainable services, primarily through service reconfiguration. This certainly
seems to be the intention of the reforms in the 2012 Health and Social Care Act. It also seems the logical
inference to be drawn from the Secretary of State’s decision in July 2012 to appoint a Special Administrator
to run South London Healthcare which had previously received financial support over a number of years. The
FTN would argue that if this strategy is to be adopted:

— The NHS will need to work out more clearly how it will support and enable Trust Boards to
complete reconfigurations. Whilst there now appears to be a widespread consensus on the need
for extensive service reconfiguration, there is much less agreement on the best means of
delivering it. One approach is to leave such decisions to Trust Boards to negotiate with local
health economy partners. NHS Trusts need a clear sense from those who oversee the sector as
to which approach to service reconfiguration will be adopted in relation to financially
unsustainable trusts (and more widely).

— The NHS will need to work out how to financially support unsustainable Trusts whilst they
complete service reconfiguration processes that, on average, take up to three years.

— The NHS and the Treasury need to find a “once and for all” answer to the small number of
Trusts who have agreed financially unsustainable PFI contracts (see below).

14. A third strategy would be to allow or force financially unsustainable Trusts into the failure regime and/
or as a first step, apply a higher degree of external regulatory intervention. This is, in effect, a quicker and
more draconian route to the service reconfiguration decisions envisaged in the second strategy but by a route
that carries a series of different risks and consequences.

15. In the FTN’s view, there is currently insufficient clarity across the sector on which of these strategies
(or which mixture) will be adopted for what will be a growing number of financially unsustainable trusts. This
clarity is needed as a matter of some urgency and FTN is ready to work with the Department and its agencies
to develop it.

The Viability of NHS Trusts: Private Finance Initiative (PFI)

16. The National Audit Office (NAO) has identified that trusts received £61 million of tapered PFI support
in 2011–12. The DH has identified seven trusts (six NHS and one FT) that require central support for PFI
schemes.20 However, it is important to note that pressures created by historic PFI debt are only a problem for
a small minority of providers. We believe that the Department and the NHS, working closely with the Treasury,
needs to find a “once and for all” solution for these providers. This would give those Trusts future certainty but
also ensure that appropriate incentives are in place to encourage rigorous and effective financial management. In
our view, it is the growing financial pressures on the NHS, and the levels of systemic risk carried by providers
which pose the greatest threat to financial sustainability for the vast majority of NHS Trusts, rather than PFI
arrangements. We are seeking to produce quantitative data via our current member survey to substantiate this.

The plans being made by NHS bodies to enable them to meet the Nicholson Challenge, and whether the NHS
is succeeding in making efficiency gains rather than cuts

2011–12 delivery of Nicholson challenge—success by most Trusts

17. In 2011–12 Trusts targeted, on average, a saving of 4.4% in operating costs.21 Both our own survey
data (March 2012) and Monitor’s official figures show that Trusts largely performed well in terms of achieving
planned Cost Improvement Programmes (CIPs)22 as demonstrated by the graph below. In headline figures
20 Securing the financial sustainability of the NHS, National Audit Office (July 2012) http://www.nao.org.uk/publications/1213/

nhs_financial_sustainability.aspx
21 http://www.monitor-nhsft.gov.uk/about-nhs-foundation-trusts/nhs-foundation-trust-performance/planned-performance/review-

nhs-foundation-trusts
22 NHS Foundation Trusts are required to produce annual Cost Improvement Plans (CIPs) to demonstrate how they will deliver

efficiencies without adversely impacting on quality.
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87% of Trusts delivered at least 80% of their targeted savings. The majority of trusts (77%) also forecast a
green/amber-green Governance Risk Rating (GRR)23in 2012–13, a small improvement (against quarter 4,
2011–12). The number of trusts forecasting red or amber-red GRRs has reduced from 29% to 23%.
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2012–13 and beyond delivery of the Nicholson Challenge

18. Monitor’s recent review of Foundation Trust annual plans found CIPs are forecast to remain at greater
than 4.1% of operating costs each year from 2012–13 onwards. This hides a range of targets and our last
member survey in March 2012 gave an average “worst case” CIP in 2012–13 of 5.5%. It is worth noting that
McKinsey’s international Hospital Institute believes that there are no current international examples of hospitals
systematically realising savings of more than 5% a year on a sustainable basis.25

19. FTN members are also experiencing inflationary pressures in the wider economy (maintenance; paying
higher percentage VAT on non-pay costs; energy prices; PFI contracts). The survey we are currently conducting
with members aims to give the Committee greater detail on the precise size of each of these pressures and how
likely they are to meet the required savings.

20. Despite the positive short term progress with realising savings in 2011–12 and a broadly positive picture
for 2012–13, the FTN sees a steadily worsening picture going forward. Comments in the last survey about the
growing difficulty of the challenge included:

— Unrealised demand reductions from commissioners…and demographic changes. “Getting
harder to cope with the demands of an ageing population. We are seeing fewer emergency
admissions, but the patients are more acute and discharging can problematic.”

— Cumulative pressures of CIPs: “… another 5%—6%...is too challenging after 5% and 6% in
the previous two years—that is a compound 17% in three years.”

— Financial penalties in the contract and payment by results: “Increased emphasis on fines and
penalties in contracts … Also C Diff target of just one case represents financial risk.”

— The changing commissioning landscape: “Main risks are short termism of emerging CCGs—
no real vision of health economy in medium term….”

21. This outlook is confirmed by the latest Kings Fund survey of Trust Finance Directors from September
2012 which reported that 2013–14 will be a turning point as the options for non recurrent efficiencies become
limited. The survey reported a larger number of trusts questioning whether the £20 billion efficiency challenge
can be delivered by 2015.26

The key to further efficiency savings: service reconfiguration and staff terms and conditions

22. We expect our current survey to confirm our view that the two key strategic issues facing NHS Trusts
in their ability to generate significant further efficiency savings longer term are service reconfiguration and
staff terms and conditions.

23. In a recent FTN survey of Chief Executives, Chairs and Finance Directors, 89% of respondents thought
service reconfiguration would be necessary in their Trust in the next two years.27 However, effective delivery
23 Monitor publishes quarterly financial and performance reports for NHS Foundation Trusts which include a Governance Risk

Rating (GRR) in relation to the Trust’s assurance of finance and quality: http://www.monitor-nhsft.gov.uk/home/browse-category/
reports-nhs-foundation-trusts/nhs-foundation-trusts-quarterly-reports/2011–2012

24 FTN survey, March 2012
25 http://www.mckinseyhospitalinstitute.co.uk/
26 “How is the NHS Performing?” Quarterly Monitoring Report, (September 2012):http://www.kingsfund.org.uk/publications/how-

nhs-performing-september-2012
27 FTN survey of Chairs, Chief Executives and Finance Directors, October 2012
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of service reconfiguration requires a level of support from the rest of the NHS and politicians28 that our
members’ survey show is not currently forthcoming29. This is another area where the FTN believes that we
need a more mature debate both within and beyond the NHS.

24. A similar argument about the need to generate consent for difficult decisions applies to staff terms and
conditions. 60–70% of an average Trust’s costs are spent on pay bill and greater flexibility and scope for
innovation around terms and conditions of employment are essential if further efficiency savings are to be
realised. Again, in a recent FTN survey, members were unanimous that reform to pay, terms and conditions is
now essential for Trusts to stay within their financial envelope.30 There is a strong belief across all Trusts that
the current national pay system is too rigid and can no longer adapt sufficiently to reflect financial and service
challenges. The end of the current public sector pay freeze in April 2013 presents a significant potential extra
cost pressure for Trusts and further points to the need for urgent progress here.

25. Failure to gain the consent needed to make progress with these two key strategic areas will, in our view,
push significantly more Trusts into failure over the medium to long term.

The NHS Tariff

26. As the Committee is aware, the income earned on 60–70% of an average NHS acute Trust’s work is
covered by a centrally determined NHS national tariff.31 The NHS has recently attempted to use the tariff to
incentivise behaviour in relation to fewer emergency admissions (through a 30% marginal payment for
emergency admissions) and fewer readmissions (through a non payment for readmissions of those patients who
have recently been discharged). In addition, providers are facing an annual 2% squeeze on tariff payments to
encourage efficiency and greater productivity.

27. The FTN believes that these changes in the national tariff and the standard contracts place additional
risk on providers, particularly the 30% marginal payment for emergency admissions and the non payment for
readmissions policy. A reduction in unplanned hospital admissions is desirable for the whole health economy.
However the marginal tariff provides no incentive for primary care to take responsibility for emergency
admissions. Our most recent surveys on demand management show that 70% of respondents had seen no
significant change in emergency demand despite the introduction of the marginal tariff. All that has happened
is that hospitals are simply earning less for doing the same work as they did before. The policy on non payment
for readmissions within 30 days similarly penalises providers for readmissions that are outside of their control,
for example due to much needed investment in community support.

28. The FTN would like to see a more balanced approach which better apportions risk across the system
and recognises the responsibilities of primary care. One suggestion would be for providers and Clinical
Commissioning Groups (CCGs) to work together to audit the cause of emergency admissions as the basis for
a transparent local discussion about how to share the cost and benefits. Providers need to be engaged in how
to spend the savings from readmissions and marginal tariff policies otherwise this simply represents a fine on
acute trusts with no way for them to support the goals of integration and care in the community.

29. The FTN is working with Monitor to evaluate existing reimbursement mechanisms. Our members are
keen to see progress on mental health and community tariffs and we are working with community providers
to devise indicators and inform a suitable approach.

The need for a plan on how the £20 billion Nicholson Challenge savings will be reinvested

30. The £20 billion Nicholson challenge falls primarily on NHS Trusts, particularly acute trusts. Given that
the Department of Health has a flat cash settlement over the spending period, we assume that the £20 billion
of savings realised through the challenge will be reinvested in the NHS in the best interests of patients.
However, there appears to be no public plan for how these savings will be reinvested that can be debated, tested
and challenged. The Committee may wish to explore this issue and, if appropriate, call for the Department and
the NHS to produce such a plan and facilitate an appropriate debate on its contents.

Summary

31. We look forward to providing the Committee with more detailed evidence on how Trusts are meeting
the Nicholson Challenge and the impact this response is having on patient care. In the meantime we would
highlight the following four key strategic issues:

— The need for a long term national debate on the future of the NHS given the twin pressures of
demographic change and a squeeze on public spending.

28 The last Secretary of State’s four tests for service reconfiguration were "First, there must be clarity about the clinical evidence
base underpinning the proposals. Second, they must have the support of the GP commissioners involved. Third, they must
genuinely promote choice for their patients. Fourth, the process must have genuinely engaged the public, patients and local
authorities".

29 FTN survey (October 2012) 65% of respondents said there was no local consensus for how reconfiguration should be taken
forward.

30 FTN survey of Chief Executives, Chairs and HR Directors on pay issues to support evidence submissions to the Doctors’ and
Dentists’ and NHS Pay Review Bodies (August 2012).

31 http://www.ncvo-vol.org.uk/sites/default/files/DH_PBR.pdf (p.9)
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— The need for clarity on how the NHS will approach the growing problem of financially
unsustainable NHS Trusts.

— The need to support NHS Trusts seeking to reconfigure services and get greater flexibility from
their pay bill costs.

— The need for a public debate on how the NHS reinvests the £20 billion savings that the
Nicholson Challenge is designed to generate.

October 2012

Supplementary written evidence from the Foundation Trust Network (PEX 08A)

Introduction

1. The Foundation Trust Network (FTN) is the membership organisation and trade association of NHS acute
hospitals and community, mental health and ambulance services. The FTN supports those NHS Trusts in
delivering high quality, patient focussed, care by enabling them to learn from each other, acting as their public
voice and helping shape the system in which they operate. The FTN has over 210 members—more than 90%
of all NHS Trusts—who collectively account for £70 billion of annual expenditure and employ more than
630,000 staff.

2. The FTN agreed to survey its members to assist the Committee in understanding how trusts are coping
with the combined effect of upward cost pressures alongside downward revenues. The Committee was
particularly keen to understand the details of the cost pressures that Trusts were facing (including tariff
reduction pressures); how efficiencies and cost savings have been made; and whether these are sustainable over
the longer term.

Key Findings from our Survey

3. NHS acute hospitals, mental health, community and ambulance providers are not just facing significant
cost pressures—they are also facing significant increases in demand. When comparing actual demand with
planned demand for April to September 2012, all but one of the 71 survey participants saw demand increase
in one or more service.

4. Trusts are facing a growing number and range of significant cost pressures. These include pay costs, drug
or clinical supply costs, non-elective demand, and non-clinical supply costs.

5. The majority of Trusts surveyed are on target to achieve their cost improvement plans for 2012–13 and
are confident that they will do so.

6. The vast majority of Trusts are confident of hitting their key performance targets for 2012–13, covering
18 week referral to treatment time; four hour A&E waits; and cancer waits.

7. The vast majority of Trusts are confident that the savings they made in 2011–12 have not negatively
impacted on care quality and nor do they feel the savings they are making in 2012–13 will have a negative
impact.

8. However, Trusts have exhausted many of the possibilities in the areas targeted to date for the savings
currently being made through cost improvement plans. The task of realising 5% efficiencies is becoming
increasingly difficult. Trusts will need to fundamentally reconfigure their services or extract much greater value
from their workforce costs if they are to achieve this level of savings going forward. Trusts are particularly
concerned about the impact of the current NHS pay freeze being lifted—this has made a very significant overall
contribution to the level of saving achieved, against what might have been expected.

9. In short, our survey shows that Trusts across England are playing a major role in meeting the Nicholson
Challenge and are confident of achieving their ambitious cost improvement plans at present, despite the
significant increases in demand they are facing. Trusts are achieving their plans by reducing administrative or
clerical costs and more efficient working on the front line. Although Trusts note that cost improvement plans
to date have not negatively impacted on the quality of patient care or access to services, it is unlikely that
savings of this order will be sustainable in the long term.

Background

10. Delivering the Nicholson savings on the ground is being accomplished through cost improvement plans
that include a combination of cash-releasing and productivity savings. These plans may include vacancy
freezes, cuts in agency staff, or more strategic changes such as mergers, acquisitions and the structural
reconfiguration of services.

11. Delivery of savings is through cost improvement plans delivering:

(a) Recurrent savings (the saving is permanent)—for example staff reductions, or changes to
clinical procedures or care delivery that allow more treatments to be carried out at the same cost.
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(b) Non-recurrent savings (a one-off savings within the financial year)—for example underspending
on a capital project.

12. A cost improvement plan (CIP) is a transformational change or improvement programme to deliver
greater efficiency in the use of resources in order to generate recurrent and non-recurrent savings. Analysis of
cost improvement plans indicates the majority of these savings so far have been made through:

(a) Clinical productivity and efficiency—for example demand management, reduced length of stay,
move towards day case surgery or outpatient procedures, closing wards and renegotiating
contracts for supplies.

(b) Pay and workforce—for example reducing management costs, reducing overtime costs, vacancy
freezes and decreases in the use of bank and agency staff, and changes to staff grade mix.

Survey Results

13. The FTN surveyed NHS Foundation Trust and NHS Trust finance directors between 19 October and 5
November 2012. We asked our members for data on their budgets, cost improvement plans, levels of demand,
and judgements on trust performance.32

14. Data was collected for 2011–12 figures, planned 2012–13 figures, as well as trust financial performance
in Q1 and Q2 of 2012/13. In total, 71 Trusts from across England responded to the survey, giving the most
relevant and up to date information currently available.

The breakdown of respondents by Trust type is below.

Trust Type N %

Acute/Community 8 11%
Acute/Specialist 35 49%
Ambulance 2 3%
Community 7 10%
Mental Health 11 15%
Mental Health/Community 8 12%
Total 71

The breakdown of respondents by Foundation Trust authorisation status is below.

Trust Status N %

Authorised FT 53 75%
Aspirant FT 18 25%
Total 71

A full copy of the survey form can be found in Appendix A.

Key Message 1: NHS acute hospitals, mental health, community and ambulance providers are not just facing
significant cost pressures—they are also facing significant increases in demand

15. We asked Trusts for their planned level of demand between April and September 2012 as well as what
level of demand they actually experienced during this period. These planned figures are informed by discussions
with commissioners and are a realistic assessment of future workload which will inform their external financial
forecast and assessment of governance risk. The discrepancy between the planned and expected level of demand
has been taken as an indicator of increase in demand for services.

16. Activity data was collected for the following services:

— Elective admissions (planned episodes of hospital care, including both inpatient stays following
planned procedures and day-case procedures not requiring an overnight stay);

— Non elective admissions (emergency/unplanned admissions to hospital);

— A&E attendances;

— Outpatient attendances;

— Total adult contacts at community or mental health services; and

— Total child contacts at community or mental health services.

17. The key findings are:

— All but one respondent experienced demand in excess of planned levels;
32 All NHS Trusts are required to make savings through cost improvement plans as part of the government efficiency challenge.

Savings must not be to the determent of patient care or service quality.
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— In acute Trusts there was variation in which services saw increases, that is some trusts are
experiencing increased demand in elective services but not in non-elective services or outpatient
attendances. However, a third of acute Trusts reported increased demand across all of their
services, which cover A&E, non-elective, elective and outpatient services; and

— One integrated acute and community Trust reported acute demand below plan, but this was
balanced by an increase in community demand.

18. Figure 1 indicates that the greatest increase in demand over planned levels was for elective care (7.4%
above plan) and adult community contacts (6.4% above plan).

Figure 1

MEAN PERCENTAGE INCREASE IN DEMAND ACROSS ALL TRUSTS (ACTUAL ACTIVITY
COMPARED TO PLANNED ACTIVITY), BY SERVICE TYPE, APRIL TO SEPTEMBER 2012
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19. However, for each type of service the level of demand differs across Trusts. The following graphs show
Trust variation in elective demand (Figure 2), non-elective demand (Figure 3), A&E attendances (Figure 4),
outpatient attendances (Figure 5), adult community contacts (Figure 6) and child community contacts (Figure
7). The key message of all the graphs is that, at the level of individual services, while a small number of Trusts
are experiencing lower demand than planned, the vast majority are experiencing higher demand than planned.
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Figure 2

PERCENTAGE DIFFERENCE IN PLANNED AND EXPERIENCED ELECTIVE DEMAND FOR TRUSTS
BETWEEN APRIL AND SEPTEMBER 2012
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Figure 3

PERCENTAGE DIFFERENCE IN PLANNED AND EXPERIENCED NON-ELECTIVE DEMAND FOR
TRUSTS BETWEEN APRIL AND SEPTEMBER 2012
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Figure 4

PERCENTAGE DIFFERENCE IN PLANNED AND EXPERIENCED A&E ATTENDANCE DEMAND
FOR TRUSTS BETWEEN APRIL AND SEPTEMBER 2012
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Figure 5

PERCENTAGE DIFFERENCE IN PLANNED AND EXPERIENCED OUTPATIENT ATTENDANCE
DEMAND FOR TRUSTS BETWEEN APRIL AND SEPTEMBER 2012
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Figure 6

PERCENTAGE DIFFERENCE IN PLANNED AND EXPERIENCED ADULT COMMUNITY CONTACTS
FOR TRUSTS BETWEEN APRIL AND SEPTEMBER 2012
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Figure 7

PERCENTAGE DIFFERENCE IN PLANNED AND EXPERIENCED CHILD COMMUNITY CONTACTS
FOR TRUSTS BETWEEN APRIL AND SEPTEMBER 2012
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Qualitative Feedback
— “There is serious and significant risk here, uncertainty over commissioning responsibilities and a

lack of sufficient local commissioning capacity. Increasing ‘pathway’ tariffs are ill defined and labour
intensive for little patient gain. Continuing lack of reflection of appropriate acuity within tariff
calculation. Major problems due to emergency 30% tariff which is not appropriate in the immediate
local setting.” (Acute/Specialist NHS FT)

— “Referral levels and case mix continue to rise but income remains fixed within the block contracts.”
(Acute/Community NHS Trust)

— “Outpatient and elective demand is driven by 8% increase in referrals from primary care, while non-
elective length of stay has increased by 10% compared to the same period last year.” (Acute/Specialist
NHS FT)

— “Potential diversion of commissioner funding to local acute trusts facing severe financial and
operational difficulties.” (Mental Health/Community NHS Trust)

— “There is a disconnect between PCT/CCG aspirations of demand reduction versus the reality of what
comes through the door. PCT unwillingness/inability to get a grip on primary care…” (Acute/
Specialist NHS FT)

— “Emergency admissions, particularly elderly care patients, are disrupting the hospital elective patient
throughput and the Trust is being penalised at a 30% tariff margin. The activity demand is not simply
the fault of the hospital.” (Acute/Specialist NHS FT)

Key Message 2: Trusts are facing a growing number and range of significant cost pressures

20. Trusts were asked to state their top three cost pressures. The range of responses to this question and
proportion of trusts identifying each individual cost pressure (shown by frequency) are summarised in Figure
8. It is important to note that many Trusts reported difficulties in fully separating these cost pressures to
individual components due to their intertwining nature.

21. The most frequently identified top cost pressure was pay costs, which 75% of Trusts reported, and 42%
of Trusts ranked as their most significant cost pressure. Although the NHS is currently experiencing a pay
freeze, Trusts workforce costs are rising each year due to the inbuilt increments and inflexibility of the current
Agenda for Change national pay agreement. By contrast, while insurance, including the Clinical Negligence
Scheme for Trusts and Private Finance Initiative (PFI) and/or capital costs were reported less frequently as in
the top three cost pressures (6% and 4% respectively), these still account for a significant proportion of Trusts’
CIPs. This reinforces the importance of the NHS being able to move towards more flexible arrangements for
pay and terms and conditions, as we set out in our initial submission.
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Figure 8

PROPORTION OF TRUSTS IDENTIFYING INDIVIDUAL COST PRESSURES AS ONE OF THEIR TOP
THREE MOST SIGNIFICANT COST PRESSURES
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22. In order to assess the relative importance of each cost pressure, Trusts were asked to estimate the
percentage contribution each of their top three cost pressures to their overall cost pressure. Figure 9 provides
an average percentage contribution, shown by frequency.
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Figure 9

PERCENTAGE CONTRIBUTION OF INDIVIDUAL COST PRESSURES TO OVERALL COST
PRESSURE OF THE TOP THREE COST PRESSURES EACH TRUST CITED
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23. Pay costs, which was ranked by 42 trusts as a top three pressure accounted for an estimated average of
38% of their overall cost pressure. However, 16 these 42 trust stated that pay costs contributes at least 50% to
their total cost pressures. No other cost pressure was reported as making such a profound contribution.

24. The Committee wanted to understand the impact of NHS tariff on Trusts budgets. The 2012–13 tariff
adjustment includes an efficiency requirement of −4%. With pay and price inflation offsetting this and assessed
at +2.2%, this gives a net price adjustment of −1.8%. As noted by the Kings Fund report “Payment by Results:
How can payment systems deliver better care?” (2012), there is a limit to how much the efficiency incentive
in payment by results can force costs down before destabilising the finances of some providers without
justification.

25. The impact on trust revenues of the downward pressure on tariff prices is compounded by the impact of
national tariff policies such as non-payment for readmissions and payment at a reduced marginal rate for some
emergency admissions. Our survey shows that emergency admissions to hospital in the first two quarters of
2012 were almost 4% above planned levels, and over 30% of trusts reported that the demand from emergency
admissions was one of their top three cost pressures (Figure 8).

26. Reduced payments for these emergency admissions result in providers bearing the majority of the
financial risk for failures in other parts of the health system. Analysis by CHKS Ltd. indicates that the marginal
rate has resulted in lost acute provider income of approximately £1 billion since 2009–10. While the loss in
the first year (2009–10) was only £200 million this had doubled by last year (2011–12) to £400 million. There
is an increasing risk that the reduced payment rate for these emergency admissions will fail to support effective
demand management and will destabilise the financial sustainability of acute services.

Qualitative Feedback
— “Unfreezing of pay increases and potential NI increases.” (Acute/Specialist NHS FT)

— “The potent cocktail of 4% tariff reduction, underfunding of inflation, 30% emergency threshold,
unachievable CQUINs, disproportionate C diff and other penalties, diversion of commissioner
funding, and lack of capability to vary main costs (pay, doctor and nursing levels) mean that even
the strongest of Trusts will soon be in difficulties.” (Acute/Specialist NHS FT)

— “Significant cost pressures due to medical staffing pressures…..limited supply of medics in particular
specialities… increasing the cost of agency staff.” (Acute/Community NHS FT)

— “Our most significant cost pressure relates to income reductions resulting from the national non tariff
deflator and locally imposed top slices.” (Mental Health NHS Trust)
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Key Message 3: The majority of Trusts surveyed are on target to achieve their cost improvement plans for
2012–13 and are confident that they will do so

27. Table 1 below indicates how Trusts are performing against mean planned cost improvement plans for
Q1 and Q2 of 2012–13; compared between trust types. Trusts have not fully achieved their cost improvement
plans in Q1 and Q2, but many trusts reported that they expect their cost improvement plans to gather additional
momentum in Q3 and Q4.

Table 1

MEAN PLANNED AND ACHIEVED COST IMPROVEMENT PLANS FOR Q1 AND Q2 OF 2012–13 BY
TRUST TYPE.

N Mean CIP Achieved
(%)

Acute/Community 11 83%
Acute/Specialist 35 87%
Ambulance 2 96%
Community 7 96%
Mental Health 10 94%
Mental Health/Community 8 90%
Total 69 87%

28. In addition, Trusts were asked how confident they were that they would achieve their cost improvement
plan for 2012–13. Responses show that just over half of Trusts (43) are confident of achieving their plans
(Figure 10); while 11 Trusts are not confident of achieving their plans in 2012–13.

Figure 10

PROPORTION OF TRUSTS STATING LEVELS OF CONFIDENCE IN ACHIEVING THEIR CIP FOR
2012–13
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Qualitative Feedback

— “We had to be robust in delivering CIPs this year; hence we are ahead of the curve.” (Mental Health
NHS FT)

— “The changes required to deliver the scale of sustainable CIP across the local health economy
(including non NHS organisations such as local authority) will be very challenging in the timescales
required, in particular during a period of significant NHS reorganisation.” (Acute/Specialist NHS
Trust)
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Key Message 4: The majority of Trusts are confident of hitting their key performance targets for 2012–13,
covering 18 week referral to treatment time; four hour A&E waits; and cancer waits

29. It is a tribute to the quality and effectiveness of Trust mangers that, despite increasing demand and rising
cost pressures, most Trusts reported that they are confident of hitting their 18 week referral to treatment time
(90% confident), four hour A&E waits (87% confident) and cancer waits (100% confident) access targets in
2012–13, as shown in Figure 11. This suggests that Trusts are confident about the efficiency of the services
they deliver.

Figure 11

PROPORTION OF TRUSTS INDICATING THAT THEY ARE CONFIDENT OF HITTING THEIR
ACCESS TARGETS IN 2012–13
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Key Message 5: The vast majority of Trusts are confident that the savings they made in 2011–12 have not
negatively impacted on care quality and nor do they feel the savings they are making in 2012–13 will have a
negative impact

30. In order to get a feel for whether Trusts believed that cost improvement plans in place impacted
negatively on quality, Trusts were asked for their opinion on the interaction between service quality and cost
improvement plans. The responses to these questions are summarised in Figure 12.
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Figure 12

PROPORTION OF TRUSTS RESPONDING THAT THEY BELIEVE THE SAVINGS ARE NOT HAVING
A NEGATIVE IMPACT ON QUALITY OF CARE
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(Yes = will have negative impact; No = will not have negative impact)

Qualitative Feedback
— “The potential risk to service quality increases as the cumulative impact of CIPs year on year

increases.” (Mental Health NHS FT)

Key Message 6: However, Trusts have exhausted many of the possibilities for the savings currently being
made through cost improvement plans in the areas targeted to date

31. All respondent Trusts expect to make significant savings under their cost improvement plans. To help
Committee members understand what this might mean for a typical Trust, the average value of cost
improvement plans for 2012–13 is £14.6 million, representing 5% of operating costs for an average trust (which
has operating costs of £290 million). Figure 13 shows the average total cost improvement plan for 2012–13
by type of Trust. Although there was considerable variation across Trust type in monetary value, this variation
disappears when comparing CIPs as a percentage of each Trusts operating costs.
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Figure 13

TOTAL 2012–13 COST IMPROVEMENT PLANS (£M) BY TRUST TYPE
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32. In order to identify what areas Trusts are targeting to achieve their cost improvement we asked them to
provide us with breakdowns. Trusts reported that they are targeting pay (57%) over non-pay (34%) saving
(Figure 14). Only four Trusts reported that they were not planning to reduce overall staff numbers to make
savings required.

33. Moreover, 100% of respondents are making CIP savings in the area of clinical staff and service redesign,
making an average 38% of their total CIP in this area.

34. Trusts making CIP savings in non-clinical staff and service redesign (94%) were estimating a more
modest impact on their CIP, at an average of 15% of their total CIPs.

35. Despite all Trusts planning to reduce overall staff numbers, only 15 Trusts are making CIP savings in
staff contract actions, such as restraint on pay progression or tightening around sick pay. These Trusts are
making an average of 0.7% of their total CIP through staff contract actions.

36. In addition, Trusts are showing real innovation in their approach as they seek to meet their CIP targets.
Of the respondents, 47 Trusts expect income generation to contribute to an average 17% of total CIPs.
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Figure 14

2012–13 AVERAGE PERCENTAGE OF COST IMPROVEMENT PLAN ALLOCATED BY FINANCIAL
BREAKDOWN
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Figure 15

2012–13 AVERAGE PERCENTAGE OF COST IMPROVEMENT PLAN ALLOCATED TO TRUST
DEPARTMENTS
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37. Although we did not specifically ask about the long term sustainability of these savings in future years,
previous surveys and member feedback confirm the following:

— The task of realising 5% annual efficiencies is becoming increasingly difficult.

— Trusts have focussed to date on areas away from frontline care, such as back office and
support services.
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— Trusts will need now to fundamentally reconfigure their services or extract much greater value
from their workforce costs if they are to achieve this level of savings going forward. However,
as we set out in our first submission, there are significant barriers to making progress in both
of these areas.

— Trusts are particularly concerned about the impact of the current NHS pay freeze being lifted—
this has made a very significant overall contribution to the level of saving achieved, against
what might have been expected.

Qualitative Feedback
— “The pace of transformational change is hindering achievement of CIP.” (Acute/Specialist NHS FT)

— “Slippage on the 2012–13 recurrent CIP target will create cost pressures going forwards.” (Mental
Health/Community NHS Trust)

— “Level of efficiency requirements going forward, political acceptability of implementing significant
service change, impact of budget reductions in social care, and the impact on health services.”
(Community NHS Trust)

— “Potential risk to service quality increases as the cumulative impact of CIPs year on year increases.”
(Mental Health NHS Trust)

Conclusion

This snapshot survey of spending and demand pressures on NHS Foundation Trusts and NHS Trusts clearly
shows that although there is rising demand and addition pressures on Trust income, for the current financial
year Trusts are, overall, managing to perform in line with their financial plans. However, given they have made
substantial savings in non-recurrent areas, the coming years present a substantial challenge. Trusts understand
and have stepped up to the challenge of substantial efficiency savings—they are doing their bit—but the current
approach is not sustainable over the longer term.

9 November 2012
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Further written evidence from the Foundation Trust Network (PEX 08B)

BACKGROUND TO PAYMENT BY RESULTS

Context

Our original submission and supplementary evidence to the Committee talks a lot about the tariff
remuneration mechanism. We thought the Committee would value a brief summary of tariff from the
perspective of providers.

How are NHS providers remunerated?

1. There are three main mechanisms for remunerating NHS providers (NHS trusts, NHS Foundation Trusts,
and the independent sector) for the healthcare services they deliver:

— Payment by Results: Activity-based reimbursement per patient, based on a national tariff and
national currencies.

— Local tariff: Activity-based reimbursement per patient, based on locally-determined tariffs and/
or currencies.

— Block contracts: Lump sum payment for delivering a specific service, irrespective of the number
of patients or care episodes.

2. Trusts will also obtain income from: direct allocations from the Department of Health; Local Authorities;
research & training; charitable donations; private patients; catering and car parking.

What is Payment by Results?

3. Payment by Results (PbR) was introduced in 2003–04 as a rules-based system for reimbursing hospitals.
In comparison to previous contracting arrangements, PbR aims to pay providers fairly and transparently to
support patient choice, reward efficiency and improve access and reduce waiting times.

4. Approximately 60–70% of acute activity (over £25 billion) is reimbursed through PbR. Other services
including mental health and community care are largely funded through block contracts.

5. Under PbR, commissioners pay providers a national tariff (or price) for the number and complexity of
patients that are treated. The building blocks of PbR are:

— Measures of activity

Setting a price for each individual treatment or intervention would not be practical. Therefore
the 30,000 procedures and interventions a provider may deliver are grouped into “currencies”,
which are clinically meaningful groups of diagnoses and interventions that consume similar
levels of NHS resources. These currencies, called Health Resource Groups (HRGs), are the
units of activity that a provider is paid for. For example HRG HC24B is the grouping for
Thoracic or Lumbar Spinal Disorders (with complications or comorbidities).

— Tariff prices

National tariff prices set the rate at which each HRG is remunerated. Tariff prices are largely
based on the average cost of services, which are reported by NHS providers in the mandatory
Reference Costs collection. For example, a provider is paid £59 for a minor A&E attendance,
£903 for cataract surgery, and £8,226 for a coronary artery bypass graft.

Adjustments are made (through the Market Forces Factor) to reflect the unavoidable variation
in care costs due to regional pay and land prices. There are also further adjustments to the tariff
price for long or short stays, and to allow for the higher costs of cases transferred to specialised
services (eg children’s services or orthopaedics).

6. PbR has continued to expand and develop. Currencies have been developed for mental health and
ambulance services; best practice tariffs have been introduced for cataracts and other conditions, where the
tariff price is determined by best clinical practice rather than the average national cost of providing a service;
and for maternity care, tariffs have been developed to cover pathways of care rather than episodes of care.

Links for further information:

A simple guide to PbR, http://www.dh.gov.uk/en/Publicationsandstatistics/Publications/
PublicationsPolicyAndGuidance/DH_128862

A methodology for approving local modifications to the national tariff, http://www.monitor-nhsft.gov.uk/
home/news-events-and-publications/our-publications/about-monitor/monitors-new-role/-methodology-
appr

8 November 2012
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Written evidence from NHS Confederation (PEX 19)

1. Executive Summary

1.1 The NHS Confederation represents all types of organisations that commission and provide NHS services.
It is the only membership body to bring together and speak on behalf of the whole of the NHS. We are
pleased to have the opportunity to submit evidence to the Health Select Committee’s current inquiry on public
expenditure. Our evidence draws particularly on our 2012 survey of NHS leaders as well as our recent work
on NHS finances.

1.2 The NHS faces an exceptional financial challenge, requiring unprecedented savings to bridge the gap
between a broadly flat budget and inexorably rising demand. NHS leaders are concerned about the impact of
these financial pressures on quality. Cuts to local authority funding will also have a continuing impact on
demand for NHS services which needs to be recognised. A similar situation is likely for the foreseeable future
beyond 2015. This will require increasingly tough choices.

1.3 The NHS Confederation is not calling for a return to the cash influxes of the past. But future Budgets
and the Comprehensive Spending Review need to deliver a sustainable funding package across the NHS and
closely related areas, including social care, public health and services which support people to stay well.

1.4 Good progress has been made in meeting the “Nicholson challenge”. However, NHS leaders tell us that
the efficiency savings which have been delivered so far are predominantly the “quick wins” and they are clear
that major service changes are needed. To support this:

— political courage and leadership are required to deliver a cross party consensus to back the
action the NHS needs to take to redesign services;

— slow decision-making processes about service redesign must not be allowed to make providers
unsustainable due to inertia;

— national bodies need to take into account the need for service redesign when developing
policy; and

— a portion of the cash reserves currently in the NHS must be recycled to help pay for service
transformation.

1.5 The pay freeze applying to the majority of NHS workers has helped the NHS meet the Nicholson
challenge, but this expires in April 2013 and the overall pay bill in the NHS continues to rise. A national deal
on future pay restraint is essential to protect services and minimise job losses. There may also need to be
some changes to wider terms and conditions to support changes the NHS needs to make, for example, seven
day working.

1.6 Some individual organisations are starting to show signs of financial distress. It is critical that the NHS
“failure regime” and broader performance management operate effectively to deal with those organisations that
find themselves in financial difficulties. Service redesign will often be required to achieve sustainability—and
this will almost always need to happen over a bigger footprint than just one trust.

1.7 PFIs costs can be an unsustainable burden, but this is only the case for a small number of organisations.
The more significant problem with PFI is the lack of flexibility in these long term deals at a time when many
parts of the NHS urgently need major service change. There is also a need for further policy development to
come up with alternatives to PFI so trusts can access the investment capital they need to both renew facilities
and transform services to be more sustainable.

1.8 NHS leaders are clear that integration of care should be a priority. While many NHS organisations do
work collaboratively there are numerous barriers to successful, widespread integration of care which the NHS
Confederation has for many years highlighted. In particular, there is a need to:

— change how money flows around the health and social care systems to remove barriers to
working together;

— ensure the work of national bodies, including the development of the details of NHS reform, is
well aligned to support cooperation at a local level; and

— ensure the system promotes collaboration between NHS organisations, as well as partnerships
between the NHS, local government, other public services and voluntary and independent
sector organisations.

1.9 Our recent report, Papering over the cracks: the impact of social care funding on the NHS, highlighted
the major impact on the NHS where people’s needs for social care are not met. The social care crisis cannot
be solved without both greater integration between health and social care, and a sustainable funding solution.

1.10 The NHS Confederation supported the transfer of some NHS funding to social care to pay for services
to help tackle the need for intensive, expensive support, but this has in many areas been used to paper over
the cracks in the social care system. This risks storing up problems for the future.

1.11 The Government must commit to implementing the Dilnot Commission’s proposals as soon as possible.
However, it is not sustainable to expect the cost of £2 billion a year to come from the NHS. It is not possible
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to increase NHS efficiency savings by this amount on top of the existing requirement to save £4 to £5 billion
a year for at least the next four years without severely affecting care.

2. Overall Funding Settlement

2.1 The NHS faces an exceptional financial challenge, requiring unprecedented savings year on year of at
least 4% p.a. until March 2015 to bridge the gap between a broadly flat budget and rising demand for care.
Given the current economic situation, it is probable that the NHS will be required to deliver efficiencies on a
similar scale for the foreseeable future beyond 2015.

2.2 The NHS Confederation surveyed 252 chairs and chief executives from across the NHS in April and
May 2012.33 Twenty-eight per cent described the current financial position as “the worst they had ever
experienced”, and an additional 46% said the position was “very serious”. Eighty-five per cent of NHS chairs
and chief executives in our survey expected financial pressures to get worse in the next year. They were clear
that demands on the NHS will increase over the next decade.

2.3 A significant proportion of the inexorably rising demand for healthcare is caused by demographic
pressures. We have both ageing populations requiring more care for longer as they live with an increasing
burden of disease and a birth rate which has risen by 22% in a decade.34 Demographic pressures are likely to
cost the NHS around £1.1–1.4 billion extra each year (at 2010–11 prices) up to 2017.35 Demand for care is
further increased by:

— Lifestyle risk factors, such as poor diets, and the resulting illnesses.

— More effective treatments for seriously ill children, meaning some survive to adulthood with
multiple disabilities and complex, expensive care requirements.

— Patients’ growing expectations as treatments and technologies advance.

2.4 If the NHS budget remains flat in real terms, the gap between funding and demand for care has been
estimated at between £21 billion and £30 billion (in 2010–11 prices) by 2016–17. Even with significant
productivity gains there will still be a funding gap.36

2.5 Previously, rising demand has been met through increasing the NHS’s budget. Given the economic
situation, we are not calling for a return to the cash influxes of the past. But our recent report, Papering over
the cracks: the impact of social care funding on the NHS,37 demonstrated that the NHS urgently needs a
sustainable solution to the funding shortfall in social care. We are also conscious that the provision of a range
of services outside the NHS affects people’s health and therefore the demands on the NHS, as demonstrated
through the work of both Professor Michael Marmot38 and Sir Derek Wanless.39 Future Budgets and the
Comprehensive Spending Review need to deliver a sustainable funding package across the NHS and closely
related areas, including social care, public health and services which support people to stay well.

3. NHS Leaders’ Concerns that the Financial Challenge Affects Quality

3.1 In our member survey, the majority of NHS chairs and chief executives reported that the financial
pressures were impacting on aspects of care. Four out of ten respondents (42%) thought patient experience was
the most affected aspect of care, followed by 35% who said waiting times. Just over one third (34%) felt that
no aspects of care had been affected as a result of financial pressures.

3.2 Looking forward, the chairs and chief executives were concerned that the impact would worsen over the
next year with patient experience (63%), waiting times (49%), and availability of drugs and treatments (30%)
cited as the most likely aspects of care to be affected. Only 15% felt that no aspects of care would be affected.
Forty seven per cent felt that the quality of care in the NHS overall would decrease in the next year and 5%
of these felt it would decrease significantly.

4. Progress to Date in Meeting the Nicholson Challenge

4.1 Across the NHS as a whole, good progress has been made in delivering the required savings to ensure
that the NHS remains in financial balance despite the reduced growth in budget compared to previous years.
The Department of Health (DH) monitoring of the Quality, Innovation, Productivity and Prevention programme
(QIPP) suggests that £5.8 billion savings have been delivered in 2011–12 and Monitor report £1.4 billion
(representing 4.3% of operating costs) of Cost Improvement Plans (CIPs) savings delivered in 2011–12.
33 NHS Confederation member survey, June 2012. The NHS Confederation asked the Picker Institute Europe to survey the chairs

and chief executives of all its member organisations. The survey was conducted between 26 April 2012 and 16 May 2012. There
were 252 completed surveys from 200 organisations. Responses came from the heads of acute trusts, primary care trusts,
ambulance trusts, mental health trusts and independent sector providers of NHS care.

34 Office of National Statistics, Statistical bulletin: Births and Deaths in England and Wales (provisional), 2011, p2
35 King’s Fund and Institute for Fiscal Studies, How Cold will it be? Prospects for NHS funding 2011–17, King’s Fund, 2009 p.2
36 ibid, p19, figure 11. The funding gap would be £21bn if the Wanless “fully engaged” scenario was achieved, or £30bn in the

case of the “slow uptake” scenario.
37 http://www.nhsconfed.org/Publications/briefings/Pages/papering-over-cracks.aspx
38 http://www.who.int/social_determinants/thecommission/en/
39 http://webarchive.nationalarchives.gov.uk/+/http://www.hm-treasury.gov.uk/consultations_and_legislation/wanless/consult_

wanless_final.cfm
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4.2 However there is no doubt that progress is not uniform and some individual organisations are starting to
show signs of financial distress. The recent NAO report, Securing the future financial sustainability of the NHS,
reported that 10 NHS trusts (9% of all trusts), 21 NHS foundation trusts (15% of all FTs), and three PCTs (2%
of all PCTs) reported a combined deficit of £356 million. The NAO further estimates that without direct
financial support, a further 15 NHS trusts and seven PCTs may have reported deficits. It is clear that some
financially challenged NHS trusts are unlikely to meet the requirements for foundation trust status and the
question of their future will need to be resolved.

4.3 In our 2012 survey of 252 chairs and chief executives of NHS organisations,40 87% felt confident that
they would meet their QIPP or cost improvement targets in the coming year. However, there is a general feeling
in the NHS that to date the efficiency savings which have been delivered are predominantly the “quick wins”
or “low hanging fruit”. In our survey of chairs and chief executives, the most commonly cited actions reported
to achieve these savings were:

— rationalising estates and use of assets (34%);

— reducing management and administrative costs (33%); and

— making changes to clinical staffing or skill mix (13%).

4.4 It is sensible and pragmatic for the NHS to focus its initial efforts on delivering those savings which are
quickest and easiest to deliver. However it will be important to avoid over reliance on non-recurrent measures
and make sufficient progress on the preparatory work necessary for the more radical and/or longer term plans
to enable us to achieve sufficiently large savings from recurrent spending.

5. Prospects for Further Progress in Meeting the Nicholson Challenge

5.1 Even if the NHS budget remains protected in real terms, the financial challenges ahead will become
increasingly tough. If we are to meet these challenges without severely impacting on quality of care, we will
need to make significant changes in the way services are delivered in all parts of the health service.

5.2 In our member survey, NHS chairs and chief executives identified the sorts of major changes which are
needed to ensure that the NHS can respond to financial pressures and improve quality. There was significant
consensus about priorities for change, with 77% identifying integration of care, and 63% expansion of
community services. The other major changes most cited were concentration of specialist services (31%),
investment in self care (28%), closure of whole hospitals (28%) and merger of trusts or organisations (21%).
However as stated above the existing plans for savings reported by the NHS chairs and chief executives tend
to focus on more immediate savings opportunities.

5.3 Without changes of this sort, it seems very likely that the pressure on finances will lead to a reduction
in quality of care as well as an increase in the number of NHS organisations facing financial failure. All of
these approaches imply significant change in the way in which the NHS delivers services.

5.4 Better integrated care requires services to be delivered in new ways, in all parts of the health service. In
an era of no or minimal increase in funding, investment in anything new or requiring development such as
community based services, telehealth, prevention or self care means disinvestment in an existing service.
Similarly if we want disruptive innovation from new types of providers of care, we will need to shift services
away from existing providers.

5.5 Given the major difficulties in finding money to invest in service change, a portion of the cash reserves
that are currently in the NHS must be recycled to help pay for the service transformation to ensure the NHS
is sustainable in the long term. If this money is diverted to bail out social care or unsustainable providers we
will create a far bigger NHS crisis down the line. It is worth noting that strategic health authorities were
required to hold back 2% of primary care trusts’ budgets for spending on non-recurrent projects and that
foundation trusts have to hold some reserves to meet their statutory obligations: not all of the money reported
in the media as “surplus” can actually be spent by NHS organisations.

5.6 Our member survey also asked about the major barriers to achieving QIPP objectives. NHS chairs and
chief executives identified political resistance to changes in service provision (26%); the impact of cuts in local
authority funding (22%); staff resistance to changes in service provision (16%); and the failure of organisations
to cooperate locally (15%) as the most significant. There is little doubt that these problems are real. We explore
below what might need to be done to address these issues.

Political resistance to changes in service provision

5.7 Anecdotally, many NHS leaders can tell stories of local MPs telling them in private that they understand
and support proposed changes to health service locally but in public they will have to oppose the changes. And
the sight of senior politicians (of all parties) on the barricades fighting the local implementation of their own
policies is one the NHS has become used to.

5.8 At one level this is entirely understandable given the nature of the NHS and the political cycle. And in
some cases the opposition may be legitimate where the NHS locally has failed to engage fully with its local
40 NHS Confederation member survey, June 2012. op. cit.
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community or make the case for change properly. But for the NHS to deliver the sorts of changes it will need
to remain sustainable, the attitude and approach of politicians, national or local, will have to change too. We
need political courage and leadership to deliver a cross party consensus to back the action the NHS needs
to take.

5.9 Department of Health proposals to make local authorities’ scrutiny of proposals for service change more
efficient41 are a welcome step in the right direction. Slow decision-making processes about service redesign
must not be allowed to make providers unsustainable due to inertia.

Impact of cuts in local authority funding

5.10 There is no doubt that local authority funding is being squeezed far harder than the NHS. While the
impact on local authorities is variable across the country, there is a knock-on effect on other public services
but particularly the NHS.

5.11 Most obviously the raising of thresholds for eligibility for social care impacts on the NHS, with more
people being admitted as urgent or unscheduled cases to hospital and patients staying in hospital longer than
necessary when medically fit to discharge. The impact of social care funding on the NHS is addressed in more
detail in section 9 below. Other local authority services such as housing (in particular social housing), children’s
services, environmental health, education and community safety also impact on the wider determinants of
health as well as directly on NHS services.

Engaging NHS staff in change

5.12 The NHS will need to do more to get the most from our talented staff. A great deal of work is being
undertaken by local employers to raise productivity through redesigning work to increase productivity (for
example, the Productive ward initiative42), changing the skill mix of staff to ensure people are best deployed,
and fostering greater staff engagement. This work is supporting the initial savings being delivered in the NHS.

5.13 However the more radical changes to the way in which we deliver services which will be necessary in
future inevitably mean changes for the staff delivering those services. These include moving to seven day
working, and more integrated models of care. Such changes are understandably not always welcomed by the
staff affected, not least if they mean redeployment, retraining or redundancy.

5.14 Positive staff relationships are vital to the delivery of high quality health services. To help local NHS
leaders deliver sustainable local services, we need to develop a clearer consensus between stakeholders at
national level about the sorts of changes to patterns of care we can expect to see and how staff affected can
expect to be handled.

5.15 With staff costs representing a significant proportion of NHS costs, inevitably these costs will come
under scrutiny. The pay freeze applying to the majority of NHS workers has helped the NHS meet the Nicholson
challenge, but this expires in April 2013 and the overall pay bill in the NHS continues to rise. A national deal
on future pay restraint is essential to protect services and minimise job losses. NHS Employers (NHSE) has
started a national dialogue with staff side organisations about the sorts of changes which may be required. For
example NHSE wishes to modify the incremental pay progression system to promote productivity and provide
better value for money.

Promoting cooperation between NHS organisations

5.16 The scale of the challenges facing the NHS means that solutions at national or local level are unlikely
to be achieved by organisations working on their own. While many NHS organisations do work collaboratively,
the wider NHS system often does not actively promote this approach.

5.17 There is a danger that this could become worse with the greater number of national bodies: the
Department of Health; NHS Commissioning Board; Public Health England; Care Quality Commission;
Monitor; NHS Trust Development Authority; Health Education England. It is vital that there is effective
alignment of the work of these different organisations at national level if we want to support better co-operation
between NHS and partner organisations at local level.

5.18 Policymakers at a national level will need to do more to tackle the challenges for collaborative working.
In particular this should include:

(a) Changing how money flows around the health and social care systems, for example:

— the tariff and currencies need to be flexible enough to allow funding of care pathways
which go in and out of acute care and across health settings—especially for the people
with multiple complex long term conditions. This will take time; and

— funding streams need to be better aligned, to make joint commissioning a reality. There
can be a mismatch between local authority funding allocations calculated per resident
population and NHS allocations which are based on GP practice populations.

41 Department of Health consultation on local authority health scrutiny: http://www.dh.gov.uk/health/2012/07/health-scrutiny/
42 See http://www.institute.nhs.uk/quality_and_value/productivity_series/productive_ward.html



cobber Pack: U PL: CWE1 [O] Processed: [15-03-2013 16:11] Job: 026344 Unit: PG04

Health Committee: Evidence Ev 103

(b) Ensuring the work of national bodies, including the development of the details of NHS reform,
supports cooperation at a local level, for example:

— the proposed sector regulation regime needs to support flexibility to reconsider proactively
how services are provided across a local area, to improve quality and efficiency well
before there is a failure;

— the rules applied by sector regulation need to be as clear as possible so that unfounded
fears do not prevent organisations from collaborating in the interests of patients;

— the various regulatory frameworks across health and social care need to align far more, so
that integration doesn’t automatically multiply the administrative burden facing individual
organisations. In addition, Monitor should develop model arrangements for risk pooling
across health and social care organisations; and

— the outcomes frameworks need to align more closely and it needs to be clear how different
parts of the system will be accountable for the various outcomes.

5.19 There is also a wider issue about the need for collaboration more widely between the NHS, local
government and other public services, as well partnerships between NHS organisations and voluntary and
independent sector organisations, if we are to get the maximum benefit from the public pound. Health and
wellbeing boards provide an opportunity to enable this to happen locally but they will need to find innovative
engagement mechanisms to ensure that efforts are joined up between commissioners and providers.

Addressing demand in the longer term

5.20 In the longer term, if the unrelenting increase in demand for care is not tackled, the tough choices the
NHS already faces will become a great deal tougher. A sustainable NHS will need to engage patients as people
with an active role to play in improving and maintaining their own health, not passive recipients of care. This
will mean empowering and supporting patients and carers. It will also mean expanding services like community
pharmacy and public health and helping patients with chronic diseases manage their conditions. It will also
mean investing in prevention so that people stay healthier and more independent for longer. We need the public
to adopt healthier lifestyles and we will need NHS staff to enable and support patients and carers to play more
active roles in managing health. This will require strong leadership across the health sector, as well as from
national politicians. For more information see our report on wellness services.43

6. Long Term Financial Viability of NHS Foundation Trusts and NHS Trusts

6.1 There are already nine NHS Trusts and FTs (all acute) identified as having the most serious financial
problems. Six NHS Trusts are rated as “financially challenged” by the Department of Health (Q3 2011–12)
and three FTs are risk rated one on finance by Monitor (Q4 2011–12).

6.2 South London Healthcare NHS Trust has become the first trust to go into administration. The NHS
Confederation supported this move. When taking over a trust, it is important that the administrator looks
beyond hospital care to consider firstly care of patients and the primary, community care and social care to
make sure services are placed back on a financially sustainable footing. It is also important to reassure patients
and the public about the continued provision of services.

6.3 It is critical that the NHS “failure regime” and broader performance management operate effectively to
deal with those organisations that find themselves in financial difficulties. For too long, organisations have
been given non-recurrent financial support which effectively props up the organisation on a short term basis
rather than supporting decisive action being taken to put them back on a sustainable financial footing.

6.4 The NHS Confederation recently interviewed eight chief executives from some of the most financially
challenged foundation trusts and NHS trusts. The early conclusions from this work were that most common
factors leading to acute trusts’ financial challenges were a rise in non-elective admissions (for which they were
paid at reduced (30–50%) tariff) and a fall in more profitable elective work (often because beds were filled by
extra emergency cases) which could also lead to fines for missing waiting time targets. These leaders were
clear that the “low hanging fruit of savings” is running out and further cost reductions will only be possible
through transformational change of services. They told us the problems were unlikely to be solved by treating
an individual struggling provider in isolation from their neighbours, and service redesign would almost always
need to happen over a bigger footprint than just one trust. However, they felt there was huge political resistance
to such changes.

6.5 Service redesign becomes impossible without political support. The NHS Confederation has for some
time been arguing that political courage and leadership are required to deliver a cross party consensus to back
the action the NHS needs to take. We also need to make sure that slow decision-making processes about service
redesign do not make providers unsustainable due to inertia.
43 www.nhsconfed.org/Publications/briefings/Pages/illness-to-wellness.aspx
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7. The Effect of PFI Debts

7.1 In terms of the effect on individual trusts’ sustainability, PFI debts and fixed financial obligations are
unsustainable burdens for a small number of organisations. In some cases, the level of PFI-debt may make it
almost impossible for the provider to achieve foundation trust status. However, there is only a very loose
correlation between trusts in financial trouble and trusts with big PFIs. In reality the reduction in the level of
the tariff, and initiatives such as putting a ceiling on the amount of activity which will be paid for, have a far
greater impact on most providers’ finances.

7.2 Existing PFI contracts are long term deals lasting up to 25 years but, in order to respond to the current
unprecedented financial challenge and improve quality, we will need to close some services or parts of hospitals
in order to invest in more efficient services elsewhere that are better for patients. With resources locked into
PFI contracts, we will find it harder to make these vital changes. There is a real danger that we will be paying
for hospitals that are not being fully used. Where this happens, there may need to be some difficult decisions
around whether to make the most of existing facilities and plan the local system around what are in most cases
high quality hospitals (even if they may not be in the ideal location), or whether to try to find a different use
for them where they cannot meet communities’ needs.

8. Capital Funding

8.1 There is a constant need for facility renewal and replacement in the NHS, as well as a need to invest to
support the kind of service transformation required to make the NHS sustainable in the longer term. Strict
limits on the Department of Health’s capital spending will make it extremely difficult for the NHS to secure
the investment required, and accessing this capital commercially will be extremely expensive. In reality, NHS
organisations are given no real alternatives to the Private Finance Initiative (PFI), despite the well known
problems with this which include a lack of flexibility to adapt to falling income levels and local changes in
patients’ needs. There is a need for further policy development to come up with more creative options for
enabling trusts to access the investment capital they need.

8.2 We have also previously told this Committee that current tariffs do not adequately reflect the cost of
capital as they are based on historic costs, which reflect a significant number of fully depreciated buildings
that are not fit for purpose rather than reflecting the real costs of a modern, fit-for-purpose estate. The treatment
of capital costs in the tariff must be changed to enable investment in modern facilities that are fit for purpose
and the new patterns of service provision that will be required to achieve the level of efficiency savings needed.
However such an approach could not be allowed to simply increase the overall cost of care as this would
be unaffordable.

9. The Impact of Social Care Availability on the NHS

9.1 Both the NHS and local government are very aware that we must work together to meet the needs of
the growing demographic that requires health and social care. Given the massive financial challenge facing
local authorities we are not surprised that many authorities have had to cut some services and tighten eligibility
criteria for social care. However, when people’s needs are not met by the social care system, they turn to the
NHS, which experiences the impact in the form of increased demand for emergency and unplanned work, and
delays in discharging people from hospital.

9.2 Our recent report, Papering over the cracks: the impact of social care funding on the NHS, found that
delayed transfers of care already cost the NHS £545,000 per day (approximately £200 million per year).44 We
expect this to increase if social care provision is not adequate. The number of emergency admissions among
patients aged 75 and over has increased by 18% between 2006–07 (1.231 million) and 2010–11 (1.453
million).45

9.3 Two thirds (66%) of NHS leaders who responded to our survey said that cuts in local authority spending
had impacted on their services over the past 12 months. Of those respondents, 92% said there were more
delayed discharges from hospital, 87% said there was greater demand for community services, 76% pointed to
more demand for mental health services, 57% said there were more acute admissions to hospital, 55% said
there were more A&E attendances and 50% said there were more emergency readmissions.

9.4 Two case studies from Papering over the cracks illustrate the impact on the NHS.

The view from a community provider

In Norfolk, the NHS is just starting to feel the impact of a tightening of social care budgets. Michael
Scott, chief executive of Norfolk Community Health and Care NHS Trust, explains that his staff are
starting to find themselves picking up new pieces of care work, such as making meals, that they
have not had to do in the past and are not funded to do. He believes this is due to restrictions to care
packages and the tightening of eligibility criteria.

44 NHS Confederation, Papering over the cracks: the impact of social care funding on the NHS, September 2012, p3. This figure
is based on 2010–11 Department of Health reference costs and 2011–12 Department of Health acute delayed transfers of care.

45 Answer to parliamentary question from Liz Kendall MP. Hansard, 18 Apr 2012 : Columns 418–421W
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Michael says: “The funding from the NHS has enabled my local authority to just keep up with
demand. However, if a sustainable funding solution isn’t found for social care, this will result in
more older people ending up in more expensive care in hospital.”

Unmet social care needs are affecting the NHS

Mathew Winn, chief executive of Cambridgeshire Community Services NHS Trust, explains that
the impact of increasing demand for social care and the cuts to the local authority’s budget are
resulting in:

— delays in handover from rehabilitation and intermediate health services to domiciliary care; and

— local authority overspends as a result of meeting their statutory responsibilities to meet demand
and live within threshold protocols.

Matthew says: “We are planning for worsening scenarios. On top of the 4% efficiency savings we
have to make annually, we are having to plan to save another 3 to 5% for the next two years just to
keep up with demand for older people’s services. The demographic evidence about increasing
demand is clear—this is not an issue for the future, it is happening now.”

9.5 These extra pressures come when the NHS is already under severe financial pressure. Any additional
increases in demand due to social care services being unable to meet people’s needs will exacerbate these
pressures.

10. The Use of the Additional Funding for Social Care being made Available through the NHS
Budget

10.1 In Papering over the cracks we examined the use of the additional funding allocated to social care
from the NHS. In the 2010 Comprehensive Spending Review, an additional £2 billion a year was allocated to
social care by 2014–15, with £1 billion of this coming from the NHS. The aim of this funding was to secure
delivery of care and transform services through re-ablement and other initiatives. In July 2012, the Government
announced that an extra £300 million, over two years, would be found from NHS efficiency savings to support
social care.

10.2 Figure 4 from our Papering over the cracks report, reproduced below, represents recent evidence46

which shows that 64% of the funds has been used for specific aspects of transforming care but we know that
18% has been used to maintain the current level of social care provision for the increasing number of service
users. The Government’s figures show there is a significant variation in how different areas have used the
funds. However, across the country, only 8% of the funding was dedicated to hospital discharge initiatives,
18% on re-ablement and 9% on bed-based intermediate care services.

Community equipment and adaptations

Telecare

Integrated crisis and 
rapid response

Maintatining eligibility criteria

Re-ablement
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Early supported hospital 
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Other preventative 
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4.83%

10.48%

13.54%

Figure 4. Allocation of additional NHS resources by local
authorities, 2011/12

10.3 The NHS Confederation has supported the extra funding for social care. We recognise the extremely
challenging financial situation facing local authorities. The transfer of funds from the NHS to social care has
been crucial in many areas in ensuring there is sufficient social care provision to meet people’s needs. However,
we need to recognise that some areas have not been able to use the money taken from the NHS to pay for
46 Figures from House of Commons Library Deposited Paper 2012—0634, April 2012
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services to help tackle the need for intensive, expensive support. Instead, these funds have in many areas been
used to paper over the cracks in the social care system. This risks storing up worse problems for the future.

10.4 Understandably, local authorities are now planning on the basis that they will have these funds and are
becoming reliant on receiving this money every year. Any reduction in the funds available to them will make
it even harder to meet people’s need for care, and could endanger services that local authorities and the local
NHS have planned jointly. However, taking funds from the NHS budget to fill the funding gap for social care
should only be a temporary measure and should not continue in the long term.

11. Responding to the Crisis in Social Care

11.1 Demand for health and social care will continue to rise, particularly with the increase in the number of
very old people and adults living with multiple disabilities. The population of over-65s is projected to grow by
50% over the next 20 years. We must ensure that the health and social care system meets the needs of this
growing demographic. In Papering over the cracks we argued that both greater funding and greater integration
are necessary; neither will be sufficient on their own in ensuring a sustainable social care system.

11.2 A long-term, sustainable solution is needed, which increases social care funding for the growing group
of people who have increased needs. In addition, in the short and medium term, a sustainable funding package
for social care is needed which does not stop at bailing out areas that are in crisis, but that also enables
investment in services which will save money by improving people’s overall health and independence. The
ambitions of the social care reforms within the Care and Support Bill will only be realised if the funding
challenges are solved.

11.3 The Dilnot Commission’s proposals are the most credible and practical solution on long term social
care funding. The Government must commit to implementing them as soon as possible. It will cost the
Government £2 billion a year to implement the Dilnot proposals. The Government must include these extra
funds in the next Spending Review and clarify where it will find the money.

11.4 It is not sustainable to expect the funding shortfall of £2 billion for social care to come from the NHS.
It is not possible to increase NHS efficiency savings by at least £2 billion a year on top of the existing
requirement to save £4 to £5 billion a year for at least the next four years without severely affecting care.

11.5 There is widespread consensus that we need to make better use of resources and improve people’s
experiences by ensuring more integration of care. Local authorities, NHS organisations, national organisations
and government all have a role to play in ensuring we overcome the challenges in moving from aspiration to
practical implementation of this aim.

October 2012

Written evidence from the Local Government Association and the Association of Directors of Adult
Social Services (PEX 22)

About the Local Government Association

1. The Local Government Association (LGA) is here to support, promote and improve local government.

2. We will fight local government’s corner and support councils through challenging times, focusing our
efforts where we can have real impact. We will be bold, ambitious, and support councils to make a difference,
deliver and be trusted.

3. The LGA is an organisation that is run by its members. We are a political organisation because it is our
elected representatives from all different political parties that direct the organisation through our boards and
panels. However, we always strive to agree a common cross-party position on issues and to speak with one
voice on behalf of local government.

4. We aim to set the political agenda and speak in the national media on the issues that matter to council
members.

5. The LGA covers every part of England and Wales and includes county and district councils, metropolitan
and unitary councils, London boroughs, Welsh unitary councils, fire, police, national park and passenger
transport authorities.

6. We work with the individual political parties through the Political Group Offices.

7. Visit www.local.gov.uk

About the Association of Directors of Adult Social Services

8. The Association of Directors of Adult Social Services (ADASS) represents Directors of Adult Social
Services in Councils in England. As well as having statutory responsibilities for the commissioning and
provision of social care, ADASS members often also share a number of responsibilities for the commissioning
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and provision of housing, leisure, library, culture, arts, community services and increasingly, Children’s Social
Care within their councils.

9. Visit www.adass.org.uk

A Note on our Submission

10. We are pleased to submit a written response to the Committee’s inquiry and look forward to giving oral
evidence on 23 October.

11. In anticipation of answering a number of questions on a range of different topics at oral evidence, this
written evidence does not strictly follow the Committee’s questions as set out in the inquiry’s call for evidence.
Instead it provides an overall commentary on the state of adult social care funding.

Commentary on Adult Social Care

The broader local government funding picture

12. Social care funding must be seen in the wider context of funding for local government as a whole.

13. The 2010 Spending Review set out real terms reductions of 28% in local government budgets for the
four years to 2014–15. This compared to overall cuts of 8.3% across all departmental budgets. It is therefore no
exaggeration to say that local government was handed one of the toughest settlements across the public sector.

14. The grant reductions were after taking account of the additional Formula Grant described in paragraph
22 below. In other words, without the additional grant the reductions in overall local government funding
would have been even greater.

15. The very clear reality is that councils have had to face extremely tough choices about which services
they can keep running. Local government continues to do everything possible to minimise the effect of these
cuts, building on its record of delivering new and better ways of doing things in order to keep public services
running.

16. As we have long argued, these difficult decisions are best made at the local level. Councils—working
with their local partners—have a thorough and expert knowledge of their communities’ needs and continue to
strive to ensure that scarce resources are targeted where they are needed most.

17. We have modelled the level of service provision that councils could be expected to be able to sustain if
their revenue base were to be constrained within the spending levels set out by the Chancellor in Budget 2012.
Our projections of all future sources of council revenue, and future service spending demands, show a likely
funding gap of £16.5 billion a year by 2019–20.

INCOME VERSUS EXPENDITURE
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18. With social care and waste spending absorbing a rising proportion of the resources available to councils,
funding for other council spending drops by 66% in cash terms by the end of the decade; from £24.5 billion
in 2010–11 to £8.4 billion in 2019–20. This is the equivalent of an 80% real terms cut. And of course, these
“other” universal services are those which play a key role in supporting an individual’s general wellbeing, such
as libraries, leisure and transport.
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19. If local government funding is constrained in the next Spending Review period along the same lines as
it has been in this one, expenditure on adult social care will absorb 45% of council budgets by 2019–20, up
from about 30% in 2010–11, For county councils, for whom adult social care costs already absorb closer to
40% of their budgets, the squeeze will be even more acute: our modelling shows that they would need to spend
52% of their budgets on adult social care by 2020 to meet projected demand.

20. These are significant figures and it is therefore crucial that we do not conflate the two issues of funding
for the system, and funding for reform. In our view, the latter is about taking forward the proposals contained
within the care and support white paper, and the Dilnot Commission, to secure the changes that are needed to
make our care and support system clearer, fairer and more transparent. But system reform is a longer-term
game, and will fail to get off the ground if we do not address the more immediate issue of system funding.

21. We are absolutely clear that immediate funding for the system and funding for reform must go hand in
hand, and that securing a sustainable financial future for local government as a whole must therefore start with
getting funding for care and support right.

The Social Care Funding Picture

22. The government did respond positively to some of the central arguments for additional resource made
by local government in the run up to the last Spending Review, allocating new social care funding, and funding
from the NHS to support joint working between health and social care.

NHS
Formula Grant Given “to support integration between health
Given “in recognition of the pressures on the and social care services at the local level…[the
social care system in a challenging fiscal money is] specifically for measures that support
climate” social care, which also benefit health”

2011–12 £530 million 2011–12 £800 million
2012–13 £930 million 2012–13 £900 million
2013–14 £1 billion 2013–14 £1.1 billion
2014–15 £1 billion 2014–15 £1 billion

23. This additional money was certainly welcome, but its impact would only be truly felt if we were in a
settled state. The picture presented above makes clear that we are not—a point further reinforced by the
ADASS Budget Survey, which shows that £1.89 billion has already been taken out of adult social care budgets
over the last two years.

24. In terms of the money transferred through the NHS to adult social care, the ADASS Budget Survey
shows that, in 2012–13, £284 million has been used to offset pressures and cuts to services, £148 million has
been invested in new social care services, and £149 million has been allocated to working budgets.

25. Where budgets have been cut those decisions have not been made lightly. Indeed, the LGA “Spending
and Saving Survey” from March 2011 showed that more than half of councils (57%) were seeking to protect
adult social care, and 79% of councils had decided not to change the lowest eligibility band at which they
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offered services in 2011–12 (notwithstanding the fact that the majority of councils are already operating at
“substantial” and “critical” only).

26. The implications of reduced budgets are exacerbated by demographic pressures, particularly amongst
adults with learning disabilities as well as older people. The ADASS Budget Survey reports that this pressure
stands at £403 million for 2012–1347 and we expect demography to continue being a major pressure in the
years ahead. Between 2010 and 2030 we expect a 64% increase in the population aged 75 and over, and a 32%
increase in the numbers of adults aged 18–64 with learning difficulties. As a result, over the same time period
we project expenditure on adult social care to increase by 84%, from £14.5 billion to £26.7 billion. Within this
there is a 100% increase in expenditure on adults over 65, from £7.7 billion to £15.4 billion. However, despite
relatively smaller numbers, the projected increase in expenditure on adults aged 18–64 stands at 66% between
2010 and 2030, from £6.8 billion to £11.3 billion. This is highly significant.

27. Whilst one of the routes councils have taken to secure efficiencies has been holding down the price of
care placements and homecare hours to protect frontline services, this option is simply not sustainable. We
recognise that providers will not be able to recruit staff and quality of care will be at risk if there is not an
urgent government response to the funding pressures faced across the adult social care sector.

28. Examining what is happening underneath the global figure for expenditure also reinforces the need for
urgent reconsideration of the level of resourcing for adult social care.

System Pressures

Net spending on adult social care 2010-
11

0.41%

51.04%

10.59%

26.40%

7.88%

0.31%

3.37%

Social care strategy - adults  

Older people (aged 65 or over) including
older mentally ill

Adults aged under 65 with physical
disability or sensory impairment

Adults aged under 65 with learning
disabili�es

Adults aged under 65 with mental health
needs

Other adult social care - asylum seekers -
lone adults

Other adult social care - other

29. Spending on adult social care covers a broad range of client groups and it is worth considering here
three examples of particular pressures councils are facing to illustrate the urgent need for a long-term funding
solution.

(a) The largest demographic pressure for many councils is from people with learning disabilities.
The number of adults with learning disabilities is increasing at the same time as their care needs
are growing, and pressures arise as individuals’ care packages require enhancing as informal
care arrangements break down. This is often due to ageing parents looking after middle-aged
and older adults who either die or can no longer cope with the caring role. An individual with
learning disabilities could require support based on a very broad spectrum of need. Thus whilst
some packages may cost a relatively small amount, those at the opposite end of the scale may
well run into hundreds of thousands of pounds. It does not take many of these high-end cases
to swiftly and dramatically alter councils’ budgets.

47 ADASS Budget Survey, 2012.
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(b) Dementia is another condition that will undoubtedly place growing pressure on council budgets
in the future. There are 800,000 people with dementia in the UK according to the Alzheimer’s
Society, at a cost of over £23 billion in 2012. That number is expected to increase to one
million by 2021.

30. Adult social care is clearly a service under pressure and councils cannot call on many levers to manage
demand and cost. Moreover, those it can use (such as tightening eligibility, raising charges, closing services or
reducing staffing levels) are inevitably limited.

31. In addition to specific pressures on the social care system it is also pertinent to think about some of the
assumptions that will form the wider backdrop to next year’s financial environment. These compound the
tensions already within the system and include, for example:

(a) A late local government settlement in December 2012 following the Autumn Statement, which
itself will be later than normal and may revisit the original figures in the Spending Review.
This means councils will have a shorter amount of time to make important budget decisions
and allocations, and less time to consult with residents. This may ultimately result in judicial
reviews of councils’ spending decisions.

(b) The proposal to limit Council Tax increases to 1.99% (and hold referenda for increases above
this amount). This will inevitably limit councils’ ability to raise additional money via this route.

(c) Providers pursuing higher fees from councils because of national policy developments such as
the national minimum wage and fuel duty.

(d) Uncertainty surrounding the transfer of resources for public health, alongside concerns that the
amounts locally may not be enough to cover inherited existing commitments.

(e) Uncertainty as to the compound impact of public expenditure reforms (including welfare
reforms), the effect upon the most marginalised and vulnerable individuals and communities,
and the ability of councils to respond to these complicated and inter-dependent issues.

The Efficiency Agenda

32. It is against this backdrop of high demand and limited scope for alleviating pressure that discussions
around efficiency are played out. Councils have a strong track record when it comes to delivering on efficiency,
and even the Prime Minister has acknowledged that local government is the most efficient part of the public
sector. Councils have now shed 200,000 jobs this decade, with more expected before the next Spending Review
period. Pay has been frozen for three years in a row in local government, and senior salaries are on a
downward slope.

33. Adult social care in particular has a longstanding culture of seeking efficiencies and maximising
productivity to offset the changes in the makeup of our population that affect demand for services. As the
ADASS Budget Survey illustrates, despite a planned £890 million reduction in adult social care budgets in
2012–13, frontline services are being protected where possible through £688 million worth of efficiency and
service redesign48.

34. A new LGA programme on efficiency in adult social care shows that councils are exploring a number
of different avenues to get the most out of every public pound. This activity typically falls into one of three
categories: reducing the number of people who need care; reducing the cost of care; and reducing the
bureaucracy of care. Some examples of issues that councils have already raised include:

(a) Partnerships with the voluntary sector to reduce demand on state-funded services.

(b) Looking at the nature and practices of individual members of social care assessment staff and
the impact this has on the costs of care for their customers.

(c) Joint working with health with a focus on agreed joint outcomes that deliver greater
independence (for example improved dementia care, incontinence support, stroke recovery).

(d) Using the growing interest in outcome measures to assist in getting the right help to people at
the right time.

(e) Assisting people who are socially isolated through befriending schemes and other community-
based initiatives.

(f) Falls prevention.

(g) The role and use of telecare.

(h) How to help self-funders to reduce the risk of them running out of money and falling back on
the state.

(i) The role and use of reablement, including working with longer-term clients.

(j) Establishing social enterprises or other bodies to take over the running of previous in-house
managed services.

48 ADASS Budget Survey, 2012.
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35. In respect of integration with health we are continuing to explore the financial benefits of bringing health
and social care closer together, such as through joint teams, pooled budgets and a clear focus on commissioning
for outcomes across health and social care. This is a challenging agenda with several issues—such as continuing
healthcare and delayed discharges—still needing to be addressed. The assumption is that integration will save
money—either by reducing demand or reducing the costs of delivery—but we will need to be careful that any
savings are not double counted as part of the Quality, Innovation, Productivity and Prevention work.

36. We are also clear that integration should not be the preserve of health and social care alone; the
contribution of housing is critical and in many respects is the starting point for determining an individual’s
wellbeing.

37. Despite the potential for further efficiency savings we need to face up to the reality now that efficiency
alone is not the answer. Councils cannot continue to make the level of savings that they have achieved to date,
and finding further efficiencies will inevitably become harder over time. The debate therefore needs to move
away from demand management and more toward a consideration of what sort of entitlement is justifiable and,
at a fundamental level, what councils are here to do. This means an open discussion about how much money
we have, what we want to achieve and what we are willing, for now, not to achieve. This needs to be a
conversation between councils, residents and government.

38. Finally, it is noted that as councils continue to make efficiencies, the options become more limited as to
where these are secured. Councils have sought to protect frontline services where possible and with this in
mind it is becoming likely that discretionary spend on prevention and early intervention may be the only place
left to look for further efficiencies. This, of course, runs counter to the whole emphasis of reform as set out in
the care and support white paper and draft bill.

Commentary on Health

The NHS efficiency agenda

39. Efficiency savings in the health service may also have an impact on local government services. The
Quality Innovation Productivity and Prevention (QIPP) challenge requires the NHS to make efficiency savings
of £20 billion by 2015 in order to reinvest in frontline services. The most recent King’s Fund Quarterly
Monitoring report sought information from Finance Directors of NHS organisations on the likelihood of the
QIPP challenge being achieved and the impact of this on service quality. The majority of Finance Directors
were confident that they would be able to achieve the planned cost savings in the current financial year and
most are projecting a break even or budget surplus position. However, longer-term many of the respondents
have two key concerns:

(a) The scale of the QIPP challenge is unachievable with a majority of respondents believing that
the NHS as a whole would not be successful in finding £20 billion of efficiencies.

(b) Financial pressures will have a negative impact on the quality of patient care.

40. Clearly the pressures on the NHS to meet the QIPP challenge will continue to grow and we do not yet
know what impact there may be on adult social care services. A general risk is that the failure of the NHS to
achieve the QIPP savings may mean there is less resource nationally and locally to support adult social care
services, who in turn support reduced acute activity through targeted community based early intervention and
preventative approaches.

41. If successful, an integrated approach will push costs “down the system”—away from the NHS and onto
council early intervention and preventative services and support. Whilst this creates a more cost effective and
joined up approach, it is critical that NHS funding is simultaneously transferred to councils at the same time.

Public Health

42. The Department of Health has made available public health transitional support funds for local
authorities. Financial support is available to each unitary and upper tier local authority. This will enable the
capacity required to manage the change by contributing towards the costs associated with transition and
minimising the diversion of staff and resources from day to day duties. The allocation will be made available
through PCTs.

43. We have welcomed this contribution to the costs of transition but would have preferred the money to
come directly to local government, rather than having to ensure that PCTs pass this allocation on to councils.

October 2012
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Written evidence from The King’s Fund (PEX 24)

1. The King’s Fund is an independent charity working to improve health and health care in England. We
help to shape policy and practice through research and analysis; develop individuals, teams and organisations;
promote understanding of the health and social care system; and bring people together to learn, share knowledge
and debate. Our vision is that the best possible care is available to all.

Summary

2. The King’s Fund welcomes the Committee’s latest inquiry into public expenditure. It provides an important
opportunity to evaluate progress in meeting the so-called Nicholson Challenge and assess the impact of current
financial pressures on health and social care services.

— 18 months in, the NHS appears to be making good progress towards meeting the Nicholson
Challenge. However, the extent to which savings represent real and sustainable productivity
gains is not yet clear.

— Further efficiencies will become harder to achieve as one-off savings such as reductions in
management costs start to slow, with much depending on whether pay increases continue to
be restrained.

— We are concerned that too much emphasis has been placed on delivering financial savings rather
than productivity gains. Significant opportunities to improve productivity remain, for example,
by reducing unwarranted variations in performance.

— While financial performance across the NHS is holding up well, a small but significant number
of trusts are in real difficulty. Major reconfigurations of hospital services are essential for
financial and clinical reasons.

— Social care services are under significant pressure, with evidence that the underlying financial
position is continuing to deteriorate. The need for a long-term funding settlement for social
care has never been more urgent.

— The funding transferred from the NHS budget to support social care has helped to stimulate
joint working. However, this money is increasingly being used to offset cuts to services,
undermining the intention behind it.

— Despite high-level political commitment, there is a lack of urgency in developing integrated
care. The delivery plan promised for early next year must be a catalyst for delivering integrated
care at scale and pace.

3. Our responses to the questions in the inquiry’s terms of reference are set out below.

The plans being made by NHS bodies to enable them to meet the Nicholson Challenge

4. As part of our work tracking, analysing and commenting on NHS performance, The King’s Fund publishes
a quarterly monitoring report, based on the views of a panel of NHS finance directors and analysis of
performance data. Our last but one report, published in May, looked back at the financial year 2011–12, the
first year of the Nicholson Challenge.49

5. The average cost improvement programme (CIP) target cited across the 60-strong panel was 5.1%. Overall,
the average CIP saving achieved was 4.7%. Of the 60 organisations represented on the panel, 23 met their
target and seven exceeded it. However, nearly half (28) did not meet their target.50 Despite this, the NHS met
its overall target of delivering £5.8 billion in efficiency savings during the year. This suggests that national
action in restraining pay, reducing management costs and delivering savings in centrally administered budgets
played a significant role in enabling the target to be met.

6. Our most recent quarterly monitoring report, published in September, revealed an average CIP target for
2012–13 of 4.8% among a panel of 45 finance directors.51 Confidence in achieving these targets is high—
almost three-quarters (33) are confident of meeting their target, with seven uncertain and only five concerned
that they will not meet their target.

7. However, there is less optimism about the future. When asked to estimate the risk of the NHS not
achieving its £20 billion target, 60% (27) said there is a high or very high risk of failure, while just four said
there is little risk of the target not being met. The remaining 14 rated the chances of success or failure as even.
This is likely to reflect concerns that efficiency improvements may become harder to realise, as one-off savings
such as reductions in management costs start to slow, as well as the potential impact of the end of the public
sector pay freeze in April 2013.
49 How is the NHS performing? Quarterly monitoring report. The King’s Fund, May 2012.
50 Two finance directors did not report whether they achieved their CIP target.
51 How is the NHS performing? Quarterly monitoring report. The King’s Fund, September 2012.
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Where changes are being proposed, and whether the NHS is succeeding in making efficiency gains rather
than cuts

8. The Department of Health tracks and assesses local QIPP plans. However, information obtained by the
Health Service Journal52 indicates that details of how savings are made are not monitored—it is therefore not
possible to determine whether the savings delivered are real and sustainable productivity gains. We note the
finding in the recent Audit Commission report that acute sector income growth more or less matched activity
growth and inflation in 2011–12, suggesting that productivity—crudely measured—remained flat.53 We look
forward to the review of the first year of QIPP currently being undertaken by the National Audit Office and
hope it will cast more light on this.

9. We remain concerned at the emphasis being placed on the financial value of the productivity gain—the
£20 billion. While this provides a legitimate broad brush target, we are concerned that many in the NHS are
interpreting it as the financial savings to be made over the period up to 2015, rather than a monetary expression
of the value of the productivity gain to be achieved. Improving value for money for patients does not just
involve reducing unit costs—in many ways, and perhaps more importantly, it means identifying where quality
can be improved for a given level of spending.

10. What evidence there is suggests that a significant element of the savings generated so far are due to one-
off savings such as reductions in management costs, back office savings and reductions in services of low
clinical value. The Audit Commission report shows that PCT running costs fell by 18% in 2011–12, from £2.4
billion to £1.9 billion. Our last quarterly monitoring report highlighted an 18% reduction in the number of
managers since March 2010, from 43,608 to 35,555. While reductions in management costs must play a part
in delivering savings, we remain concerned that the loss of experienced managers presents real risks to meeting
the Nicholson Challenge and we continue to believe that the government’s target to cut management costs by
45% should be re-visited.

11. Major reconfigurations of hospital services are essential to meet the Nicholson Challenge and improve
the quality and safety of care. Since the lifting of the moratorium on hospital reconfigurations imposed when
the coalition government came into office, a number of proposals to reorganise services have come forward—
information obtained by the Health Service Journal indicates that the majority of QIPP plans include proposals
for local service change, with several planning changes to care pathways for long-term conditions and changes
to the way that some services are provided. However, few mention large-scale reconfigurations of services. In
light of this, we remain concerned that clinical commissioning groups will not have the knowledge and capacity
to undertake large-scale reorganisations across wide geographical areas, and that the decision-making process
for reconfigurations remains complex, bureaucratic and often undermined by resistance to change from local
MPs and councillors, even when there is strong clinical and financial case for change.

12. There remain significant opportunities to make productivity gains by reducing unwarranted variations in
performance. For example, the NHS Institute for Innovation and Improvement has estimated that £4.5 billion
in efficiency savings could be delivered in acute hospitals by bringing performance up to the level currently
achieved by the top quartile.54 Our research has shown a 10-fold difference in the rate of tonsillectomies (a
procedure that has been questioned since the 1930s) undertaken by different PCTs and that, while some
hospitals undertake up to 90% of operations on varicose veins as day cases, others only manage this in 30%
of cases.55

The cost of the continuing reorganisation of NHS structures in line with the provisions of the Health and
Social Care Act 2012

13. A written ministerial statement published on 18 October 2012 estimated the costs of the changes being
implemented as a result of the Health and Social Act 2012 as £1.5–£1.6 billion. This will include redundancy
costs of around £630 million. The Audit Commission report notes that the cost of exit packages for nearly
2,000 staff leaving the NHS in 2011–12 was £82 million and that PCTs spent a further £227 million on the
costs of their closure and establishment of the new arrangements.

The prospects for the long-term viability of NHS trusts and NHS foundation trusts given (a) the 2010
spending review settlement and (b) financial commitments incurred under the Private Finance Initiative

14. Despite a very challenging financial environment, the majority of NHS organisations are holding up
well. Overall, the NHS reported a surplus of £2 billion last year. Our latest quarterly monitoring report found
that, of a panel of 45 NHS finance directors, 35 expect to be in surplus at the end of the current financial year,
with seven expecting to break even and only three expecting to be in deficit.

15. However, a small but significant number of trusts are struggling. In the last quarter of 2011–12, 10 out
of 72 NHS acute and ambulance trusts were rated as “underperforming” or “challenged” on their financial
52 Health Service Journal, 6 September 2012.
53 NHS financial year 2011–12. The Audit Commission, September 2012.
54 Speech by Bernard Crump to the NHS Institute for Innovation and Improvement Faculty Conference, 30 September 2009.
55 Appleby J Raleigh V, Frosini F, Bevan G, Gao H, Lyscom T. Variations in health care: The good, the bad and the inexplicable.

The King’s Fund, 2011.



cobber Pack: U PL: CWE1 [E] Processed: [15-03-2013 16:11] Job: 026344 Unit: PG04

Ev 114 Health Committee: Evidence

performance.56 Of 143 foundation trusts, Monitor reports that 10 had a financial risk rating of 1 or 2 (on a
scale of 1 to 5, with 1 being high), and that 11 were in breach of the terms of their authorisation on financial
grounds.57 Twenty trusts have declared themselves unviable in their current form.

16. The problem is particularly acute in London, where only 16 of 42 trusts are currently foundation trusts
and around half of the remainder are unlikely to be financially viable in time to meet the government’s 2014
deadline for achieving foundation trust status. Our report on health care in London, published in December
last year, included analysis showing that net deficits for 18 acute trusts are forecast to grow to around £170
million by 2014 and that, even on an optimistic assessment, only six are likely to be financially viable by
then.58

17. With funding increases only just set to cover inflation for the rest of the spending review period and
other financial pressures, including ongoing policies to cut tariff prices in real terms (by 1.8% this year,
following a 1.5% cut last year) and top-slice commissioner budgets, the position remains very tight. Up to
now, this has been offset by the public sector pay freeze, which has kept pay costs down. However, with pay
making up around 70% of trust expenditure, any increase would be particularly significant and would be more
likely to push more trusts into financial difficulty than other factors such as PFI. An average increase of 1% in
staff pay would add around £400 to £500 million to NHS expenditure.

18. The prospects beyond 2015 look just as challenging. The NHS Commissioning Board’s Director of
Transformation, Jim Easton, has indicated that QIPP will continue after 2015. This follows comments
reportedly made by the Department of Health’s Director for Policy, Strategy and Finance, Richard Douglas,
suggesting that the NHS may need to find £50 billion in efficiency savings by 2020.59 With the economy
continuing to stagnate and suggestions that further cuts in public spending may be needed after the next General
Election, there is little prospect of pressures receding for some years ahead.

19. Despite the attention it has received, PFI is a significant issue in only a minority of cases. For example,
of the 11 foundation trusts in breach of the terms of their authorisation for financial reasons, PFI is a significant
factor in only one.60 Overall, for those trusts with a PFI scheme, repayments represent an average of 2% of
their income, a figure that should be set against the benefits brought by new facilities financed under the
scheme. Nevertheless, PFI is a significant problem for a small number of hospitals, with repayments accounting
for 10% of annual income or more in some cases. In recognition of this, in February 2012, the Department of
Health announced that it would make £1.5 billion available over 25 years to seven trusts where PFI was
undermining their long-term viability.

The impact on the provision of adult social care of the 2010 Spending Review settlement

20. Net spending on adult social care by local authorities began to decline before the 2010 spending review,
falling by 2% in 2010–11. This will be the third consecutive year local authorities have reduced their budgets,
with a planned reduction of £890 million in 2012–13—a cut of 6.8% and a cumulative reduction of £1.89
billion over the past two years.61 In the context of a 7.7% reduction in overall spending by local authorities,
this suggests that councils have sought to prioritise adult social care. Of the planned reductions this year, 77%
(£688 million) will be met through efficiency savings and redesigning services, 8% through higher charges and
13% through reduced services.

21. The combination of demographic pressures—from working-age adults with disabilities as much as older
people—and a 28% cut in central grant support over the spending review period is undermining the
government’s aim of putting social care services on a stable footing and improving outcomes. The Committee’s
report on social care rehearsed the argument about whether there is a funding gap. We agree with the report’s
conclusion that, despite the additional £2 billion provided in the Spending Review, social care is not adequately
funded to maintain quality and that funding pressures are contributing to reductions in services.

22. Although the actual reduction in services this year appears modest, a number of factors suggest that the
underlying position is continuing to deteriorate.

— 46% (£284 million) of the money allocated from the NHS to promote joint working this year
is being used to offset cuts to services and help meet demographic pressures (see below).62

Without this funding, local authorities would have to make further reductions in spending of
almost 7.5%.

56 The Quarter. Department of Health, 2012.
57 NHS foundation trusts: Review of 12 months to 31 March 2012. Monitor, 2012.
58 Appleby J, Ham C, Imison C, Harrison T, Ashton B, Thompson J, Boyle .Improving health and health care in London: Who

will take the lead? The King’s Fund, 2011.
59 As reported in the Financial Times, 13 March 2012.
60 Evidence given to the Public Accounts Committee by David Bennett, Chair and Interim Chief Executive of Monitor, on 18

September 2012.
61 ADASS Budget Survey 2012; Association of Directors of Adult Social Services, June 2012.
62 Ibid
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— There has been a further tightening of eligibility criteria, albeit a modest one, so that 85% of
councils are now only responding to needs that are classified as substantial or critical under the
Fair Access to Care eligibility criteria, compared to 47% in 2005–06.63

— The number of people receiving publicly funded social care through local authorities has
continued to fall—by 7% in 2011–12 and by 17% since 2006–07.64 Over the same period, the
population aged 85 years and over has soared by over 20%.

— The fees paid by councils to providers will increase by only 0.9% this year—well below the
rate of inflation. While providers should contribute to the efficiency challenge, it is difficult to
see how they can maintain, let alone improve, the quality of care they provide within these
parameters.

23. Modelling of projected spending by the Local Government Association, Institute of Fiscal Studies and
others confirms that the gap between needs and resources will continue to widen.65 The need to secure a
sustainable long-term funding settlement for social care has never been more urgent. Until a way forward
is agreed, a financial vacuum will remain at the heart of the government’s aspirations for a better social
care system.

The impact on NHS plans of decisions currently being made by local authorities

24. We would expect the pressures on social care budgets to produce knock-on consequences for the NHS,
for example in terms of increased emergency admissions and delayed discharges from hospital. Anecdotal
feedback suggests that pressures are beginning to build up; a survey undertaken by the NHS Confederation
earlier this year found that two-thirds of respondents said that cuts in local authority spending had affected
their services over the past 12 months.66 However, these pressures are not yet feeding through into national
data. Delayed transfers of care are stable and remain significantly below the very high levels recorded in
2003–04. This may be explained by the likelihood that many local authorities are prioritising facilitating timely
discharge and using the transferred NHS money to support this.

25. Our recent analysis of emergency bed use in hospitals found that, although there is significant potential
to reduce emergency bed use among older patients, there is no clear association between investment in social
care and the level of bed use—the way hospitals are run has a bigger impact.67 It did find that areas with a
high proportion of older people and well-developed integrated services tended to have lower rates of emergency
bed use.

The ability of local authorities to make the necessary efficiency savings

26. Local authorities have a good recent track record of delivering efficiency savings in adult social care,
with estimates suggesting that just over £2 billion of savings have been made since 2007–08.68 However, it
is unclear how much of these savings have genuinely released cash rather than reduced the quality or
availability of care. There is also considerable variation in performance between local authorities, and those
that have already realised substantial savings will find it harder to make further gains. In view of the scale of
past savings and the mounting pressure on services, it is questionable whether a further £688 million can be
released this year.

The use of the additional £1 billion funding for social care made available through the NHS budget

27. The 2010 Spending Review announced that over the four years to 2014–15, £1 billion would be
transferred to local authorities from the NHS to promote better joined-up working across the health and care
system. The White Paper Caring for our Future pledged further transfers of £100 million and £200 million in
2013–14 and 2014–15. This is intended to cover the costs of implementing the White Paper from 2013.

28. Both ADASS and the NHS Confederation69 report that local authorities and their NHS partners are
working well to agree how the transferred money should be used. In 2011–12, virtually all of the £648 million
available was allocated to local authorities from PCTs, with most of this money directed towards services at
the interface of the two systems such as re-ablement. However, nearly a fifth of the money was used by local
authorities to maintain eligibility criteria, a finding that the Committee’s previous report described as “deeply
concerning”. As previously noted, early indications suggest that approaching half of this year’s funding is
being used to offset budget cuts or meet demographic pressures, underlining the severe pressure on budgets
and undermining opportunities to promote integration.

29. It is significant that from 2013, the NHS money will be transferred to local authorities from the NHS
Commissioning Board. It will be important to ensure that this does not undermine the role of clinical
63 Cutting the cake fairly: CSCI review of social care eligibility criteria. CSCI, October 2008.
64 Community Care Statistics: Social Services Activity, England, 2011–12 provisional release; NHS Information Centre, September

2012.
65 Funding outlook for councils from 2010–11 to 2019–20: Preliminary modeling; Local Government Association, 2012.
66 2012 Member Survey, NHS Confederation, July 2012.
67 Imison C, Thompson J, Poteliakhoff E. Older people and emergency bed use: exploring variation. The King’s Fund, 2012.
68 Submission to Comprehensive Spending Review 2010. Association of Directors of Social Services, 2010.
69 Papering over the cracks: the impact of social care funding on the NHS. NHS Confederation briefing, September 2012.
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commissioning groups and local authorities in agreeing how the money should be used, and that health and
wellbeing boards adopt a leadership role in ensuring that all resources across the local health and social care
system are aligned with local needs and priorities.

Progress on making efficiencies through the integration of health and social care services

30. Over the past 18 months, interest in the development of integrated care has grown significantly. The
NHS Future Forum said it was time to “move beyond arguing for integration to making it happen”, the Prime
Minister made it one of his five key NHS pledges, and a number of amendments were made to the Health and
Social Care Act to strengthen duties on a range of bodies to promote integrated care. More recently, all the
main party spokespeople stressed their support for it during the party conference season.

31. However, despite this high-level support, the lack of urgency in delivering integrated care noted by the
Committee in its previous report and its report on social care earlier this year remains. Our joint report with
the Nuffield Trust earlier this year outlined a number of priorities for action and barriers to developing
integrated care.70 At a national level, little progress has been made in addressing these and there is a significant
risk that momentum is lost during the transition and that integrated care is not given sufficient priority. For
example, we were disappointed that it was not given more emphasis in the Secretary of State’s draft mandate
to the NHS Commissioning Board.

32. The picture is similar at a local level. Our report on the experience of establishing health and wellbeing
boards, published in April this year, suggests that they could be a catalyst for delivering integrated care, with
almost all those surveyed expecting boards to promote closer integration.71 However, with some notable
exceptions, progress in delivering integrated care locally remains patchy; we are concerned that the complex
structural change now being implemented in the NHS may be acting as a barrier to progress. A recent article
by Anthony Farnsworth, Chief Executive of Torbay (Southern & Devon) Care Trust, highlighted how well-
established partnership arrangements have been disrupted by a combination of organisational change and cuts
in local authority funding.72

33. The social care White Paper outlined a number of proposals that will form the basis of the integrated
care delivery plan due to be published by the Department in the coming months. This provides an opportunity
to generate momentum—it must be the catalyst in moving integrated care from a subject for debate in the
policy arena to making it happen across the country at scale and pace.

34. Ultimately, making significant progress on this agenda demands a more ambitious approach. In our view,
this should be centred on aligning the £121 billion currently spent on health and social care much more closely
around the needs of patients and service users by pooling local budgets and, potentially, moving towards a
single, strategic assessment of the funding needs of the NHS and social care. We therefore welcome reports
that the Care and Support Bill may be used to drive shared budgets between clinical commissioning groups
and local authorities.

October 2012

Supplementary written evidence from the NHS Confederation, Local Government Association and
Association of Directors of Adult Social Services (PEX 25)

“UNLOCKING THE PATHWAY TO INTEGRATED CARE”

1. This paper provides joint supplementary evidence to the Health Select Committee’s inquiry into Public
Expenditure, from the NHS Confederation, Local Government Association and Association of Directors of
Adult Social Services. It provides joint recommendations on how the government can support integrated care,
outlining what the government should and should not do to make this happen.

2. Health and social care integration is not a new concept, but the challenges of meeting the increasingly
complex needs of an ageing population, combined with increasingly scarce resources, have led to renewed
interest and there is now a clear consensus across health and social care that integrated care is a key priority.
Building on this consensus and successful examples of integration in many places, we believe that in order for
integrated care to become mainstream practice all parties at national, regional and local levels must demonstrate
the will to make it happen.

3. Local leaders are responsible for driving local joint working to ensure integrated care happens at scale.
However, central government has a crucial role to play in creating the conditions under which local areas can
make progress. In this paper we look at what the government and national bodies (including NHS
Commissioning Board, Monitor, the Care Quality Commission, Health Education England, Public Health
70 Goodwin N, Perry C, Dixon A, Ham C, Smith J, Davies A, Rosen R, Dixon J. Integrated care for patients and populations:

Improving outcomes by working together. The King’s Fund, 2012.
71 Humphries R, Galea A, Sonola L, Mundle C. Health and well being boards: System leaders or talking shops? The King’s Fund,

2012.
72 Farnsworth A: Unintended consequences? The impact of NHS reforms upon Torbay Care Trust; Journal of Integrated Care,

2012, Volume 20, Issue 3, pp 146–51.
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England and the NHS Trust Development Authority) can focus on to support and enable local leaders to make
faster progress in integrating care.

4. The following conditions and behaviours are required to further integrated care:

— The will and partnerships to make it happen at both local and national levels.

— A “climate of confidence” in which local areas are able to experiment and take risks.

— A presumption of the competence of local areas to improve integrated care, rather than a
presumption of incompetence and prescription.

— Reasonable financial certainty over time to support longer term planning assumptions, ensuring
that there is flexibility regarding how to use budgets and a level of certainty of budgets year on
year. Allowing clinical commissioning groups, trusts and local authorities to carry forward
budget year to year, in line with proper transparent accounting mechanisms, would support joint
planning and spread the benefits of investments from one year to another.

— Focus investments upstream, to strengthen prevention, reablement and recovery and reduce
costs at the more expensive end of care.

Below we outline the key recommendations for government and national bodies:

5. What the government and national bodies should do to support integrated care

(i) Allow for local flexibility for the NHS and local authorities to commission and deliver integrated care.
Government will need to work in a more flexible manner, for example, enabling local areas to work through
perceived barriers, such as some competition rules, to allow integrated care to be commissioned and delivered.
Local areas should not be unduly constrained by what they can and cannot do within nationally applied rules
but should be able to find ways to jointly integrate care through relevant contracts and frameworks that already
exist. National and local leaders need to promote the awareness of the possible rather being constrained by
perceived barriers and challenges to integration. National bodies, in particular Monitor, should develop and
implement rules in a way that allows a degree of flexibility to integrate care in the patient interest. Local areas
will need to take a “whole system” approach to the use of resources, which focuses on improving outcomes.

(ii) Support investment in integration. Investment in integration offers value for money in terms of both
efficiency and quality. While there is insufficient evidence that integrating care alone will necessarily achieve
the level of savings hoped for, there is scope for some integrated care initiatives to save money over time. The
£20 billion (plus) savings required across the NHS require a significant reduction in unnecessary hospital
admissions which is reflected in the local Quality, Innovation, Productivity and Prevention (QIPP) savings
across the system. The potential for integration to contribute to these savings is demonstrated by the many
small-scale examples where integrated care services (for example, re-ablement teams) have reduced hospital
admissions or lengths of stay, though there are few examples where this has happened at scale. Integration will
also improve efficiency by reducing duplication of effort and costs and should improve quality by joining up
services around the service user.

To enable investment in integration, a portion of the cash reserves that are currently in the NHS (for example,
the 2% of primary care trusts’ budgets that strategic health authorities were required to hold back for spending
on non-recurrent projects) must be recycled to help pump prime integrated care. Developing an innovation
fund for the development of integrated care is another option which should be explored.

(iii) Invest in developing capitated budgets along and across pathways of care. Tariffs and currencies need
to be flexible enough to allow funding of care pathways that go in and out of acute care and across health and
care settings—especially for those with multiple complex long-term conditions. Government should be careful
not to over apply episodic tariffs to pay for care and should prioritise developing tariffs to incentivise integrated
care, such as the year of care or capitated models.

(iv) Ensure the costs for care coordination are covered. Care coordination means ensuring that a service-
user/patient/carer has a key contact to organise their care. It is central to service users’ experience of continuity
of care. Identifying a case manager or a key worker for each service-user, such as a nurse specialist, for other
staff to work and liaise with will help to coordinate care. Front line staff need to be able to commit resources
from different parts of the system to help make this happen.

(v) Streamline mechanics for joint funding mechanisms. Currently, the complexity of making formal
arrangements for the NHS and local authorities to share budgets is a major barrier to integrating care. The
process is bureaucratic and lengthy.

(vi) Implement the Dilnot Commission’s proposals and address the current funding gap for social care. Local
authorities and NHS need to be able to jointly plan together, avoiding scenarios whereby the pressures on one
part of the health and care system result in difficulties in another part. Without addressing current funding gaps
and establishing a long-term sustainable funding settlement for social care it will be difficult for both local
authorities and the NHS to respond effectively to the pressures of an ageing population without impacting upon
quality of integrated care.
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(vii) Merge the outcomes frameworks for the NHS, public health, adult social care and, in the future, children
and young people. Merging the frameworks would ensure national bodies and local areas are brought together
through health and wellbeing boards to plan strategically to achieve shared outcomes. This should help to
reduce silo working and ensure each part of the system understands and works together to achieve shared
goals. Health and wellbeing boards will lead on strategic joint commissioning and will need to performance
manage the system against the outcomes framework.

(viii) Enable use of the NHS number as the unique identifier across the health and care system.

(ix) Ensure that information can be shared easily between commissioners and providers in service-users’
interests. This would both enable better coordination of individuals’ care and, on a larger scale, provide the
evidence base for decisions about integration. Governance regulations and rules relating to competition and
issues regarding commercial interests need to be developed in a way that does not hinder improving safe,
quality integrated care.

(x) Connect primary care commissioning with the commissioning of other parts of the system. Primary care
is currently contracted using a different model than other parts of the system. However in order for the whole
system to work more closely together, the NHSCB will need to work closely with health and wellbeing boards
to join up the commissioning of primary care with the rest of the system and the model of primary care needs
to be considered to ensure it fits with improving integrated care. Measures of integration should be included
in the primary care Quality and Outcomes Framework to incentivise GPs.

(xi) Make multi-professional training the norm. In order to develop a flexible workforce, training that enables
working across and with different sectors is essential. It will be important for Health Education England to
provide national leadership in this regard.

(xii) Join up government at national level. A step change in joint working is required at national level to
address the lack of coordination between the policies and other requirements of different government
departments and national bodies on the NHS and those of local authorities. We expect health and wellbeing
boards to drive and deliver change locally with national government actively supporting them to do so. Having
the equivalent of a national health and wellbeing board would help bring together different parts of the system
to address these challenges and mirror joint working locally.

(xiii) Enable sharing and learning from each other to happen more easily. For example lessons from personal
social care budgets are applicable to implementing personal health budgets in different parts of the country.
National and local government bodies have a responsibility to share learning.

(xiv) Publish secondary legislation to enable effective joint working in the new system. We recommend that
the government work with local bodies to put in place secondary legislation to enable local areas to develop
and agree upon joint working. Some secondary legislation is needed to formally enable this to happen.

6. What central government should not do

It is vital to recognise that mandating change nationally is not practical, particularly given the need to adapt
to local circumstances and different starting points. The role of central government must be an enabling one
that focuses on creating the conditions under which local areas can make progress. Given this, we recommend
that central government:

(i) Avoid raising public expectations that integrated care will be the answer to all the challenges facing
the health and care system. The Government needs to be realistic about what can be achieved within the
existing environment.

(ii) Avoid over specifying what integrated care is or is not. Integrated care will look different in different
parts of the country. If the Government is too specific about what integrated care should look like this will
constrain local innovation and new ways of working with different partners. The range of duties that national
and local bodies have in relation to integration is already sufficient.

(iii) Avoid another major structural reorganisation of the health service. Evidence shows clearly that structural
reorganisation of the health service hinders rather than supports integrated care. We strongly recommend a
cross-party agreement to ensure a significant period of stability.

8 November 2012
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Further written evidence form the Department of Health (PEX 01C)

REQUEST FOR BREAKDOWN OF ESTIMATED 2012–3 QIPP OUTTURN

The table below outlines the QIPP efficiency savings for the second year (2012–13) of the up to £20 billion
QIPP challenge.

In 2011–12, the NHS achieved £5.815 billion of QIPP savings and a further £5.036 billion of QIPP savings
are forecast for 2012–13, as illustrated below.

In addition to the savings achieved by the NHS, there were £1.5 billion of savings delivered centrally by the
Department of Health and its Arm’s Length Bodies, in 2010–11 and 2011–12. This brings the total achieved
and forecast 2012–13 savings to £12.351 billion (£12.4 billion), which represents 65% of the up to £20 billion
QIPP challenge.

The tariff efficiency savings of £2.4 billion for both 2011–12 and 2012–13 represent the total £4.8 billion of
operational efficiency savings. The £200 million demand management savings forecast for 2012–13, plus the
£675 million savings achieved in 2011–12, make-up the £875 million of savings from service transformation.

NHS QIPP SUMMARY 2012–13

2012–13
Savings Value

QIPP Saving Description (£m)

Tariff Efficiency 2,400
Demand Management 200
Administration Costs 163
Pay Freeze 850
Prescribing 472
Primary Care, Dental & Ophthalmic 194
Savings
Other 757
Total 5,036

February 2013
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