
26 August 2016  
 

 NHS Providers | Page 1   

NATIONAL TARIFF POLICY PROPOSALS FOR 2017/18 
AND 2018/19: NHS PROVIDERS FEEDBACK RESPONSE 
 
NHS Providers is the membership organisation and trade association for the NHS acute, ambulance, community 
and mental health services that treat patients and service users in the NHS. We help those NHS foundation 
trusts and trusts to deliver high quality, patient focused care by enabling them to learn from each other, acting 
as their public voice and helping shape the system in which they operate. NHS Providers has 94 per cent of all 
NHS foundation trusts and aspirant trusts in membership, collectively accounting for £65 billion of annual 
expenditure and employing more than 928,000 staff. 
 
NHS Providers broadly welcomes this opportunity for the sector to engage on some elements of the 2017-2019 
proposals, namely the principles behind the moves to a two year national tariff, and changes to currency design 
and relative prices. We also note the continued simplified language and improved documents as welcome 
additions to the tariff engagement process compared to the past two years.   Our detailed comments on the 
proposals follow below. 
 
More generally, although the proposals intend to deliver a more accurately calculated tariff, with the 
subsequent aim of delivering income proportionately and to the right places, the national bodies still need to 
recognise that delivering within the total quantum allocated presents a huge challenge for providers to meet 
the demands being placed on the sector. Providers are striving to become more and more efficient, but 
constant efficiencies are proving harder and harder to deliver. While more accurate pricing and greater stability 
are positive moves in the right direction, the challenge of delivering should not be under estimated.  
 

SETTING A NATIONAL TARIFF FOR 2017 TO 2019  
NHS Providers welcomes the proposal by NHS England (NHSE) and NHS Improvement (NHSI) to move to a two year 
tariff, which is in line with what we have called for in our engagement in previous years.. Setting prices for two years 
should help provide our members with greater stability as they will be able to plan with more certainty, moving 
beyond the challenges presented by the annual cycle currently in place.   
 
However, in line with the comment in the documentation that that “setting a two year tariff would mean that any 
issues that arise would persist for two years” we have received feedback from our members that there still needs to 
be a corrective mechanism for any significant errors or changes that are identified after the publication of the final 
tariff, or any major national policy changes unrelated to prices, but which have an impact on providers’ finances. For 
example there may be a need for flexibility on the proposed changes to the high cost drugs and devices lists. 
Typically there are a number of new drugs introduced each year, and in some cases the impact can be significant for 
specialist providers. There may therefore be an unintended consequence of drugs approved by NICE not being 
introduced due to a lack of local funding. 
 
NHS Providers would also appreciate further information regarding the national bodies’ rationale for selecting a two 
year cycle in particular for the tariff: 

• We would have concerns regarding the accuracy of assessing the impact of inflation, CNST, service 
developments, drug cost uplifts and pay awards for two years, particularly given a lack of accuracy in assessing 
these measures in previous years. 
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• The reasons why a two year tariff was selected. Is a two years considered the optimum time period for a multi 
year tariff from a provider perspective, or simply the most straightforward timespan  for the introduction and 
implementation of a multi year tariff from the perspective of the national bodies? In future cycles, are NHSI 
intending to consider three or more year tariffs, or are two year tariffs intended to become the standard planning 
cycle? 

• How will the  engagement format and process on the tariff be adjusted in line with  the two year tariff proposal? 
What opportunities will exist for providers to engage with proposals for the 2019/20 tariff including statutory 
consultation? Given the length of lead time between tariffs, there is a strong opportunity to ensure that the 
2019/20 tariff is as effective as possible for all actors within the system and it is aligned with national policy – NHS 
Providers would offer any necessary support to help with this two year engagement process.  
 

We also welcome in principle the move towards earlier signoff of contracts through the earlier publication of key 
documentation and guidance, including publication of the finalised tariff before the end of the calendar year. We 
have consistently received feedback from our members on this issue, outlining that this is a key barrier in their 
contract discussions.  With this in mind however, there is still an urgent need to ensure that all information required 
in planning discussions is available in good time to ensure contracts can be signed to schedule. For example, we 
note that current orthopaedic prices may not be sustainable for providers, as they would introduce a large reduction 
in funding, and that NHSI will be taking corrective action before the statutory consultation. We expand upon this 
more fully later in this document.  
 
We advise that any large scale challenges such as this need to be addressed as quickly as possible to ensure 
providers have had sufficient sight of confirmed changes before contracting discussions begin. We also note that 
many of the changes that are proposed in the documentation will have a significant impact on contract 
negotiations, and providers will need to be given support to assess the impact of these changes during the quick 
turnaround proposed for contract sign-offs. This is a particular necessity as contracts will be for two years and there 
will be limited ability to correct any discrepancies.   
 

MOVING TO HRG4+ PHASE 3 CURRENCY DESIGN 
NHS Providers welcomes the move to HRG4+ (phase 3). HRG4+ introduces more granularity to income assignment; 
and is based on more recent cost information; meaning that the level of income assigned to activity should more 
fairly reflect the cost of the activity.  
 
We welcome that it is based on more recent reference cost data from 2014/15 and hope this will result in more 
accurate currency costing and payments. Similarly, the principles behind the introduction of a greater level of 
granularity via the introduction of further currencies under HRG4+, to represent and better identify the resources 
needed to treat patients of different levels of complexity, is also supported.  
 
However, it needs to be acknowledged that although this is a more detailed and up to date currency design, the 
resources required by providers to implement these changes will be substantial and we urge NHS Improvement and 
NHS England to assist costing teams in developing appropriate systems to support the necessary changes. We 
would also want to limit the volatility between years so providers’ prices are as stable as possible. We therefore agree 
in principle with limiting movements in specific subchapters by top-slicing others, and look forward to seeing the 
proposed further work on the  extent to which root HRG and/or HRG smoothing across a limited number of HRGs 
can reduce volatility for trusts as well as  the trust specific manual adjustments.  NHS Providers would also strongly 
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urge NHS Improvement and NHS England to carefully consider any feedback on individual new currencies from 
providers where there will be a disproportionate impact for certain parts of the sector.   
 
However, as was raised in engagement sessions for the 2016/17 tariff year when HRG4+ was being muted for 
introduction, the key variables that trusts need to know in terms of their likely income levels are the top level 
efficiency requirements, confirmation of business rules and CNST premiums. These variables are typically only known 
close to the beginning of the associated and relevant year. Additionally the updated IR tool will not be available until 
October.  Without this information, trusts can model the potential impact of a new currency, but this will only 
highlight relativities rather than anticipated income. Again this is an issue a it then makes agreement of contracts 
more problematic, and in line with the points made above, means that contacts being signed by the end of the 
calendar year will be a challenging process.  We would therefore urge that the statutory consultation with the 
finalisation of the national level policy decisions is released as soon as possible.  
 

CREATING INCENTIVES TO REDUCE INAPPROPRIATE OUTPATIENT 
FOLLOW-UPS 
NHS Providers has serious concerns about the changes to outpatient follow ups.  We would agree that payments for 
outpatient follow ups are in need of reform, but believe the proposals as they stand will cause significant problems 
for the sector. These proposals load unwarranted financial risk onto the provider. Therefore the previous payment 
system for outpatient follow ups should be retained whilst further work is carried out in this area. The issues we have 
identified with the proposal are listed in more detail below.  

 

• The current wording could be interpreted in a number of ways. In the current wording there could be an overall 
block, a single price per attendance but the same price regardless of specialty or a pathway price, for example. 
This in itself is not necessarily an issue if all of these are indeed intended options.  However the range of options 
would present a significant concern when considering the level of complexity this could introduce into contract 
negotiations, and again this would be exacerbated by the intention this year to have contracts signed by the end 
of December. A benefit of national tariff is the clarity that avoids protracted local negotiations and the level 
playing field. Setting the value locally, accurately taking into consideration demand growth and patient choice is 
unlikely to be achieved satisfactorily within the desired contractual negotiation timeframes. 
 

• Funding should follow the most appropriate clinical care. There are concerns that having a block payment could 
be counter productive from a clinical perspective as it would potentially incentivise incorrect clinical behaviours - 
providers on block payment systems may be better served by reducing activity even if it is not in the best interest 
of patients.   The underlying assumption behind the proposal seems to be that outpatient follow-up activity is 
less intensive and less clinically appropriate. Therefore creating a single payment will attempt to limit follow up 
volumes and high first face to face to follow up ratios. This would have a serious impact for example on chronic 
patient activity where a patient requires many appointments. Indeed for many conditions, this will incentivise 
behaviour that contravenes NICE guidance on treatment (for example: glaucoma). This would mean the cost of 
NICE-recommended treatment may, in effect, not be funded.  On a single or block payment system, these 
patients would no longer be attractive from an income perspective, even if a secondary setting, face to face 
consultant follow up  was the most clinically appropriate place for their care needs. It may also impact on 
decisions regarding onward referrals. Providers will always aim to provide care activity in the most appropriate 
settings – this proposal potentially penalises them for doing so.  We therefore question the clinical evidence base 
supporting the introduction of these proposals, and consider the proposed changes to represent a high risk 
strategy, given that they will remain in place for two years. We understand that there is limited evidence to 
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support the notion that providers are conducting inappropriate outpatient attendances, or indeed robust 
evidence to demonstrate that the proposed approach will be successful. 
 

• The documentation also mentions that it wishes to see providers explore options for outpatient follow up care, 
such as by telephone, electronically or in groups. For providers already using these types of services following a 
reconfiguration, any potential gain share element of the block payment is immediately lost. There is no 
mechanism in the tariff proposals to reward providers that have already moved onto these models, meaning the 
income benefits they may have already gained will be lost under a new payment system.  Further more some of 
our members have reported that in previous local negotiations NHSE area teams have resisted funding non-face 
to face, and non-clinically led outpatient activities. There needs to be consistency between the national bodies’ 
local and national teams when it comes to commissioning decisions this area.  

 

• There are insufficient guarantees to ensure other parts of the system are ready to fulfil the role previously 
provided by secondary care.   There is no mention as to what levers or measures will exist to ensure that there is 
sufficient capacity in primary care to absorb activity previously performed in the acute sector, or what levers 
there will be to provide a coherent pathway for the patient. This is a tariff proposal, but relies on other system 
players outside of the tariff to have the capacity and capability to treat patients.  

 
• There is also a need to be aware of unintended consequences, such as patients being returned to their GP and 

being re-referred, generating another bundled first and follow-up outpatient tariff, rather than being followed-up 
in secondary care.  There is also a significant difficulty to be overcome between financial years in that follow-ups 
will often take place in a different year to the First Outpatient attendance. This needs more time and dialogue 
between NHSI, providers and commissioners in order for it to deliver what is intended without adverse 
unintended consequences. 
 

 

UPDATES TO THE MATERNITY PATHWAY 
NHS Providers believe the changes to the maternity pathway are an improvement on the current system, and 
support the proposal that income received by individual providers would be determined by their maternity casemix 
for the antenatal stage of the maternity pathway. This should mean that this typically underfunded area is more 
appropriate recompensed. However our members still have major concerns about the maternity pathway – as the 
benefits are not clearly demonstrated, it removes responsibility for commissioning from commissioners, and the 
design  of the pathway places large amounts of financial risk within the system 
 
In particular providers continue to face a substantial cost pressure as a result of NHS England’s decision to move fetal 
medicine in to the maternity pathway rather than paying for this separately. Such highly specialised diagnostics/ and 
interventions are undertaken across a limited range of providers and it would appear that these providers are being 
inadequately compensated for such services. We understand that NHS England conducted costing analysis to better 
assess the impact of fetal medicine and other maternity pathway challenges, and this has resulted in new HRGs. 
However unless these are listed as explicit exclusions to the pathway, these will remain unfunded due to inter-trust 
billing issues. In particular, billing is reliant on the CSUs coordinating a complex invoicing system locally, which often 
results in providers not being paid for the services they provide.   
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NATIONAL VARIATIONS  
NHS Providers would still strongly question the continued use of the emergency marginal rate as an incentive to 
drive behaviours. It has a poor track record in meeting policy objectives and the evidence base to support its use is 
weak - the ever increasing number of admissions through A&E is a clear indicator that this is the case.  There is 
limited evidence to suggest that provider behaviour is responsible for this increase in activity.  
 
NHS Providers would argue for the removal of the 30-day readmission national rule. Similarly again, this rule 
penalises providers for issues that are often out their direct control, such as reductions in social care provision. 
Additionally, the central bodies estimate the total cost burden of this rule on providers is around £200m for 2015/16, 
and therefore has substantially contributed to levels of deficit across the sector. Removing this rule would 
significantly aid the sector in returning to financial stability. 
 
We welcome that the marginal rate for specialised services has been for removed for 2017-19, and would advocate 
the same is now done for emergency services. If this is not possible, at the very least there needs to be greater 
transparency on how the retained money is spent by commissioners to address the increase in A&E demand.  
 

SPECIALIST TOP-UPS AND ORTHOPAEDIC PRICING 
We are aware that the proposed changes to Top-Ups for specialist services caused considerable debate in 
discussions in last year’s tariff, specifically around concerns that the input data was flawed.  Proposed changes 
resulting from the proposed move to  HRG4+ did not result in the expected impact i.e. an increase in funding 
through the base price for specialised services, with some quite marked negative changes in the base tariff of certain 
service lines. We note that the input data is still fundamentally based on York Universities work from HRG4+ phase 2, 
which has then been adjusted for phase 3 by NHS Improvement and NHS England  
    
There are still on-going sector concerns about the impact of any transition on key providers, in particular for 
providers of for orthopaedics, paediatrics and spinal services,  who will see a reduction in their top up payments 
under the proposed scenario 5. We therefore support the underlying principle of a 4 year transition period to 
mitigate the risk on instability created by changes in prices.  However, NHS Improvement and NHS England must 
continue to address these with their stakeholder engagement groups and the Specialist and Complex Care policy 
and technical groups. It is vital that these groups are used to design a solution that retains stability for providers with 
high levels of specialised services. This means changes should evidence they will improve quality of care and 
achieve better allocation of resources in order to match cost. We note the Specialised and Complex Care Working 
Group still hasn’t provided a suggestion for funding the “Complex Care” element of their remit. 
 
We note that the documentation states “We are working with clinicians and representative groups to understand 
the underlying issues with prices in orthopaedics, which appear to be caused by the systematic understatement of 
the costs of service provision in the way that costs are collected”. We are concerned that this process will not deliver 
an answer to these underlying issues in time for the statutory consultation, given the longstanding issues with 
orthopaedic pricing, and would urge NHSI to engage in detailed discussions with providers across the spectrum of 
orthopaedic service delivery levels to ensure that pricing is accurate..   
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MENTAL HEALTH – CAPITATED AND EPISODIC PAYMENT 
NHS Providers notes that these models of payment were initially proposed to be introduced in last year’s tariff, but 
were postponed as it was not felt that commissioners and providers were ready to move wholesale onto these 
models. We would ask what evidence is available to demonstrate that the sector is substantially more prepared than 
this time last year. 
 
However, a key benefit of the new proposals is that providers and commissioners should be able to use a mix of a 
different payment forms, depending on the data available and the services commissioned, in line with the more 
general proposal option for “an alternative payment approach consistent with the rules for local pricing and existing 
policy to move away from poorly specified and evidenced contracts.”  It is appropriate to consider a blended 
approach depending on a trust’s local circumstances which this option seems to give. However guidance on 
potential alternative approaches should be provided to the sector.  
 
However, we have concerns around commissioner capability and capacity to introduce these models, capitated, 
episodic or blended, in a fair and proportionate way. Our members often cite that CCGs do not have the necessary 
costing expertise to calculate baselines or the ability to accurately define outcomes weighting. Moving to a new 
payment model must be based on the principle of securing the best possible investment in mental health services 
rather than purely an attempt to drive efficiencies in providers. When there is limited funding in the system and 
pressure on CCG budgets as well as a lack of expertise, we would question if these models will be used to drive the 
best possible investment decisions.  
 

OTHER ITEMS 

Incentivising best practice through currency design 

NHS Providers supports the principle of BPTs, however our members are concerned the practical implementation for 
these appears bureaucratic and data heavy ( for both providers and commissioners) , and more transactional rather 
than supporting the strategic  direction of general travel towards integrated care.  
 
The method of setting prices for BPTs needs to be reviewed, to ensure that there is sufficient funding to implement 
the required infrastructure and additional resources required, to deliver the BPTs. 
 

High cost device list 

There is in sufficient information to assess if the HRGs involved will appropriately remunerate trusts for these devices, 
particularly in instances where more than one device is used, such as with stents. This policy also seems to be at 
odds with the NHS England decision to centralise the procurement of these devices and provide them at nil cost to 
providers. 
 

Introducing an innovation and technology tariff 

More detail is urgently required for stakeholders to comment on these proposals. At the moment there is not 
enough information to make substantive comments or assess the potential impact of this proposal. 
  

Methods for setting prices in 2017/18 and 2018/19  
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NHSI’s model accounts for “unachieved efficiency requirement” with the “scaling” element of their model (as can be 
viewed in the online Metrics Engine). 
 
This scaling shares provider “leakage” (under performance against efficiency targets) across all providers (whether or 
not they are achieving their own efficiency target).   
 
A two year tariff means that NHSI have to estimate the level of leakage for the second year. This means rather than 
for example 5-7% adjustments for specific services as seen in previous years, there will be instead be a general 12 to 
14% adjustment applied at the start of a two year tariff. This means the scaling element is essentially an additional 
efficiency requirement hidden in the tariff calculation, which will particularly affect the providers who do achieve 
their efficiency requirements. We would recommend that the scaling part of the model is examined to see if a more 
equitable solution can be found.  


