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ABSTRACT 
Payment by Results is a new funding system for care 
provided to NHS patients, which pays health care providers 
on the basis of the amount of work they do. This briefing 
explains how PbR works; its similarity to payment schemes in 
other European countries, the US and Australia; implications 
for the NHS and key questions related to prices for mental 
health and community services, loss of income and funding 
for new services. 
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What is it? 

Payment by Results (PbR) is essentially a way of paying a fixed price for 
each individual case treated1.  It has several different elements but in 
essence uses HRG (Healthcare Resource Groups) as a means of 
classifying each case or treatment. HRGs simply allow the classification of 
patients into a manageable number of groups of cases that are clinically 
similar and that require similar levels of healthcare resources for diagnosis, 
treatment and care. 

How will it work? 

Trusts will receive payment directly for work done under ‘Payment by 
Results’.  If the activity isn’t ‘coded’ (i.e. there isn’t an agreed national tariff 
price for it) then they will not be able to charge the PCT for the work done. 
 
If PCTs develop an alternative service to admission to Hospital, then they 
can retain the funding themselves.  It has been said that the ‘funds follow 
the patient’.  This will allow funds to flow around and out of the NHS to a 
range of providers. 

Background 

Case mix payment systems (or activity based payments) similar to the one 
being developed in the UK have been around for some time, notably in 
Europe, Australia and the US as ways of classifying patients into a 
manageable number of groups of cases that are clinically similar and that 
require similar levels of health care resources for diagnosis, treatment and 
care.  They are all in essence an attempt to link work done to payments. 
 
Put simply, such schemes are designed to encourage providers to control 
costs and, coupled with the ability of purchasers to move their contracts, a 
fixed price system may encourage providers to increase volume of clinical 
activity (e.g. increase workload and throughput) or reduce their costs (e.g. 
through reducing skill mix, efficiency drives, screening out costly cases, or 
shifting costs to other providers such as contractors, independent sector, 
etc) 
 
The NHS Tariff will be applicable to transactions between NHS and 
independent sector providers, but the independent sector has until 2006-8 
to comply. 
 

                                                      
1 Department of Health (2003) Reforming Financial Flows: introducing payment by 
results. London 
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How will it impact the NHS? 

Impact on financial stability 
Previously it had been suggested that because the NHS Tariff is based on 
average costs, by definition some trusts will be below price and some 
above.  Some trusts will receive more money than before generating 
windfalls over night2 without any increase in activity whereas others will be 
faced with up to 20% gaps in funding effectively wiping out any additional 
funding3. 
 
In reality, many of the larger specialist teaching hospitals and some FT’s 
have already found that much of their activity is either uncoded (therefore 
technically receiving no payment) or that the activity is delivered way 
above reference costs, essentially creating operating deficits over night. 
 
The reasons for this are complex but essentially result from the difficulty in 
creating HRG’s for complex and specialist procedures and the apparently 
large gaps in information regarding clinical activity.   
 
Incentivising the right activity 
Another concern raised is that PbR could incentivise acute Trusts to carry 
out more of the wrong kind of activity.  In other words, at a time when there 
should be an emphasis on prevention of admission, this may incentivise 
increased acute sector activity on the basis that it generates additional 
income for providers.  PCTs will have a key role in preventing this through 
commissioning a range of alternatives and though monitoring referral and 
activity rates. 
 
Added value? 
Under PbR, hospitals can make money if they bring costs down, or 
increase the amount of work they do.  However, cutting costs might impact 
upon the quality of care, equipment or staffing levels.  This is one aspect of 
the impact of PbR which the RCN is going to monitoring very closely as will 
the main regulators such as the Healthcare Commission.  
 
Early evidence from South Yorkshire has found that some FTs are 
concentrating on services which are deemed to be profitable i.e. below 
tariff cost4.  Whilst they are not creating new demand, they are certainly 
concentrating on a limited form of activity and potentially creating a 
population of patients whose choices are being limited by virtue of their 
condition. 

 
                                                      

2 J Dixon (2004) Payment by Results – new financial flows in the NHS.  BMJ 328: 
969-970 
3 J Appleby (2004) Market Forces Factor.  Health Service Journal. 25 March. 
4 HSJ (2006) ‘PbR under the microscope; what the S Yorks boffins found’.  6 April, 
London 
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Playing the game 
In addition to systems costs arising from the above there are many who 
consistently raise concerns that unless HRG’s are closely monitored and 
regularly reviewed, the system will create ‘gaming’ behaviours amongst 
providers – i.e. they become ‘players’ in a system.  Specifically one 
concern is that Providers may ‘up-lift’ or ‘up-code’ recorded diagnosis to 
claim more than is required per patient treatment to generate income. 

Whilst publicly dismissing such concerns, the DH have none the less 
responded to such concerns and are working with the Audit Commission 
to develop a framework of checks and balances to discourage ‘gaming’ 
behaviours amongst providers.  

Key questions 

How do we price complicated health care needs such as mental health or 
Community Services? 
The complexity of costing mental health has been acknowledged by the 
Department of Health, however it is anticipated that a new Mental Health 
payments system will be launched in 2008.  This is no simple matter as 
generating workable tariffs for complex long-term conditions such as 
depression or bi-polar disorder, which can have many competing and 
variable treatments, is by no means straightforward. As far as the RCN is 
aware, coding mental health treatments has not been managed by other 
countries using similar systems. 
 
What happens if a service loses all its income as patients go elsewhere? 
The DH has pointed out that if a service does not attract any patients and 
therefore receives funding, the reasons for this should be explored.  If it is 
because there is no longer a need for this service (e.g. because it is poor 
quality or too expensive), then the service should close.  In reality, this 
poses serious risks for many local services and closure may have little to 
do with whether or not they offer a quality service. 
 
As systems are reformed over time and activity is lost, Trusts risk not only 
loosing those services which have lost income, but other support services 
which may have depended on the work generated by the lost services may 
gradually become financially unviable.  For example, in-house pathology 
services or diagnostic services in a hospital which has suddenly lost its 
surgical department may then find their work and therefore their income 
cut through no fault of their own.  Alternatively, a counselling service which 
finds its local cancer treatment centre closing may then have to find other 
income or risk being closed even though it might have offered an excellent 
service and be well supported by local patients.   
 
This raises huge questions for the coverage of services and the issues of 
access for communities that lose local facilities though patient choice.  The 
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RCN continues to engage in a debate on these issues with other 
organisations and continues to push for a universal national health service. 
 
How do acute Trusts get payment for new services that have not yet been 
coded? 
Many are concerned PbR will not encourage acute Trusts to innovate in 
service delivery.  Reference costs as calculated are 2 years behind the 
modernisation agenda and relate to activity that has already been coded.     
One suggestion has been to develop two tariffs or a special fund for 
uncoded activity.  Alternatively, providers could agree a special rate for 
developing services but this has as yet been untested. 

Conclusion 

Although PbR is a complex matter to understand in full, its impact upon the 
NHS should not be underestimated.  For nurses, the challenge will be to 
ensure that HRG’s in future reflect the added value of nursing interventions 
and encourage innovation in service delivery to the benefit of the quality of 
patient care, not just to reduce costs. 
 
In all the technicalities of the debate the remaining outstanding and yet 
fundamental issue is one of staff engagement – this will be key to making 
PbR or whatever system succeeds it a success.  This is a key opportunity 
for the RCN to access and influence the debate to ensure that nursing 
continues to have an influential voice in service redesign. 
 
The success of PbR will depend on the following; 

• More effective discussion and engagement with all members of the 
health care team, not just Doctors. 

• A ‘within cost’ and risk assessed strategy for alternatives to 
admission to hospital will need to be developed by PCTs. 

• Has all activity been coded effectively?  As much as 5% of all acute 
activity was found to ‘uncoded’ by the Audit Commission in 2004 

• Are the information systems in place adequate to allow robust 
checking on all data and costing information supplied? 

• IF activity is above reference cost, what are they doing about it? 
What is the impact of the plan to address ‘over cost’ activity, 
particularly on specialist and nurse led services? 

• Clarification is urgently required about how the DH will ensure 
universal coverage and access to a range of services if market 
forces decide a service should close. 
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Where can I find more about it? 

Locally, you may wish to find out from the Finance Director about how PbR 
is being implemented in your local Trust; 

• Ask if they have actively sought the views of Nurses and other 
Associated Healthcare Professionals  

• Have they identified gaps between existing activity and Tariff 
prices? 

• What are they going to do about it? 

There are a number of articles on PbR listed in this briefing as references.  
You may also wish to view the RCN (www.rcn.org.uk), Department of 
Health (www.dh.gov.uk), and King’s Fund (www.kingsfund.org.uk) 
websites for further details. 
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