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Purpose

1. The purpose of this report is to assist universities and colleges in considering the costing and pricing of activities that are shared across the interface between H.E. and NHS bodies.

Background

2. HEIs now use a consistent framework for costing activities: the TRAC methodology. This has been extended to support the pricing of activities that are publicly funded: full economic costing, TRAC fEC.

3. Medical and Dental Schools, by necessity, have a close relationship with NHS bodies, and many shared activities. This close relationship is described in the Nuffield Foundation Working Group Report on NHS/University Relations, “University Clinical Partnership: Harnessing Clinical and Academic Resources”

4. The medical or dental school provides clinical services to the NHS supported by staff employed wholely or in part by the HEI. This arrangement also allows HEI clinical staff to maintain their professional standing whilst supporting teaching and research as principal activities. They hold honorary NHS appointments to carry out this work. It is good practice for these contracts to specify the duties to be carried out, and the governance arrangements that apply.

5. NHS employed staff provide teaching and research for the HEI. The NHS staff hold honorary university contracts for their teaching and research work. It is good practice for these contracts to specify the tasks to be carried out, the responsibilities for students that are attached, and the quality assurance processes in place.

6. NHS bodies provide placements for HEI students, and facilities for them when they are working in NHS buildings. The provision of some of these facilities is an NHS responsibility not a shared one. These aspects are described as Standard Additions, set out under the Pater Formula (though it should be noted that the Formula is out of date and has not been reviewed for many years). Other facilities are provided under agreements between the HEI and the NHS body.

7. HEI staff use NHS facilities and equipment for their work.

8. NHS staff use library and ICT (Information Communication Technology) facilities provided by the HEI.

9. Each medical and dental school will have a formal relationship with many NHS bodies, mainly Trusts or Foundation Trusts.

Uncosted Mutual Assistance

10. The arrangements for these shared or exchanged activities have grown up locally over many years, guided by a set of principles set out in an inter-departmental agreement at government level between the DoH and DfES. Although the principles are similar for all medical and dental schools, the detailed arrangements are different for each medical and dental school.

11. The interdepartmental agreement established the principle of “mutual uncosted assistance” between the universities and the NHS bodies, colloquially known as the “knock for knock agreement”. The purpose of this agreement is to avoid substantial transactional costs, and it also frees up local management to make optimal arrangements in a changing world.

12. The under-lying assumption is that the costs met by the HEI are approximately equal to those met by the NHS bodies. After many years of trading between universities and NHS bodies, this is unlikely to be true in detail. As resource pressures grow in both services, and accountability for the proper use of funds gets tighter, it is inevitable that questions should arise that challenge the long-standing assumptions of mutual uncosted assistance.

13. The position is made more complex by discussions about the use of the Service Increment for Teaching (SIFT, ACT in Scotland) which is an NHS funding stream intended to compensate teaching hospitals for the excess cost of treating patients in a teaching environment, so avoiding the unequal treatment of patients in different clinical environments.

Costing at the Interface

14. Various attempts have been made over many years to employ costing methods to examine the costs of trade across this complex interface, with varying degrees of success, i.e. to cost the “knock for knock” arrangement. There are inevitably difficulties with this process that have made it difficult to set out a comprehensive approach to guide HEIs and NHS bodies in carrying out the task.

15. HEIs and the NHS use costing frameworks that are in many ways different and incompatible. NHS costing is not on the same basis as TRAC (Transparent Approach to Costing), particularly in the way that indirect costs, estates costs, depreciation, etc are treated.  Additionally, there is no NHS equivalent of the economic adjustments that allow HE costing to take account of the full economic costs of activities in the medium to long term.

16. Further, it is not easy for an analysis of the trade across the interface to be carried out unilaterally, without an open book approach. Neither side is, therefore, comfortable with opening an issue that may lead to dispute when at present all is quiet.

17. If the analysis of costs were to show an imbalance, assuming that the analysis could be done on an equitable basis, there is no mechanism for redressing the balance. The NHS is not going to pay more for the services it receives, neither is the HEI, particularly when both bodies are working under pressure to control costs. The tendency would be for each side to adjust the package by adding or removing elements from their provision or cost package to re-establish the position of financial balance. This would increase transactional costs to little benefit. It would provide endless sport, and would put bodies that should be partners in a larger enterprise in potential conflict.
Further Analysis: Pricing

18. There are however potential advantages to be gained for both sides from an analysis and further definition of the activities passing across the interface, and so it is likely that the difficult questions will have to be addressed in one form or another at some point. It might be helpful at this stage to dissociate the financial discussions from the detail of contract development in some way.

19. There would also be a worthwhile benefit if the approach led to improved accountability.

20. Most medical and dental schools need to have a clearer view and assurance of delivery of the teaching and support activities provided to their students by NHS bodies in order to meet the requirements of academic standards and quality assurance. This would include a better definition of the university honorary contract for NHS staff, and how the activities have been programmed into staff job plans. They would look for a contract that was enforceable in some way. This would be extended to define and guarantee the availability of NHS facilities to HEI staff and students for teaching, learning and research related activities. Such “firming up” of the relatively informal historical arrangements are unlikely to occur without some framework for handling the financial consequences of this. At present, these issues are often covered in a memorandum of understanding, but this is usually short of a contract.

21. Similarly, NHS bodies need to have a clear understanding and agreement about the clinical services that will be provided by academic staff, and whether these can be relied upon to deliver mainstream integrated patient services. Further, NHS quality and governance systems must encompass academically provided patient services in the same way as NHS services. Again, this could have financial consequences.

22. At some point therefore the “knock for knock” arrangements may be disrupted as a result of these pressures.

23. A secondary, but pressing issue is that reform of the dual support system for funding higher education research will make it imperative that applications to research councils from September 2005 onwards must be made on the basis of full economic cost derived from TRAC methods. Whilst the systems to implement this are now well underway in HEIs, there has been little formal consideration of how applications that depend upon activities that are shared with the NHS, or which employ NHS facilities, should be costed and priced.

24. Further analysis of activities that extend across the NHS/HE interface therefore is required, to see if a framework can be generated that can avoid disruption and yet improve negotiation and accountability.

25.   

26.  The above diagram shows the relationship in price and value terms. The HEI receives value from the NHS body in terms of teaching services, facilities and research, and for this it pays an indirect price, equivalent to the cost in TRAC terms of the services and facilities that it provides to the NHS body. Similarly, the NHS body receives value from the HEI in terms of the clinical services, facilities etc. provided, and again it pays an indirect price equivalent to the cost in NHS “currency” of the services etc. that it provides to the HEI.

27. In such a pricing framework, the cost to the HEI of providing the staff and facilities that it agrees to offer to the NHS body is set against the value delivered to it by the NHS body. Similarly, the cost to the NHS body of providing staff and facilities to the HEI is set against the value delivered by the HEI. Each side would determine its costs within its own systems, and strict equivalence between the two systems of costing becomes immaterial.

28. Each body can therefore ask itself whether the value delivered is appropriate for the price paid, albeit indirectly. In effect, the price becomes the cost suffered by each within its own framework of providing facilities to the other. It is no longer necessary to determine the equivalence of TRAC and the NHS costing systems and consider adjustments to their “currencies” where there are differences in order to provide a framework for negotiation and accountability.

29. The pricing approach could allow sensible discussions about contractual arrangements to proceed and also have the advantage of bringing medical and dental arrangements within the normal pricing and contracting frameworks for both the HEI and the NHS body.

30. There is now the possibility of drawing up a contract between the two bodies through negotiation of a package based upon the value delivered by each side. If there is a variance between the two indirect prices, this could be resolved by adjusting the services provided through negotiation, managing the costs of providing them, passing funds between the bodies, or subsidising through the flow of funds from other activities in the usual way (equivalent to “knock for knock” but with the benefit of knowing the consequences of taking this decision).

31. The relationship between the HEI and the NHS body in this sense ceases to be “special” and comes within the normal pricing and contracting regime of each body.

32. The creation of an opportunity to change the framework for negotiation, and to develop a contract for the activities involved is probably more important to each of the partners in the current climate than a detailed consideration of the actual costs involved.

Conclusion

33. By using a pricing framework to approach these issues, difficult financial decisions become secondary whilst the way is opened for a discussion of the services operated by each in terms of the value each delivers into the others systems. Accountability is improved for both HEIs and NHS bodies, and the basis for the development of reliable contracts between the two could emerge.

34. Guidelines and a checklist for the determination of value are provided below.

Appendix: Guidelines for the Determination of Value at the HE/NHS Interface

Checklist

It is important to recognise that the arrangements for each HEI and/or NHS body will be different, depending upon local agreements and history. It is impossible to recognise these differences in simple tables like those below, and each item should be evaluated in the light of circumstances. A checklist can however provide a reference to the issues to be considered. No list can be fully comprehensive, again because of the variety of circumstances.

The tables should be considered against the background of the Nuffield Foundation Working Group Report on NHS/University Relations: “University Clinical Partnership: Harnessing Clinical and Academic Resources”.

A separate evaluation should be made for each Trust or other NHS body with which the HEI has a relationship.

These arrangements are separate from the funding of excess patient costs resulting from teaching and related activities, as these should be covered by SIFT (or ACT) funding from the Department of Health (Scottish Executive).

HEI items providing value to the NHS:-

	
	Item
	Note

	A.
	Clinical services to patients provided by HEI staff. (Where staff are employed under an “A+B” contract, the detailed contract and T&C should reflect the division of duties and the lines of management, and these should be taken into account).
	1, 2, 3

	B.
	Value of the academic community and the provision of research facilities for the recruitment and retention of high quality NHS staff.
	2

	C.
	Value of the HEI and medical or dental school reputation to the brand and reputation of the NHS trust.
	4

	D.
	Access by NHS staff to HEI Library and ICT facilities.
	2

	E.
	Provision of accommodation for NHS staff and services, e.g. pathology or other laboratory services.
	2, 4, 7

	F.
	Access by NHS staff to wider HEI support and social facilities, e.g. Audio/visual preparation; statistical analysis; common rooms etc.
	2, 4


NHS items providing value to the HEI:-

	
	Item
	Note

	A.
	Contribution by NHS staff to teaching, supervision, administration and examining of HEI students. (Where staff are employed under an “A+B” contract, the detailed contract and T&C should reflect the division of duties and the lines of management).
	2, 3, 4, 5

	B.
	Provision of student facilities in hospitals or other premises (in addition to those specified as Standard Additions in the Pater Formula, or provided as capital investment by the HEI during development or construction.).
	2, 6, 7, 8

	C.
	Provision of NHS service facilities and/or honorary contracts to aid the recruitment and retention of high quality HEI staff.
	2, 4

	D.
	Research facilities in NHS premises for HEI staff engaged in HEI based research projects where these are not paid as part of joint contract or grant funding.
	2, 7, 8

	E.
	Value of the hospital reputation to the brand and reputation of the HEI or medical or dental school.
	4

	F.
	Administrative support provided to students working in hospitals or other NHS premises, e.g. clinical tutors and their clerical support.
	2

	G.
	Accommodation for HEI staff on NHS premises, unless they are using these to provide services to the NHS.
	2, 7

	H.
	Secretarial and administrative support for academic work, whether research or teaching.
	2


Notes

1) An NHS honorary contract should be in place for each of the staff involved, detailing duties, time commitment expected, and setting out the framework for clinical governance. Where appropriate, these should be reflected either in the job plans for the HEI staff, or detailed in departmental plans. The honorary contracts should normally be for a fixed term and should be subject to review.

2) Both the NHS trust and the HEI should formally approve the arrangements.

3) Agreed arrangements should be in place for staff appraisal and development.

4) Agreed arrangements should be in place for joint planning and shared development.

5) A university honorary contract should be in place for each of the NHS staff involved, detailing duties, time commitment expected, and setting out the framework for quality assurance. If appropriate, these should be reflected either in the job plans for the consultant staff, or detailed in departmental plans for others. The honorary contracts should normally be for a fixed term and should be subject to review.

6) This could include seminar and meeting rooms, study areas, changing facilities, and in some circumstances lockers. Where they are shared with NHS functions, a realistic apportionment should be made as to usage. 

7) The rooms and facilities provided should be identified in estates schedules.

8) The position may be complicated by contractual arrangements where the NHS facilities have been procured under the Private Finance Initiative.
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