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NHS finance
NHS budget

£103 billion

Revenue

£98 billion (96%)

Capital

£4 billion (4%)

PCT allocations
£80 billion (81%)

- allocated by a weighted capitation

formula

Central budgets

£18 billion (19%)
- education and training

- research and development

- NHS IT

Payment by Results
£26 billion (32%)

Other expenditure
£54 billion (68%)

- Non-PbR activity

- Prescribing

- General medical services



What is Payment by Results?

• A system in which commissioners of care pay 
hospitals for the number and complexity of patients 
treated, using a price list – the national tariff – for all 
activity within the scope of PbR

• Covers inpatient care, day cases, outpatients and 
A&E departments

• Introduced in 2003-04

• Replaced block contracts based on historic costs

• Part of a group of payment systems known 
internationally as “casemix funding”



Why was PbR introduced?

• Increase efficiency, i.e. reduce length of stay

• Enable providers and commissioners to focus 
on quality by removing price competition

• Create an open and transparent system

• Support patient choice of provider

• Follow international best practice

• Increase activity to reduce waiting times



The PbR journey

• 2003-04 – first steps in the introduction of PbR

• Transition from local prices to national prices over 
three years

• By 2006-07, mandatory tariff covered elective, 
emergency, outpatient and A&E activity

• No major change in scope since 2006-07

• Development in recent years has focused on:
– Introduction of a new version of HRGs

– Expanding scope of PbR

– Introduction of best practice tariffs



In 2010-11 the tariff covered 60% of 

acute trust income

63%

25%

6%

6%

Income from tariff
Income from activity outside scope of tariff
Education, training and research 
Other operating income



…covering the following services

2010/11 PbR Tariff Quantum (£bn)

NON-ELECTIVE

11.5 

OP ATTENDANCES

4.8 

ELECTIVE / DAYCASE

8.0 

A&E

1.3 

OUTPATIENT PROCEDURES

0.3 



Mental health services (£8bn)

Urgent and emergency care including 

ambulances (£3bn)

Critical Care (£2bn)

Community services (£10bn)

Nationally commissioned services 

(£0.5bn)

Chemotherapy 

Cleft lip and palate

Continuing/intermediate care

Cystic Fibrosis

Direct access radiology and pathology

IVF

Learning disabilities

Primary care services

Private patients in NHS hospitals

Radiotherapy

Regular attenders

Rehabilitation

Renal dialysis

Respite care

Specialist palliative care

Walk-in centres

But a lot of services are excluded…



Building blocks

activity, coding, classification and costing

Currency – e.g. HRG, outpatient attendance

• Pricing structure – long/short stay adjustments

• Ability to record accurately what you have done

• Ability to “bill” commissioners for activity undertaken

• Process for commissioners to validate activity

What did we need to create a tariff 
system?



• Clinically-led – group of clinicians design the 
HRGs for a clinical area

• Rules around the minimum size of each HRG in 
terms of cost, bed days, episodes etc

• Complications and co-morbidities embedded 
within the design

• Iso-resource

• Clinically and managerially appropriate

• Around 1,100 in total

HRG design



EB03H Heart 

Failure or 

Shock with 

complications 

(£3,719)

CZ06Q Minor 

throat procedures 

without 

complications 

(£665)

HC21A Spinal 

Cord Injury 

with major 

complications 

(£4,725)

FZ30A 

Diagnostic 

Endoscopic 

Procedure (£441)

Some HRG prices in 2010-11



• A “market forces factor” adjusting the tariff for 
individual hospitals based on unavoidable cost 
differences

• Additional “top-ups” for specialist services 
including children & orthopaedics

• Daily bed day payments for stays longer than a 
given length of stay

• Marginal rate for growth in emergency 
admissions

• Short-stay adjustment

Tariff adjustments



Admission Discharge

FCE FCE

Spell based tariff (£)

Combined for day case and

elective activity

+MFF

(from 0%-44%)

+any outlier 

bed days

£ per day

+Specialist 

top-up

variable %

Spell 

- Short stay 

adjustment 

for non-

electives

-30% Marginal rate for 

non-electives above 

agreed level

From 0-32%

How does it work?



• System in based on fair funding for organisations 
not individual services

• OK for hospitals providing a range of services but 
problems with some specialist providers

• Quality of cost data accurately reflecting the 
difference in resource use

• Data availability to expand PbR beyond acute 
services 

• Different cost base of NHS and other providers

Implementation issues



The Audit Commission has 

produced a series of reports on 

PbR, and concluded that:

•“interest in information and improving data 

quality within the NHS has increased as a 

result of PbR”

•“PbR has encouraged a better 

understanding of costs among trusts”

•“PbR has encouraged PCTs to 

strengthen their commissioning 

function and to focus on demand 

management” 

•“PbR has the potential to support real 

improvements in the appropriateness 

and efficiency of NHS care.”

What impact has PbR had?



• PbR has been the subject 

of rigorous research and 

evaluation by academics, 

• Findings show:

 Evidence of reductions in 

unit costs of care

 Increase in volume of care

 No negative impact on 

care

 Admin costs represent 

about 0.2% of the total 

cost of activity covered 

PbR

Research and evaluation



Clinical coding

• the Audit Commission manage a national clinical coding audit 
programme under the PbR Data Assurance Framework

• in 2008-09, they audited 49,000 episodes in all acute NHS 
trusts in England, about £66 million expenditure under PbR

• the average HRG error rate was 8.1%

• the gross financial error was £2.6 million (3.9% of the sample)

• the net financial impact of the errors was close to zero, 
suggesting little evidence of systematic or deliberate up-
coding

• the most common factor contributing to errors was the 
quality of the source documentation from which the coding 
data were extracted



Selection criteria:

1. High volume

2. Significant variation in 

practice

3. Compelling evidence 

base

4. Clear clinical consensus

Best Practice Tariffs

• 2010-11 sees the start of a new approach to tariff-
setting, with Best Practice Tariffs introduced for:

Stroke Hip fracture

Cholecystectomy Cataracts



“[We will] 
spread the use 
of the NHS 
tariff, so 
funding 
follows 
patients’ 
choices.”

“We will introduce 
a new per-patient 
funding system for 
all hospices and 
other providers of 
palliative care.”

Expanding the scope of PbR

• Programme underway 
covering mental health, 
community services, 
ambulances

• For many areas the goal 
is initially to develop 
currencies with local 
prices

• Challenge includes 
information flows and 
finding new currencies



• Currency based on “care clusters” rather 
than HRGs

• Clusters based on need rather than 
treatment

• Clusters cover a package of care over a 
time period

• Based on expanded “HoNOS” data items

• Currencies introduced in 2010-11 and 
mandated for contracting in 2012-13

Mental Health



Mental Health care clusters
Working-aged Adults and Older People with Mental Health Problems

A 

Non-Psychotic

B

Psychosis

C

Organic

a

Mild/

Moderate/

Severe

b

Very 

Severe 

and 

complex

a

First 

Episode

c

Substance 

misuse

b

Ongoing 

or 

recurrent

c

Psychotic 

crisis

d

Very Severe 

engagement

a

Cognitive 

impairment

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21



• Cystic fibrosis

– Currency based on complexity adjusted year 
of care

• Smoking cessation services

– Outcome based payments

– 4 and 12 week quitters

• Critical care

– per diem payments based on the number of 
organs supported

Other services



Issues to consider on introduction

• Price based on average or best practice

• Introduce currency first and then national 
prices?

• Single national price or regional adjustments?

• What data and IT systems will be needed to 
support the system?

• Should the price be mandatory or maximum?

• Full or marginal price for any activity growth



Further information

martin.campbell@dh.gsi.gov.uk

+44 113 2545402

www.dh.gov.uk/pbr

mailto:martin.campbell@dh.gsi.gov.uk

