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About service-line management

Service-line management (SLM) is a
combination of trusted management and
business planning techniques that can
improve the way healthcare is delivered.
It was developed by Monitor for NHS
foundation trusts, drawing on evidence
from UK pilot sites and the experience
of healthcare providers worldwide.

By identifying specialist areas and managing
them as distinct operational units, SLM enables
NHS foundation trusts to understand their
performance and organise their services in a
way which benefits patients and makes trusts
more efficient. It also enables clinicians to take
the lead on service development and drive
improvements in patient care.

SLM provides the tools to help trusts identify
and structure service-lines within their
organisation, ensuring clear paths for decision
making and accountability. It also builds a

framework within which clinicians and managers

can plan service activities, set objectives and
targets, monitor their service's financial and
operational activity and manage performance.

SLM relies on the production of timely, relevant
information about each service-line, to enable
analysis of the relationship between activity
and expenditure for each service-line as well
as showing how each service-line contributes
to the overall performance of the trust. It

also encourages ownership of budgets and
performance at service-line level. The first step
to achieving the necessary level of detail is the
move to service-line reporting (SLR).
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About this guide

This document describes a range of service-line
reporting (SLR) tools and shows how they can
be used to present data about the performance
of service-lines in targeted, standardised and
consistent formats to encourage insightful
performance discussions and informed

decision making.

Reliable financial information about service-lines
needs to be in place in order to use these tools.
A guide to the implementation of service-line
financial reporting, Guide to developing

reliable financial cata for service-line reporting:
defining structures and establishing profitabilty,
is also available on Monitor's website, and
implementation must be underway before this
toolkit can be used. However, customisation

of the different tools can begin before the work
on financial reporting is completed.

The toolkit is made up of six analysis tools, each
of which can be used independently or in various
combinations to create a “toolkit journey”.

For each tool, this guide explains

e its purpose
e how to discuss the reports generated;

e what action to take as a result of using
the tool;

¢ implementation hints and tips;
e adapting the tool to suit trusts’ needs;

e the different levels of analysis that can
be undertaken; and

e examples of how the tools have been
successiully used in pilot trusts.

In addition, there is a case study of how one
trust harmessed the full power of the toolkit by
developing a “toolkit journey” to gain a new
and insightful understanding of their cost base.
This illustrates the power of introducing these
tools to drive decision-making.

An example workplan has been developed
for implementing this toolkit. With the right
management support and focus, this should
take no more than two months, after which
a trust's decision making abilities will be
greatly enhanced.
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http://www.monitor-nhsft.gov.uk/home/our-publications/browse-category/developing-foundation-trusts/service-line-management/toolkit-3

The toolkit consists of six standalone tools

They can be used independently or combined to create greater insight
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Portfolio matrix

A portfolio analysis tool
for priority setting and
strategy development

EBITDA table

A comparison table for
key financial metrics

Detailed income and
expenditure (I&E)

A detailed breakdown of
income and expenditure for a
directorate, service-line, point
of delivery (POD) or healthcare
resource group (HRG)

HRG, procedure or clinician cost, LoS, day-case rate
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Variance analysis

Ad hoc reports to identify
outliers in performance.
e.g. Length of stay (LoS),
day-case rates, costs

Cost matrix

A detailed breakdown of costs
by cost-line and cost-centre

Forecast model

The population and use of

a model to forecast five-year
performance at the service-
line and POD level,

Used for sensitivity and
‘what if?" analysis
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Improving decision making

The tools will help create a structure in which the right decisions
are made at the right level of the trust

Trust

Directorate/
Division

Service-line

Healthcare resource
group (HRG)

Patient level

In-year performance

Strategic decisions

What should we focus on to drive
current performance”?

e \What is the strategy for the trust?

e \When will the trust be able to afford to
invest in a major capital programme”?
(e.g. a new building)

What actions are needed to hit
budget/target?

Who will be accountable for what?

e How should the shape of the portfolio
change in the next five years?

Where should we focus our
improvement efforts?

What performance levels should
we target?

¢ \Which service-line should we invest in?

¢ \What resources are required to deliver
the service we aspire to provide?

What actions should we take to improve
the profitability of HRG X?

Are there any patient categories we are
under serving?

Which clinicians need to change their
working practices?

Source: Monitor and pilot interviews
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Informing performance anao

strategy discussions

This toolkit will help boards, managers and clinicians to discuss
iN-year performance and long-term strategy constructively

Clinicians

Managers

Boards/CECOs

From

To

e “Finance just don't understand how important it
is to add more staff”

“All these targets about day-case rate and LoS
are unrelated to anything for patients”

*Adding another consultant will cost £X, but the
extra volume will cover these costs and generate
a contribution of £Y to the trust”

“‘Driving up the day-case rate to X% has liberated
enough cash for us to fund investment in
additional imaging sessions to allow same day
assessment for breast cancer”

“Our agency nursing costs have increased”

“Our clinical supplies costs are under budget”

“We've treated X% more patients than
planned, which has caused higher usage
of agency nurses”

“Our case mix has changed and we are
performing treatments that require less
expensive supplies/devices”

“We do not know which service-lines to focus
on in order to achieve financial balance”

“We need to invest in building cardiac referrals
since this is our most profitable service and we
can build distinctiveness in it”

“We choose to maintain world-class liver
facilities, even though we incur losses in

more complicated procedures”

lllustrative
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Four characteristics of effective

performance reports

The tools encompass the following four key characteristics
of effective performance reports:

ﬂ —— o e Report design based on desired conversation
argeted fowards tne e Sufficient depth to provide insight, but not unnecessary detail
conversation required ,
e [Easy to read formats to support conversations

v
g e Reporting is connected throughout the organisation to allow drill-down of performance indicators
Linked up and standardised e Reporting is consistent (i.e. across service-line) to allow comparison of data and to allow aggregation for
a trust's performance perspective
v
6 : e Balance of indicators to best assess historic performance and future health
Appropriate coverage

and content e Used in conjunction with reports containing outcome, input, output and throughput measures

|

a e Clear definition of data and ownership (e.g. toolkit customised by clinicians and general managers
with help from finance department; overall process for populating them is coordinated by finance
department; completed reports owned by individual service-lines)

e Aligned reporting processes ensure timely data and reduce burden of reporting (e.g. for service-lines)
and correspondence (e.g. for the board)

— Alignment of formats, processes, timing
— Clearly defined data flows (i.e. reporting by exception, appropriate circulation)

Supported by consistent,
defined data and processes
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Seeing financial data in a wider context

The toolkit is financially focused, but should be used within
a wider performance context

Best-practice performance discussions

Primary focus
of toolkit

Service-line led, Commentary Financial People/organisation

agreed with centre _ .

Stakeholders

Delivery, % Operational, % Forward look

Structure and content varies Consistent across
by service-line service-lines

10

llustrative example CONTENTS {BACK NEXT)»



Changing behaviour

In order for the tools to be used effectively, mindsets and
capabilities need to be explicitly addressed

Culture and role models

‘| see my superiors and colleagues
behaving in a new way’

e The board and senior managers use SLR
to ask questions and make key decisions

e The toolkit should be used at all levels in
the organisation

Right people with right skills
‘| have the necessary knowledge

and skills to do my job well’

e Service-line leadership and organisation
structure may need to be adjusted

e Atraining programme needs to be
developed to roll out the toolkit

N

4

' 4

Hospital team

w

Understanding and conviction

‘I know what is expected of me
and | agree with it’

e Develop and share the ‘change-story':
why you are introducing SLR

e Service-line mangers may need to
be reviewed

Systems and processes

‘Structures, processes and systems drive
and support the changes | need to make’

¢ Budget development and financial
management processes will need to
be revised

e Target levels of service-line performance
should be agreed and wiritten into contracts

e Performance should be tracked across a
balanced set of measures

11
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1This section provides detailed guidance
on the tools and their implementation

Description of each tool

Wi

In-depth description of each tool
Examples of how it was successfully used in the pilot trusts

Example ‘toolkit journey’

Case study of how one trust harnessed the toolkit to achieve
a new and insightful understanding of their cost base

Implementation plan

An example workplan has been developed for implementing this
SLR toolkit in your trust

Appendices

e Glossary of terms
e (Guide to the forecast model

e Sample reports
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The toolkit consists of six standalone tools

They can be used independently or combined to create greater insight

(1 J— Portfolio matrix [/ J Variance analysis
rovec e A portfolio analysis tool B} Ad hoc reports to identify
e Cargoogy @ Mooy for priority setting and outliers in performance
' strategy development s =) (e.g. Length of stay (LoS),
. 6 day-case rates, costs)
! Zinm margin ("/:0 0 0 100 Highest procedure Lowest procedure

= EBITDA table Cost matrix
= = A comparison table for et A detailed breakdown of costs
— £ key financial metrics — by cost-line and cost-centre
Detailed income and O .. - . Forecast model
expenditure I&E) | [ o B .
i P (IE) | B The population and use of
E S A detailed breakdown of a model to forecast five-year
e =oom W income and expenditure for a EE performance at the service-
= = directorate, service-line, point - line and POD level.
oo o g e of delivery (POD) or healthcare S Used for sensitivity and
e N S resource group (HRG) ‘what if?’ analysis
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Each tool is presented on two pages —
the first page provides guidance

oNn how to Introduce 1t. ..

Picture of report
generated

e \Ways in which
the report could
be customised
by your trust

e |ndication if
patient-level data
is needed

Shaded boxes show the levels of analysis possible. All reports
can also be analysed by POD, so this is not shown visually.

Tool 1: Portfolio matrix

@ | X=EBmoAmargn
Y = Spelis relative to mean spells/specialty across England
Relative size of the speciality
20 .
° °
15 L4
s, sLA
10 °
sLD $ .. sLc
os | o .
. o| @ ° Potential
growth
0 I = I
-100 -50 0 50 100
EBITDA margin (%)

Possible customisation Levels of analysis

* Use contribution or net income
O instead of EBITDA Trust

e Show changes over time M

HAG

Patient level

Purpose of using this tool

e |dentify priority areas for further work and/or analysis

e |nform long-term portfolio management decisions (e.g. growth,
capital allocation)

How to talk to this tool

e Explain how each axis is derived and the meaning of the
size of the bubble

* Bring the chart to life by talking about an example service-line
in each quadrant

What to do after using this tool

* Decide which service-lines require further analysis
* Agree which tools will be used next

Hints and tips

e Stress that decisions are not made based on which quadrant a
service-line is in. It is just the start of a conversation

* Ask the audience if there are any surprises

* The discussion is likely to focus on service-lines in the bottom left
quadrant. Therefore, make sure you are ready to talk about these
in advance and have additional data ready if needed

o—

o—

Description of
why you would
use this tool

How to introduce
— the tool for the first
time in a meeting

o * Typical decisions

that might be
made

e Follow up analysis

T

T
\

e Additional hints and tips to help ensure the discussion goes well
e This section is based on experiences from the pilots

15
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...the second page describes an
example of how it was successtully
used In a pilot trust

Tool 1: Portfolio matrix — example from pilots

Picture of report

© | Retative size of the specali Application
peciality 2
generated o — — When this report
: ’ . . — * Board and service-line strategy discussions o——
mprove cos snchmar
General surgery o Prioritisation of areas for growth and cost improvements was Used
15 =
Cardiology @ Neuroogy Insights gained
10 . C\aﬂﬁgd which sewwce—\‘\nes.generate a surplus or deficit |ﬂSIghTS derlved
- EEE . Bumns ¢ |dentified subscale service-line that may struggle to generate ([
- & HV/GUM a positive contribution from the t’epOrT
05 Dermatology | eu\: e » .
o ®[Ubogy Decisions made pictured when
econormics Paedatric General Med. RS .
0 - L * Further analysis of outliers to understand reasons for high or |‘t was Used a‘t a
-100 -50 0 50 100

The way in which
this report was
customised by the
pilot trust

EBITDA margin (%)

Customisation Levels of analysis

® Used peer group rather than all UK

O hospitals to compare size of specialty. st
Peer groups may be Directorate.
- Trusts within same geographical
proximity m
— Similar type of trusts (district general HRG

hospital vs. university hospital)

Patient level

low profitability

* Review of allocation methodology to ensure thatresults
are robust

Quotes from discussions

e This is the right starting point for a strategic board-level discussion’

e ‘Today most service-lines think they are among the best in class.
This makes it painfully obvious who are not'

e This should also capture our strategic direction — which services
we will grow or reduce exposure to’

Sanitised trust data y

T

specific pilot site

Summary of

the decisions
made as a resullt
of discussing
this report

The shaded box shows the actual level of analysis. Pilots repeated

each tool at multiple levels, but only one example is shown Quotes from discussions of this tool at the pilot sites

16
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Tool 1: Porttolio matrix

X = EBITDA margin Bubble s an
_ : ot ubble size corresponds to
Y = Spells relative to mean spells/speciality across England ‘it Gash o e ete e
Relative size of the speciality
2.0 °
Improve cost Benchmark
position . setter
® o
1.6 -
SLB ~ SLA
1.0 .
L] .
SLD \RE sLC
L]
0s |- o °
Reassess '. ® 0 L4 Potential
economics growth
0 1 hd 1
-100 -50 0 50 100
EBITDA margin (%)

Possible customisation Levels of analysis

e Use contribution or net income
instead of EBITDA

e Show changes over time

Trust

HRG

Patient level

Purpose of using this tool

e |dentify priority areas for further work and/or analysis

e |nform long-term portfolio management decisions
(e.g. growth, capital allocation)

How to talk to this tool

e Explain how each axis is derived and the meaning of the
size of the bubble

¢ Bring the chart to life by talking about an example service-line
in each quadrant

What to do after using this tool

e Decide which service-lines require further analysis
e Agree which tools will be used next

Hints and tips

e Stress that decisions are not made based on which quadrant a
service-line is in. It is just the start of a conversation

e Ask the audience if there are any surprises

e The discussion is likely to focus on service-lines in the bottom left
quadrant. Therefore, make sure you are ready to talk about these
in advance and have additional data ready if needed
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Tool 1: Portfolio matrix — example

from pilots

Relative size of the speciality

2.0
Improve cost . Benchmark
position General surgery setter
1.5 [~
N |
Cardiology ® . eurology
1.0
@ Endocr. - EUTS
o HV/GUM
Rheum. T&O
0.5 - Dermatology \ ®
°
[REEERERS ° Urology Q Potential
economics Paediatrics| General Med. growth
0 1 1
-100 -50 0 50 100

EBITDA margin (%)

Customisation Levels of analysis

e Used peer group rather than all UK
hospitals to compare size of specialty. frust
Peer groups may be: Directorate
— Trusts within same geographical
proximity m
- Similar type of trusts (district general HRG
hospital vs. university hospital)

Patient level

Application

e Board and service-line strategy discussions
e Prioritisation of areas for growth and cost improvements

Insights gained

e Clarified which service-lines generate a surplus or deficit

¢ |dentified subscale service-line that may struggle to generate
a positive contribution

Decisions made

e [Further analysis of outliers to understand reasons for high or
low profitability

¢ Review of allocation methodology to ensure that results
are robust

Quotes from discussions

e This is the right starting point for a strategic board-level discussion’

e ‘Today most service-lines think they are among the best in class.
This makes it painfully obvious who are not’

e ‘This should also capture our strategic direction — which services
we will grow or reduce exposure to’

18
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Tool 2: EBITDA table

Costs

Number  Number Total EBITDA

of spells/ of out- Revenue Direct Indirect  Overhead EBITDA margin % change
Service-line bed-days patients £000s £000s £000s £000s £000s % in activity

Ty X X X X X X X

Pain manag. X X X X X X h X

Palliative med. X X X X X X X

GUM X X X X X X ‘i X

HV. X X X X X X X

ASE X X X X X X 'i X

Cardiology X X X X X X X

ggreilif the X X X X X X i X |
Clinical

haematology X % X X % X ! X

Dermatology X X X X X X ] X

Endocrinology X X X X X X X

Gastroenterol. X X X x X X X

gArfc%%gy X X X X X X N

Neurology X X X X X X X

Rheumatology X X X X X X X

Thoracic med. X X X X X X X

Bums X X X X X X |_] X

Gen. surgery X X X X X X X

Ophthalmology ~ x X X X X X [ X

Plastics X X X X X X i X 1
T80 X X X X X X [ X

Urology X X X X X X X [
All paediatrics  x X X X X X [| X |
Gynaecology X X X X X X # X

Obstetrics X X X X X X X

Possible customisation Levels of analysis

e Show additional changes over time
and/or forecasts

® |nclude variance against plan Directorate

e Break down revenue and costs at m

a lower level of detall
HRG

Trust

Patient level

Purpose of using this tool

e |dentify differing performance between service-lines
e Uncover drivers of variance in performance
e Complement the portfolio matrix

How to talk to this tool

e At the start of the conversation, make sure everyone in the room
is comfortable with the definitions used

e Try to keep the debate focussed on outliers of performance rather
than talking about every number on the page

What to do after using this tool

e Decide which service-lines require further analysis
e Agree which tools will be used next

Hints and tips

e Know your audience — work out in advance what they are likely
to be interested in, and customise the table for them (i.e. in-year
performance, comparisons against plan and/or changes over time)

e Circulate the tables beforehand and ask people to come to the
meeting with questions

e QOrder the table by EBITDA margin to make it easier to pick out
outliers in performance

19
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Tool 2: EBITDA table — example
from pilots

Activity

EBITDA
Number of outpati i Cf Overheads Total costs margin (%, H H
3,000 ] J 37,000 200,000 Appllcatlon

Clinical Haemotolog! 5,000 200,000 700,000

Physiotherapy-led OP Ciinics I 52,000 200,000

Neurology 4,000 200,000 100,000 500,000 500,000 . . o '

Obstetrics 3,100,000 1,800,000 e Discussions within the finance team
General Surgery 1,500,000 4,100,000 46,000 200,000 5.300,000 2,600,000 bef d it q d
Community Dentistry 4,000 8,000 10,000,000 3,300,000 2,100,000 ,500,000 7,000,000 000,000

Elderly Care 30,000 700,000 00,000 100,000 00,000 500,000 00,000 elore sending out 1o a wiaer audience
Gardiolog 7,000 900,000 00,000 300,000 00,000 600,000 00,000

Giinical Oncology 2,000 5,000 7,000,000 ,100,000 1,200,000 ,200,000 5,500,000 500,000

Private Patients 5,000 6,000 17,500,000 600,000 5,300,000 100,000 14,000,000 3,600,000 . .

Orthopaedics 0,000 7,000 17,800,000 5,000,000 6,400,000 00.000 14,500,000 3,200,000 In5|ghts galned

GP Direot Access 4,000 2,000 8,900,000 3,800,000 1,800,000 ,600,000 7,300,000 1,600,000 8

Gystic Fibrosis 2,000 2,000 4,300,000 1,500,000 1,600,000 00,000 3,900,000 500,000 2

SCBU - Special Care 900,000 800,000 93,000 0

High Dependancy Unit 3,000 40,000 5,700,000 2,200,000 ,900,000 1200,000 5,300,000 400,000 7 ° i i Al i

Pediatrics ,000 100,000 46,000 40,000 4,000 00,000 6,000 6 ldentification of the SDGClaHIeS which are
ASE Attenders 000 4,000 7,200,000 400,000 ,900,000 500,000 ,800,000 400,000 6 fitabl

Ophthaimolog ,000 4,000 3,000,000 600,000 700,000 600,000 900,000 95,000 3 prolitable

Thoracic Medicine ,000 1,900,000 200,000 300,000 400,000 ,900,000 49,000 3 Realisati " h alt
General Medicine ,000 9,000 1,500,000 800,000 400,000 300,000 500,000 35,000 2 °

Audiological Medicine 3,000 11,000 5,200,000 2,200,000 1,800,000 1,100,000 5,100,000 90,000 2 ealisation that there were 14 SpeC|at|eS
Medical Oncology 92,000 1,000 15,200,000 7,600,000 4,300,000 3,400,000 15,300,000 -82,000 2 f g

ENT 1,000 98,000 53,000 28,000 23,000 100,000 -6,000 E which were loss maklng

Genito Urinary Medicine 600,000 500,000 43,000 00,000 700,000 59,000

Gynaecology 2,000 3,600,000 2,500,000 600,000 00,000 4,000,000 -388,000

Anaesthetics 2,000 4,000 6,500,000 4,100,000 ,500,000 ,600,000 7,200,000 708,000 o

Glinical Immunology ;000 100,000 55,000 3,000 0,000 100,000 11,000 Decisions made

Patient Appliances/Orthotics 4,000 3,000 5,200,000 1,900,000 2,600,000 ,300,000 5,800,000 633,000

Opthamology 1,000 ,000 1,100,000 900,000 00,000 00,000 1,300,000 239,000

Rheumatology 6,000 800,000 600,000 00,000 00,000 1,200,000 -333,000 ) : :
Dermatology 1,000 51,000 2,000 5,000 6,000 74,000 22,000 ° _
Anti-Coagulant Clinic 4,000 800,000 ,000,000 86,000 00,000 2,700,000 -859,000 Conduct a finer ana|y3|s of loss makmg
Chemical Pathology 2,000 2,000 800,000 800,000 600,000 ,000,000 4,400,000 1,569,000 specialties

Training and Teaching 1,000 00,000 40,000 100,000 41,000 200,000 -80,000 P

R&D ,000 23,000 20,000 . oo

Grand Total 200,000 1,800,000 46,900,000 65,800,000 37,600,000 29,100,000 136,400,000 10,400,000 ° Exp|ore whether Surg|ca| Spec|a|‘[|eg are

being allocated more than their fair share
Customisation Levels of analysis of revenues

* Private patients, teaching, training and R&D are Quotes from discussions
freated as separate specialties frust
e Did not look at historical information Directorate e | didn't realise this specialty was losing
money — and it's only going to get worse
m as we expand. We should definitely keep
- this in mind in our discussions with PCTs’

e 'A&E is growing — we need to focus on
this to make it as profitable as we can’

Patient level

Sanitised trust data CONTENTS {BACK NEXT)»



ool 3: Detalled income and expenditure

Directorate, Service-line, POD or HRG Actual Plan Variance Commentary . .
Income Purpose of using this tool
o Tariff income X X X -
* Non-tariff income X X X -
- e T X X X B * Understand reasons behind variance against plan
Total income X X X - . \
Direct costs e |dentify areas for improvement
* Direct pay costs , ,
- Nursing X X X - e Enhance understanding of the key drivers of EBITDA performance
— Consultants X X X - y
— Other <_:Iir\ica| X X X -
e x * * - How to talk to this tool
— Drug costs X X X -
— Supplies X X X -
- othor dect costs x % x = e Begin by ensuring that the definitions of each of the cost lines
— Allied health fessional -
- ;Zioloze;/ care professionals i i i - are UnderStOOd
ey X b X - e |deally, the general manager or lead clinician should be leading
—Oth i - ' A 0
Total girr:i;wac:dsindirect costs i ; i - thlS dISCUSSIOﬂ
Contribution X X X -
Contribution margin (%) X X X -
Sreh et What to do after using this tool
* Site costs X X X -
* Corporate costs X X X -
EBITDA X X X - . s
EBITDA margin (%) x x x - e |dentify areas for further analysis
Interest, depreciation and amortisation X X X - . ) .
Earmings z z z - e Agree frequency at which you will review these reports
Possible customisation Levels of analysis Hints and tips
re over differ i ri i fi I inici O il ou
e Compare over different time periods e (Getting general managers and clinicians to jointly fill out the
(e.g. previous year) commentary section prior to the meeting will greatly enhance the
e Break down costs and revenue quality of the discussion

differently and/or to greater degree ® Be sure that you know where non-PbR costs and revenues sit

(e.g. R&D, training, private patients)

Patient level

21
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ool 3: Detalled income and
expenditure — example from pilots

Directorate I&E Actual Plan Variance
Income

* NHS income 62,500 65,000 -2,500
* R&D 8,000 8,000 0

o Training 3,000 3,000 0
 Other income 5,000 4,000 1,000
Total income 78,500 80,000 -1,500
Direct costs

® Pay costs

— Nursing 12,000 11,000 1,000
— Consultants 15,000 16,000 -1,000
— Other clinical 3,000 4,000 -1,000
— Non-clinical 8,000 7,500 500

* Non-pay costs

— Drug costs 8,000 9,500 -1,500
— Supplies 4,000 3,500 500

— Other 800 1,200 -400

* Indirect costs

— Radiology 1,500 2,000 -500
— Pathology 2,000 1,800 200

— Other services 2,000 2,200 -200
Total direct and indirect costs 56,300 58,700 -2,400
Contribution 22,200 21,300 900
Contribution margin (%) 28% 27% 2%

— Overhead costs 5,000 5,250 -250

— Corporate costs 6,000 5,000 1,000
EBITDA 11,200 11,050 150
EBITDA margin (%) 14% 14% 0%

— Interest, depreciation and amortisation 5,000 5,000 (6]
Earnings 6,200 6,050 150
EBITDA margin (%) 8% 8% 0%

Customisation

e Separated out corporate and

Levels of analysis

Application

e Wil be used in the future as the basis for budgeting and planning

Insights gained

e Nursing costs are above plan despite activity being
lower than expected

e | arge variances in drug costs have helped contribution
remain above plan, but it is not known why this favourable
variance has occurred

Decisions made

* Review of drivers behind variances, particularly in NHS income,
nursing and drug costs

e Repeat analysis for each service-line

Quotes from discussions

¢ ‘The more understanding of variance vs. plan the better... | want

overhead costs to increase the focus this weekly'
on economising space * We have never had this level of transparency — this would enable
e Broke out R&D and training from o us to act as a business’
clinical activity e This would enable me to communicate with clinicians how we
HRG perform as a service-line'
Patient level

22
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ool 4: Varlance analysis

HRG, procedure or clinician cost, LoS, day-case rate
14
12
10
8 National
tariff or
median
6
4
2
0
Highest procedure Lowest procedure

Possible customisation Levels of analysis

e Customise for HRG, procedure
or clinician

e Produce for various metrics such as
cost, average length of stay (ALoS)
or day-case rate

Trust

Directorate

Service-line

HRG
Patient level

Purpose of using this tool

e |dentify outlying HRGs, procedures or clinical practices
e Understand reasons for variance
¢ |dentify ways to reduce this variance

How to talk to this tool

e Begin by explaining why you have undertaken
this analysis

e Use this tool as a jJumping-off point for more detailed
analysis rather than a standalone discussion

What to do after using this tool

® | ook at the causes behind variances by examining
individual procedures

Hints and tips

¢ Be sure to acknowledge that some variance is to be expected and
that there may be very good reasons for it (e.g. clinical necessity,
coding errors)

e Highlight areas you would like to talk about by using different
coloured bars

e |f you are discussing individual clinician performance, make sure
you do not sound confrontational

23 Sanitised trust data
Note: Analysis of cost variance requires patient-level costing
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ool 4: Variance analysis — example
from pilots

HRG JO5 - intermediate breast surgery without complications App"cation
Costs e Detailed discussion of the profitability of an individual HRG
6,000
[ 3 g:ﬁ Insights gained
5,000 [
e This HRG is always unprofitable at these lengths of stay
4000 e Costs for individual procedures vary greatly despite having the
same length of stay
3,000 [
2,000 = National
i A gns| ® Review individual cases to understand what was driving these
1,000 MFF) differences in costs and whether there were any coding errors
o e Explore the drivers of cost in more detail to understand how, even
Highest procedure Lowest procedure with the same length of stay, there was more than a two-fold
variance in costs
Customisation Levels of analysis Quotes from discussions
e Colours to highlight different e ‘We have undertaken analysis in the past using Dr Foster on LoS
lengths of stay Trust which proved very useful. But doing this on costs brings totally
Directorate dlﬁereﬂt IﬂSIth[S’
o e ‘This only works if you have a degree of control over the reasons
Senvieedine behind the variances, this isn't always the case. We need to
G understand this better’
e ‘Can this really be costs for the same HRG? Perhaps there are
coding issues? We need to do some more analysis on this’
24 Sanitised trust data CONTENTS {BACK NEXT)»
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Tool 5: Cost matrix

Personnel  Personnel
& material & material
costs med. costs

infrastruct. non-med.

Cost Clinical
centre personnel

Nursing Allied Other Drug costs  Material Other Other
personnel  healthcare personnel costs medical
supplies

profess. costs
personnel

infrastruct.

Ward

Intensive
care

Dialysis

Anaesth. Direct|costs

Delivery
room

Therapy
Corporate
Other suppoft and
direct site costs
Allied

health-
care

Radiolo.

Patholo. Clinical support servicg:

(2}

Theatres

Other
Css

Possible customisation Levels of analysis

e Compare over different time periods
(e.g. previous year)

e Break down costs and revenue
differently and/or at a greater level
of detall

Patient level

Purpose of using this tool

e |dentify the key underlying drivers of costs

¢ Help to understand the reasons behind variances in costs
for the same HRG with the same LoS

¢ |dentify areas for improvement

How to talk to this tool

e Start by explaining how the matrix combines cost lines
and cost centres

e Circulate matrices beforehand and/or give people time to look
at the charts before discussing implications

e Do not go through each number, but highlight the key areas
for discussion

What to do after using this tool

e |dentify areas for improvement and develop plans

Hints and tips

e Before sharing this analysis, be sure you can explain what
allocation rules have been used to derive each number on
the matrix

e Make sure the cost centres mirror your organisation’s design

Note: Analysis of individual procedures requires patient-level costing

CONTENTS {BACK NEXT)»



Tool 5: Cost matrix — example
from pilots

Intermediate breast surgery without complications

Patient 1 Salaries and wages Non pay

Nurse Medical Medical Allied Admin Other Blood Drugs Path Prosthe- Medical Hotel Overhead | Capital Total

tech health sis supplies charge

£ £ £ £ £ £ £ £ £ £ £ £ £ £ £
Direct costs 150 70 18 8 [9) 10 20 150 50 470
Allied health 20 20
Pathology 4 50 100 50 10 214
Radiology
Theatres 250 150 40 20 5 10 {9} 100 30 610
Overhead
Other indirect costs
Total 400 220 40 24 15 5 50 25 105 70 25 260 80 1,314

OP Mins Anaesthetic Mins Recover Mins Time on ward (days)

e Understanding of the magnitude of different costs for this procedure ¢ Review of theatre productivity
e |dentification of the importance of theatre time as a driver of costs e |nvestigate coding accuracy
Customisation Levels of analysis Quotes from discussions
* Broke down cost base so better e ‘This level of information has never been available before.

aligned with internal structure Trust It would be great if we had this’
e Included operational data on the time Directorate e ‘At last | will be able to understand what is truly driving my costs’

in theatre and wards .

HRG
Patient level
26 Sanitised trust data CONTENTS {BACK NEXT)»
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Tool 6: Forecast model

Abilty 1o flex base:
activity input

Standard growth
dhiver input

Costimprovement
programime input

Drop-down boxes
to choose activity
scenarios

M Strategic plan Current forecast

Tariff input and
scenario chooser

Revenue (£m) EBITDA margin (£m)
General s 20 20 60%

P 140 160 o0
medere gy um il I W
0607 07:08 0809 0910 1011

0607

8.0%

Day-case rate
scenario chooser
and sensttivities

Surgery e 20 on

120 140 160

0607 07-08 0809 0910  10-11 11 0607

Women & 218 230

children 20 0 I .
ummBl

0607 0708 0809 0810 10-11
HIV/GUM

213 230

0 140 160

0607 07-08 0809

Critical care

120 140 160 .
wmmBl

0607 07-08 0809 1011

Possible customisation Levels of analysis

e This model is an example of the type A
needed. You may already have a tool you
would prefer to use or wish to develop
one of your own

e The model is designed to allow
increased customisation as the user's
knowledge increases

HRG

Patient level

Purpose of using this tool

e Produce five-year forecasts and facilitate sensitivity and ‘what if’ analysis

e Generate the data needed to populate reports from other tools with
forecast data

e Forecast implications of the strategic plan

How to talk to this tool

e Explain rationale behind the forecast

e Focus on input needed from each directorate and/or assumptions
for sensttivities

What to do after using this tool

e Adjust strategic plan based on this analysis
e Follow up with directorates to develop detailed plans for the coming year

Hints and tips

e Read Appendix B — Guide to the forecast model before using
the model provided
e One person needs to ensure that all input and assumptions
are clearly catalogued
e Be vigilant with version control to ensure that you can keep track
of different scenarios
e Set up a base scenario which you can revert to easily once sensitivities
have been run

27
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Tool 6: Forecast model — example
from pilots

Data
P&L 2 Sum of 05/06 Sum of 06/07 Sum of 07/08 Sum of 08/09  Sum of 09/10 Sum of 10/11 App|ication
Spell 1,783,653 1,785,633 1,889,232 1,894,409 1,951,242 2,009,779
POR Revenue 185,821 139,89 144,092 148,415 152,868 157,454
Olhereveno 18,227 18.227 18,227 18,227 16,227 16,227 e Used 2005/2006 data to forecast at the service-line level
Total revenue 154,048 158,123 162,319 166,642 171,095 175,681 :
Pay cost (67,384) (70,754) (74,291) (78,006) (81,906) (86,002) for five years
Non-pay (2,393) (2.489) 2,589) (2,692) (2,800) 2,912)
Other direct 0 0 0 0 0 0
Indirect costs (45,971) (47,810) (49,722) (51,711) (58,779) (55,931) Insights gained
Overhead (21,133) (22,190) (23,299) (24,464) (25,688) (26,972)
Total costs (136,882) (143,242) (149,901) (156,873) (164,173) (171,816)
Total contribution 38,299 37,070 35,717 34,233 32,609 30,837 ° The ‘trus‘t |acl,<s re”able Cos‘t driver da‘ta
Contrioution margin (%) 25% 28% 22% 21% 19% 18%
Total EBITDA 17,166 14,880 12,418 9,769 6,922 3,865
EBITDA margin (%) 1% 9% 8% 6% 4% 2% Decisions made
200 — m
| - - 167 171 176 Total EBITDA
154 ' '
e ® 7o oo ® |ncrease quality of data around current income and cost
£ ¢ Consider whether renewing certain local price contracts is feasible
2 o0 given predictions of cost increases
60 —
| 17 15 12 a .
208 i 7 4 Quotes from discussions

Sum of 05/06 Sum of 06/07 Sum of 07/08 Sum of 08/09 Sum of 09/10 Sum of 10/11

¢ | like the day-case rate variability — it's not something we had

Customisation Levels of analysis modelled before’
e ‘'m not sure we would use all the bespoke elements, but it's

e Forecast based on 2005/2006 data good to have the option of using them in some specialties’
e Historical trends for comparison e

Directorate

HRG

Patient level
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—xample use of toolkit
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Appendices
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B: Guide to the forecast model
C: Sample reports

Further information about SLM
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An example of the "toolkit journey”

This example shows the power of using the toolkit
to drill down into organisation performance

ﬂ Portfolio @ Service-line e HRG 9 Variance 6 Cost matrix
Analysis matrix EBITDA table EBITDA table analysis
undertaken
Trust Trust Trust Trust Trust AS a reSUIt Of
Id-fi‘llleld g:\ln Directorate Directorate Directorate Directorate Directorate thls journey’
- the trust:
BB .. i
HRG HRG HRG HRG HRG Improvements
Patient level Patient level Patient level TO reduce
coding errors
e Established
Discussion e Relative e Relative e Analysis of e |dentification of e Detailed areview of
performance performance of differences variance in LoS discussions its theatre
of each different PODs* in HRG and costs of individual operations to
service-line and possible performance within an HRG procedures inoreasg usage
e Identification of ~ reasonsforthis e |dentification o determine Ee) Ul SEe
areas for priority of poorest- reasons * Commissioned
attention performing HRGs behind variance further analysis
to better
Findings * Service-ine B is Significant Key procedures e Even when e Analysis of understand:
underperforming losses in elective where tariff LoS was held outlying - If there are
with slightly procedures is not covering constant, procedures systematic
negative margins cost significant showed that coding errors
variation in costs usage of theatres — Whether other
remained drives the majority procedures
of the variance had similar
in costs cost profiles
30 Disguised pilot example CONTENTS {BACK NEXT)

*Point of Delivery (e.g. inpatients, outpatients, etc.)



Tool 1: Porttolio matrix

The portfolio matrix showed that general surgery
needed to Improve its cost position

X = EBITDA margin Bubblo i .
B ) - ubble size corresponds to
Y = Spells relative to mean spells/speciality across England total Cost of the senvice-lne
Relative size of the speciality
2.0 °
Improve cost Benchmark
position . setter
Y [ ]
15 Obstetrics
General surgery
°
1.0 .
L4 .
— ° 0.
ncology .
05 - . i ENT
°
Reassess e o 0 U Potential
economics growth
0 1 il 1
-100 -50 0 50 100
EBITDA margin (%) The portfolio matrix showed that general surgery needs to improve
its cost position

- ) The drivers of this underperformance were not known at this stage;
Customisation Levels of analysis therefore, further analysis is needed before decisions can be made
e Analysis of last year's performance

by service-line frost

Directorate

HRG

Patient level

Sanitised trust data CONTENTS {BACK NEXT)»



Tool 2: EBITDA table

The EBITDA table showed elective procedures are highly
unprofitable and it was decided to look at this further

Number Number
Point of of spells/ of out- Revenue
Delivery bed-days patients £000s

Costs
£000s

Direct

Indirect

Total

EBITDA

EBITDA margin
Overheads* £000s

%

Day/ 2,000 n/a 2,600 900 1,500 600 -15
elective
Non- 1,750 n/a 3,300 800 1,400 500 18
elective
Out- n/a 10,000 1,800 1,000 500 390 -5
patients

Customisation Levels of analysis

e Activity changes over time were not looked at for this analysis

e Overheads exclude the capital charge

Trust

Directorate

HRG

Patient level

Service-line

Day/elective services were losing money.
Therefore, it was decided to look at these
procedures more in detail

Outpatients services will also have to
be analysed

32

Sanitised trust data
*Excluding capital charges
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Tool 2: EBITDA table

A further EBITDA breakdown revealed four HRGs which were
driving down the margin for elective procedures

Number oS EBITDA
ofspells/ Revenue _*9°Y% = Total EBITDA margin
bed-days £000s Direct Indirect Overheads* £000s %

J37 minor skin procedures — 480 400 100 200 150 ®0) 13

Category 1 w/o cc

JO5 intermediate breast surgery withoutce 50 100 30 70 45 - (45)  -45

J35 minor skin procedures — 160 150 50 100 80 |0 98

Category 2 w/o cc

J33 minor skin procedures — Category 3 80 150 50 9 40 - @0 20

(C35 major maxillo-facial/ENT procedures B 20 5] 10 0 5 I 25

Q15 amputations 5 20 5] B 0 10 . 50

J99 complex elderty with skin, 5} 20 5 5 3 7 85!

breast or bum

J30 major skin procedures >49 or with cc 50 150 20 50 65 1lis) - 10

C45 ENT Complex major maxillo- 10 30 5 3 7 15 75 Four HRGs are |OSiﬂg money for the trust

facial procedures

It is decided to undertake further analysis on

HRG JO5 as it is one of the largest negative
Customisation Levels of analysis EBITDA margins

e Activity changes over time were not looked at for this analysis
e Overheads exclude the capital charge

Trust

Directorate
Service-line
HRG

Patient level

Sanitised trust data CONTENTS {BACK NEXT)»

*Excluding capital charges



ool 4: Varlance analysis
Length of stay varied significantly for this HRG

HRG JO5 - intermediate breast surgery without cc

LoS - average

. National
| trim point

Longest procedure Shortest procedure

Length of stay ranged from one to eight days for this HRG

-~ . It was decided to analyse how costs varied for procedures
Customisation Levels of analysis of the same length

e |nitial analysis on variance in LoS

Trust

Directorate
Service-line

HRG

Patient level

Sanitised trust data CONTENTS {BACK NEXT)»



ool 4: Varlance analysis

A further drill down showed that costs varied
greatly even for spells with the same length of stay

HRG JO5 - intermediate breast surgery without cc

Costs
3,000

2,500

2,000

National
tariff
................................. (IﬂC\Udlﬂg
MFF) for
one day

1,500

1,000

500

0

Highest cost procedure Lowest cost procedure Even for spells with a length of stay of one day, costs varied from
£400 to £2,800*

- : It was decided to look in detail at the outliers to determine the factors
Customisation Levels of analysis which were driving this difference

e \ariance of costs for individual

spells with the same length of stay frost
were then carried out Directorate
Service-line
HRG
Sanitised trust data CONTENTS {BACK NEXT)»

*Analysis of different lengths of stay was undertaken, but not included in this presentation



Tool 5: Cost matrix

A cost matrix for the outlier spells revealed that
theatre costs were the main causes of differences

Intermediate breast surgery without complications

Patient 1 Salaries and wages Non pay
Nurse | Medical | Medical | Allied Admin | Other Blood Drugs | Path Prosthe- | Medical | Hotel Overhead | Capital Total
tech health sis supplies charge
£ £ £ £ £ £ £ £ £ £ £ £ £ £
Direct costs 150 70 15 5 5 10 20 150 50 470
Allied health 20 20
Pathology 4 50 100 50 10 214
Radiology
Theatres 250 150 40 20 5 10 5 100 30 610
Overhead
Other indirect costs
Total 400 220 40 24 15 5 50 25 105 70 25 260 80 1,314
OP Mins Anaesthetic Mins Recover Mins '(I;ilamyes)o n ward
Patient 2 Salaries and wages Non pay
Nurse Medical | Medical | Allied Admin | Other Blood Drugs Path Prosthe- | Medical | Hotel Overhead | Capital Total
tech health sis supplies charge
£ £ £ £ £ £ £ £ £ £ £ £ £ £ £
Direct costs 150 200 40 3 25 10 20 250 50 798
Allied health 18 18
Pathology 50 250 50 10 365
Radiology
Theatres 750 500 100 30 5 10 10 300 100 1,805
Overhead
Other indirect costs
Total 900 700 100 23 40 3 50 55 205 70 30 560 150 2,986
OP Mins Anaesthetic Mins Recover Mins '(I;ilamyes)o n ward
105 130 90 1.2

e A cost matrix for each individual procedure was produced
e Cost lines and cost centres were regrouped to better reflect the pilot trust's existing management information

By comparing

these procedures
against each other,
it became clear that,
for this HRG, theatre
costs are the main
driver of differences
in costs incurred

Further analysis now
needs to be done on
what is driving these
differences and
whether they can

be reduced

Levels of

analysis

Trust

Directorate
Service-line

HRG

Patient level
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The benefits 1o the trust

Significant gains will be realised by addressing the coding
and operation improvement issues identified by this analysis

This work is incredibly important for all of us... We used to make
decisions based on who shouted the loudest. This will not happen
anymore, now it is all going to be evidence based’

Chief executive

L —

‘That is exactly the conversation that needs to occur: what is driving
this variance and can we control it"?"

Chief executive

‘There may well be coding issues, but we have also learmt something
new. The assumption was that length of stay is driving costs, but this
analysis shows that for this HRG 1t is theatre time. We did not know
this before’

Deputy finance director

o

1'had no idea an extra 10 If that was miscoded it
minutes in theatre cost so much’ could have cost us £1,000 in
lost revenue’

Senior clinician General manager

iy g

It was agreed that further analysis needed to be undertaken
to understand

e [f there are systematic coding errors (e.g. assigning procedures
to HRGs and/or recording actual time in theatres)
e \Whether other procedures had similar cost profiles

In addition, a decision was made to begin a review of
theatre operations

37
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The four steps towards implementation
There are four essential steps to iImplement this toolkit

Setup”

|

Key stakeholder
involvement*

|

Reporting system design

It is important that the right resources are secured and meetings arranged across the trust
to ensure rapid and successful development of the toolkit

A launch event involving senior management, clinicians and general managers will display
commitment and ensure engagement with the project

This is crucial to success as the toolkit will only be effective if it is understood, used and supported
throughout the business

General managers and clinicians should be consulted to understand which reports are most useful
to them and what customisation is required

The reports must be easy to populate and update. Ideally, they should be automatically generated
with easy-to-use drill-down fields where possible. Access databases and/or pivot tables are often
the best way to achieve this

A detailed workplan for using the forecast model developed in the pilots can be found in
Appendix B — guide to the forecast model

e Training will be needed to ensure everyone is comfortable with the format and content of the reports
SLR Rollout Ideally, this will include the unveiling of a ‘toolkit journey’ using your own data. This will bring the
toolkit to life and generate excitement and enthusiasm
39 *Could take place at the same time, as both setup and stakeholder involvement are needed to develop service-line financials CONTENTS {BACK NEXT)»



Timescale for implementation

With the right management support and focus,
this should take no more than ten weeks

Latest date for reliable

Week service-line financials
Activity 1 P 3 4 )
Set up* .

e Secure resources
e Set up meetings

e Prepare for launch
Launch with all key stakeholders A

Key stakeholder involvement*

e Conduct fact-finding meetings with general I
managers, managers and clinicians

e Develop dummy reports

e Syndicate dummy reports _

¢ Refine reports

e Agree reports with chief executive
and finance director

SLR toolkit

e Scope system requirements

Build interface with existing databases
Operationalise report production
Populate forecast model*

Test and refine

SLR toolkit rollout

e Develop training materials

e Conduct training with ‘toolkit journey’
e Facilitate first meetings using toolkit

Work ll Meetings A Key meetings

6 7 8 9 10

Responsibility

—

e Coordination
by finance
management

e |nput from senior
management
and key
stakeholders

40

*Could take place at the same time, as setup and key stakeholder involvement are needed to develop service-line financials
**See Appendix B — guide to the forecast model for a detailed workplan
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Appendix A — Glossary of terms

These definitions can be customised for your trust. The important
thing Is 1o ensure clear and consistent definitions across your
trust which are understood by everyone who uses the data

Term

Meaning

Contribution

A measure of operating performance which excludes overneads. It shows the ‘contribution” made towards
covering the overheads of the business

Cost centre

A breakdown of costs by clearly defined areas of managerial responsibility. It can be any unit such as
a division, department or a group of employees, to which costs are assigned or allocated

Cost line A breakdown of costs by groupings of general ledger items, (e.g. pay, non-pay)

Direct cost Costs which are directly controlled by the service-line (e.g. consultant and nursing costs and drugs)

EBITDA Eamnings before interest, tax, depreciation and amortisation. It is used as a meaningful measure of
operating performance, particularly the ability to generate cash

I&E Income and expenditure. This is the detailed breakdown of the profit and loss statement to derive

contribution, EBITDA and net income

Indirect cost

Costs which are incurred by service-lines but controlled by shared service centres (e.g. clinical support
services such as pathology, radiology, theatres, some ward costs [such as food and linen, etc.]). Typically,
service-lines can control their demand for these services but not the unit cost. This is a slightly different
definition from the NHS costing manual which defines direct costs as the cost that can be directly related
to one service-line; indirect costs as the costs that can be related to a group of specific service-lines and
overhead costs as the costs that cannot be linked to specific-service-lines

LoS

Length of stay

Net income

The amount remaining when all expenses are deducted from income

Overhead costs

Costs that are not related directly to the type and quantity of services provided, such as site and corporate
overhead costs

POD

Point of delivery (e.g. elective/day-case, non-elective, outpatient)
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Appendix B —
Guide to the forecast model

e This model has been developed to allow trusts to produce forecasts e ‘What if?" analysis can be undertaken by changing assumptions
for service-line performance and run sensitivities on this. It was well on the master control sheet, with the results clearly displayed on
received by pilot trusts as a useful addition to existing forecasting tools an I&E pivot table

* By combining growth in activity with movements in costs, the model e Agreeing on the base scenario typically takes three weeks, with further
calculates the profitability of a trust for the next five years split by time required to run sensitivities and gather more advanced input

directorate, service-line and point of delivery (POD)

e o generate input for the forecasting model, you must have completed
the seven steps required to create reliable service-line financials. When
using the model itself, there are also seven steps that need to be
taken and some key risks to avoid

CONTENTS {BACK NEXT)»



The model has been developed to allow
trusts to produce forecasts for service-line
performance and run sensitivities on them

Produces five-year forecasts M Strategy plan = Current forecast e
Allows trusts to run key sensitivities
Revenue fm  EBITDA £m Margin % e Activity — comparing different activity scenarios;

running sensitivities on uplifts in activity to these

General scenarios at the trust, directorate or service-line levels;

medicine MEEE umE . M E . . basing activity growth on annual % increases and
running sensitivities on these

Surgery mEEE u=mml Bl e Changes in tariffs — sensitivities on changes in tariff

e inflation by trust, directorate or service-line

Women and ¢ Cost improvement programmes — sensitivities

children usEES ussl uEEE around the size of future cost improvement
programmes

e MEEE umm . u . . e Cost driver growth — sensitivities around basic

Critical care uEEE umE . uE . . assumptions of cost growth (e.g. RPI, wage inflation)

e Day case rates — scenarios around changes in day-

06-07 07-08 08-09 09-10

06-07 07-08 08-09 09-10

06-07 07-08 08-09 09-10

case rates at a trust or service-line level

CONTENTS {BACK NEXT)»



The model was well received by pilot
trusts as a useful addition to existing tools

‘We would probably use this, it complements the two models

‘We have never been able to run ‘what if?” analysis before because
we couldn't link activity and costs. This will let us do it’

we have already’

\/

Chelsea and Westminster Hospital NHS|

NHS Foundation Trust

‘Forecasting by service is critical to link service-line and

I had never thought of how costs might scale differently with activity —
this model is making us ask loads of new guestions’

overall trust strategy’

University College London Hospitals NHS|

NHS Foundation Trust

Frimley Park Hospital NHS

NHS Foundation Trust

46
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By using appropriate cost and revenue drivers
trust profitability can e easily calculateo

¢ Elective e Tariff income
e Non-elective

e QOutpatient

e A&E/other

Margin .

e Trust

e Directorate

e Service-line

e Point of
delivery (POD) Base growth

e Direct pay

e Direct non-pay
e Direct other

e |ndirect

e Overheads

f (day-
~— Cost S ° 1+ Growth - CIP - cgse)),

M Inputs - Assumptions

e O I o [IETFEEN o

e Private patient*

¢ TJeaching and training”
o R&D*

e Other clinical

Activity growth

© 1+ f(activity changes)

47

*Potentially create separate specialty for each
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VWhen using the model there are
seven steps that need to be taken

M Key steps
Steps @ Dcfine base \ @ Assign Ot PR W4 IRCT A © Beakout \ @ Set master W7 DEGELES
options drivers activity and income costs control advanced
income input
Process e Definebase e Enternames e Enter base e Enter other e Enterbase e Define e As
options of of service- year PbR income by year cost the base confidence
the forecast lines activity and service-line data by assumptions increases,
such as e Assign income data and POD service-line, on master further
directorate drivers of by service- POD and control sheet engage the
names, growth line and POD cost bucket o Ensure these business
generic cost to each If available, options are fo develop
Improvement service-line enter stored as the service-line
programmes capacity plan pre-defined specific
and standard forecasts for base scenario  INPUts (€.g.
cost and future vears e RuN besppke
(rjnr?vrgrln sensitivities marg:: tion
ers and conduct assumplions
‘what i7" ased on
: capacity
I .
anaysis constraints)
IT and e Requires basic Excel knowledge
training ¢ Training should be carried out by experienced users

e Advanced input should not be used until the base model is populated and understood

48
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There are also some key risks to avoio

M Key steps
Steps @ Dcfine base \ @ Assign 9 Enter PbR 9 Add other @ Break out @ Set master a Develop
drivers activity and income costs control advanced
income input
Risks/hurdles e Trade off Basis for PbR e Poor Difficulty in e Greatly
between and the tariff accuracy of reaching increases
accuracy structure cost break- agreement on the number
and changes over outs into base scenario of inputs that
complexity time service-line need to be
Tariff inflation is and POD defined
unpredictable e | ose track
of where
assumptions
have come
from
Mitigating e Minimise Make e Follow the Make the e Use this
actions the number simplifying previous base scenario section
of bespoke assumptions seven steps! as simple only when
inputs on changes as possible, confident with
unless there to PbR and use the the model
's a clear Use national sensitivity e Ensurea
rationale for forecasts on functionality source and/
adding more tariff inflation to test more or rationale is
complicated provided for
scenarios all input
49 CONTENTS {BACK NEXT)»



A “‘what " analysis can be
undertaken by changing assumptions
on the master control sheet

Ability to flex base
activity input

Drop-down boxes
to choose activity
scenarios

Tariff input and
scenario chooser

Day-case rate
scenario chooser
and sensitivities

e
g o)
v
) s
i — s
| Lot " [
s R el
L el
— n P
- " s
i

e e e b A Ty T B b 0

W s e e B s o R e R

Prastrms ma arars v e Pomkms v ms 0 s
P

HilH e
HIE E

i

|
PRI IIEI NS YN T IR I IR Y TR RN AN Ny

LRERERERERERRREREREERRR G ERERELS )

bl R B et B

SEm e teeimm s gmamdops

L —
i
Il--u..-un [
[ bl | ]
— TR w WK
L e
=
e T ] -
L‘ Ll L}

|-.m.u.-n

R T e L

EIEW

Standard growth
driver input

Cost improvement
programme input

Overhead growth
scenario chooser

Marginal cost
scenario chooser
and sensitivities
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The results are clearly displayed on
an income and expenditure pivot table

Ability to look

at an individual
directorate, service-
line or even POD

Profit and loss
broken down by
revenue and costs

Contribution and
EBITDA margins
automatically
calculated

—®

I15E output

alue Service line 14E |-

@ PDirectorate (Multiple tems) [ = Py min pemgar yods o @

enice ling (Multiple tems) | -

POD Total -
Data =

812 = | Sum of 06107 Sum of 07/08 Sum of 0B/09 Sum of 0910 Sum of 10711 Sum of 11712
Epell 1733653 1,785 663 1839232 1,854 409 1951242 2008779}
FbR Revenue 135 821 139 B96 144 092 148 415 152 &8 157 454
Other Revenue 18 227 18,227 18 227 18,227 18,227 18,227
Tatal 1evenne 154.048 158,123 162.319 166,642 171.095 175,681
Pay cost ©7384) (U754 (@4291) (BO0G)  @1906)  (B6002)
fon-pay (2,393) (2.489) (2589) 25692) (2 Bon) 2912)
Other direct 1] 1] 1] 1] 1] 0
Iindirect costs (45.971) (47 B10) (49,722) B1.711) 53.779) (55 931)
Overhead 21,133) (22,190) (23.299) (24 4B4) {25 b58) (26,972)
[Total costs {136,882) 143,242 (149,901) {156.873) (164.173) (171.816)
Total contribution 38 299 37 070 _H 77 34233 32608 30837
Cantribution margin (%) 25% 23% 2% 21% 19% 18%
[Total EBITDA 17,166 14,880 12418 9.769 6.922 3,865
IE_HI'I‘!'."--'\. Margin (%) 11% 9% 8% 6% 4% 2%

Instsuctions: You can ook at the outputs by Directorate, Service-line and POD. Do not select all PODs otherwise it will double

count. If you want to look al the outputs in a different way use the pivol table in sheet “Spare pivot”

Simply push this
button to refresh
the table after you
have changed your
assumptions
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Agreeing on the base scenario typically takes
three weeks, with further time required to run
sensitivities and gather more advanced Input

This timeline assumes that the work to produce reliable service-line financials has already been undertaken.

Week

Review existing forecast capabilities

Undertake model training
Collect activity input

Collect cost input

Populate model*

Undertake sensitivity analysis

Agree on base scenario with
key stakeholders

Syndicate with clinicians and —

general managers

Gather more advanced input
(e.g. bespoke CIPs)

52 *As per the seven steps detailed earlier CONTENTS 4{BACK NEXT)»



Appendices

C: Sample reports

Introduction

The six standalone tools
Example use of toolkit
Implementation plan

Appendices

A: Glossary of terms

B: Guide to the forecast model
» C: Sample reports
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Appendix C — sample reports

Tool 1: Portfolio matrix

X = EBITDA margin

Y = Spells relative to mean spells/speciality across England

Relative size of the speciality

Bubble size corresponds to total

cost of the service-line

2.0
o
Improve cost Benchmark
position setter
o o
16 — SLB
SLA
{
o
® [ ]
slc ®. SLC
[ J
05 |- @ °
Reassess ® ® Potential
economics growth
o
0 I I
-100 -50 50 100

EBITDA margin (%)
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Tool 2: EBITDA table

Number Number Total EBITDA %

of spells/ of out- Revenue EBITDA margin change
Service-line bed-days patients £000s Indirect Overhead £000s % in activity

Ty

<
<

Pain management
Palliative medicine
GUM

HIV

Accident & Emergency
Cardiology

Care of the elderly
Clinical haesmatology
Dermatology
Endocrinology
Gastroenterology
Medical oncology
Neurology
Rheumatology
Thoracic medicine
Bums

General surgery
Ophthalmology
Plastics

T&O

Urology

All paediatrics
Gynaecology
Obstetrics

- l l_ m
=

XX X [X [ XXX X[ X [X|[X|X[X|X|X|[X|X|X|[X|X|X|X|X|X

XX X [X XXX XXX [X[X[X[X|X|X|X[X|X|X|[X|X|X|X|X
XXX XX XX X[ X [X[X[X[X[X|X[X|X|X|[X|X|X|X|X|X

XX X [ X XXX XX XXX |X|X|X|X|X[X|X|X|X|X]|X|X|X
XX X [X XXX XXX [X[X[X|X|X|X|X[X|X|X|[X|X|X|X|X
XX X [X XXX XXX [X X[ XXX X |X[X|X|X|[X|X|X|X|X
XX X [X XXX XXX [X[X[X[X|X|X|X[X|X|X|X|X|X|X|X

_-__-__-.____-__-__-_____.
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Tool 3: Detalled income and expenditure

Directorate, Service-line, POD or HRG Actual Variance Commentary
Income

e Tariff income X X X -
e Non-tariff income X X X -
* Non-NHS clinical income X X X -
e Other income X X X -
Total income X X X -
Direct costs

e Direct pay costs

— Nursing X X X -
— Consultants X X X -
— Other clinical X X X -
— Non-clinical X X X -
e Non-pay costs

— Drug costs X X X -
— Supplies X X X -

— Other direct costs
Indirect costs

>
x

x
|

— Allied healthcare professionals X X X -
— Radiology X X X -
— Pathology X X X -
— Theatre X X X -
— Other services X X X -
Total direct and indirect costs X X X -
Contribution X X X -
Contribution margin (%) X X X -
Overhead costs

e Site costs X X X -
e Corporate costs X X X =
EBITDA X X X -
EBITDA margin (%) X X X -
Interest, depreciation and amortisation X X X -
Earnings X X X -

CONTENTS {BACK NEXT)»



ool 4: Variance analysis

HRG, procedure or clinician
Cost, LoS, day-case rate

14

12

10

(e¢}

[©)]

N

N

Highest procedure

Lowest procedure

National
tariff or
median
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Tool 5: Cost matrix

Cost centre Clinical Nursing Allied Other Material | Other Personnel & |Personnel &
personnel | personnel |healthcare | personnel costs medical material costs | material costs

professional | costs supplies medical non-medical
personnel infrastructure | infrastructure

Ward

Intensive
care

Dialysis
Anaesthesia Direct|costs

Delivery
room

Therapy Corporate |support
Other direct and site costs

Allied
healthcare

Radiology
Pathology Clinical support services
Theatres

Other CSS
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Further information about SLM

This guide is one of a series of documents
produced by Monitor to help NHS foundation
trusts implement SLM. All of these guides
can be found on Monitor's website

www. monitor-nhsft.gov. uk/sim

e WWorking towards service-line management:
a how to guide — this guide sets out the
processes and structures necessary to
implement SLM within a trust setting;

e Vorking towards service-line management:
organisational change and performance
management — this guide looks at ways in
which service-line reporting (SLR) can be
used as a motivational tool and to influence;

e Guide to developing reliable financial data
for service-line reporting. defining structures
and establishing profitability — this guide helps
foundation trusts move towards service line
reporting and describes how some of the
obstacles to SLR can be overcome;

¢ Working towards service-line
management: a toolkit for presenting
operational service-line data - this guide
describes a range of service-line reporting
(SLR) tools and shows how they can
be used to present data to encourage
informed decision making; and

e Working towards service-line management:
using service-line data in the annual planning
process — this guide shows how SLR data
can be incorporated into a trust's business
planning cycle.

To help implement SLM, Monitor — working in
conjunction with various external organisations
— can offer a comprehensive package of
support, specifically taillored to individual
needs, both in terms of cost and relevance.
The support routinely includes consultancy
and advisory services, board level diagnostics,
individual coaching, strategic goal setting and
the opportunity to join leaming sets. For more
information contact sim@monitor-nhsft.gov.uk
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http://www.monitor-nhsft.gov.uk/home/our-publications/browse-category/developing-foundation-trusts/service-line-management/toolkit-1
http://www.monitor-nhsft.gov.uk/home/our-publications/browse-category/developing-foundation-trusts/service-line-management/toolkit-2
http://www.monitor-nhsft.gov.uk/home/our-publications/browse-category/developing-foundation-trusts/service-line-management/toolkit-3
http://www.monitor-nhsft.gov.uk/home/our-publications/browse-category/developing-foundation-trusts/service-line-management/toolkit-5

I\/Ion@r

Independent Regulator
of NHS Foundation Trusts

4 Matthew Parker Street
London
SW1H 9NP

T: 020 7340 2400
W www. monitor-nhsft.gov.uk
E: sim@monitor-nhsft.gov.uk
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This publication can be made available in a number of other formats on request.

Application for reproduction of any material in this publication should be made
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