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M onitor is in the midst of consult-
ing stakeholders on its proposals 
for the 2016/17 National Tariff, 
which will come into force in 
April next year.  We believe that 

the proposed tariffs will result in margin re-
ductions of 0.7-2.5% for the main independ-
ent sector players and will push the three 
NHS specialist orthopaedic hospitals into 
unsustainable deficits of -3.6 to -7.1%.

The tariff proposals are not yet definitive.  In 
2014, a majority of providers (by share of 
supply) objected to Monitor’s proposals for 
the 2015/16 tariff, which were then with-
drawn.  However, we believe that Monitor 
has come up with a tariff which effectively di-
vides general NHS hospitals from independ-
ent sector hospitals and that the new tariffs 
are likely to go through because there are far 
more winners and neutrals than losers.

In Exhibit 1, we show the tariff proposals 
by segment.  Most trusts (88%) are on the 
Enhanced Tariff Option (ETO) with the 

remainder on the Default Tariff Rollover 
(DTR).  Orthopaedics and ophthalmology 
are net losers, and Women’s Health is a net 
winner.  Monitor, in an Impact Assessment, 
has calculated that for 90% of NHS provid-
ers, draft prices would change operating rev-
enue by less than +/- 2.5%.  The increases in 
the orthopaedic trauma and Women’s Health 
tariffs largely balance out the decreases in or-
thopaedic non-trauma, MSK and reconstruc-
tive tariffs.

However, NHS specialist orthopaedic trusts 
are in for a rough ride.  There are three – the 
Royal National Orthopaedic Hospital in 
Stanmore, the Robert Jones & Agnes Hunt 
Hospital in Oswestry, and the Royal Ortho-
paedic Hospital in Birmingham.  We calcu-
late that the new tariff will push them from 
modest surpluses to unsustainable deficits 
of between 3.6 to 7.1% (Exhibit 2).  These 
trusts are likely to need to merge with other 
trusts to survive – but it is unclear why oth-
er trusts would take them on, given the size 
of the potential deficits they would take on.  

Given that these are NHS hospitals, we be-
lieve that some kind of compromise will be 
found – but at the cost of the independence 
of these three hospitals, which have long and 
proud histories of independence and innova-
tion.

We have also calculated the impact on 
Moorfields Eye Hospital in London.  
Moorfields is currently on DTR – but by 
switching to ETO, we believe that they could 
still achieve a 0.7% surplus though smaller 
than previously.  

We have analysed the impact on independ-
ent sector hospitals in Exhibit 3. Independent 
Sector hospitals are disproportionately fo-
cused on elective orthopaedics - 40% of their 
NHS revenue - with no non-elective trauma.  
The tariff decreases in non-elective trauma, 
therefore, will hit them particularly hard.

The size of the impact, not surprisingly, de-
pends on their overall exposure to NHS 
work. We have calculated the approximate 
change in margin for their 2013 financial 
statements, which we have on a consistent 
basis.

The NHS focused groups - Ramsay UK, Cir-
cle and Horder Healthcare - would have been 
seriously impacted, with Horder’s EBITDAR 
falling 6% and Circle’s EBITDAR falling 
from 0.0% to -3.5%.

BMI, Spire and Nuffield would have been 
less impacted, but we see falls in EBITDAR of 
1.1% for BMI and Spire and 0.7% for Nuff-
ield.  BMI’s Opco, when engaged in talks to 
restructure its rent obligations with its Prop-
Co, will not have found Monitor’s proposal 
or timing convenient.
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Exhibit 1. Orthopaedics and Ophthalmology are the losers from tariff changes, whereas 
Women’s Health is set to win.
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SPECIALIST ORTHOPAEDIC TRUSTS

Exhibit 2. The specialist orthopaedic trusts would lose ~£20m in revenue and immediately go 
into deficit.

Annual Reports, Monitor, NHS Reference Costs, Health Service Journal, Mansfield Analysis

• Proposal impact calculated off ’14/15 results, since intermediate year ’15/16 impact from ETO, CQUIN payments and any volume 
changes/efficiency savings are unknown.

• These three orthopaedic hospitals are not part of larger trusts, which allows a simple calculation.
• The Royal Orthopaedic Hospital and Oswestry chose ETO for 2015/16. RNOH chose to remain on DTR.
• ETO offers lower payments for activity than DTR, offset by CQUIN payments (up to 2.5% total NHS revenue).
• All revenue assumed to be orthopaedics. Non-elective is assumed to be trauma and elective split between non-trauma, reconstructive, 

MSK and spinal.
• Elective revenue split based on national average - though specialist trusts do more complex spinal and reconstructive work.
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PRIVATE HOSPITAL GROUPS

Exhibit 3. Tariff proposals will have the biggest impact on smaller specialist groups and shave 
~1% EBITDAR off the larger ones.

*>50% revenues from NHS.
Companies House, Monitor, NHS Reference Costs, LaingBuisson, Mansfield Analysis

• Our estimate has a 5.5% decrease in NHS revenues (1-3% total revenues, more for Horder) vs Monitor’s Impact assessment 
paper’s 6.8%, possibly owing to a different assumption on activity split.

• Proposal impact calculated on 2013 revenues and NHS share from orthopaedic tariff changes – private provider NHS activity 
thought to have increased since.

• Top 4 groups (excluding private pay only HCA) analysed. Circle and Horder chosen as representative for smaller groups and 
orthopaedic specialists respectively.

• These represent ~62% NHS paid independent provision in 2013.
• Major private groups chose ETO tariffs for 2015/16.
• For Horder we assumed ETO and 75% non-trauma and reconstructive.
• Monitor states 40% of private sector NHS revenue is from non-trauma and reconstructive orthopaedics. 
• National average split for non-trauma vs reconstructive. No trauma activity assumed and a further 2% (spinal) and 5% (MSK) 

of NHS revenues in addition.
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‘NHS 
focused’*

Circle’s NHS revenues 
have changed since 

opening CircleReading

~£70m for entire 
private sector


