Commission on Taxation

Submission from the Department of Health and Children
Introduction:
The Department of Health and Children believes that, notwithstanding statutory entitlements to avail of free at point of use services, as many people as possible should be facilitated in making a contribution toward the cost of their healthcare. Over 50% of the population takes out voluntary health insurance cover. Many people also fund healthcare costs from their own resources through “out of pocket” expenditure. The Department believes that the taxation system should continue to encourage people to take responsibility for their own health and for their own healthcare costs where this is possible. 
The Department’s Statement of Strategy 2008-2010 sets out its High Level Objectives which reflect commitments contained in the Programme for Government and in Towards 2016. This submission is informed by these High Level Objectives, particularly those related to Primary Care, Acute Hospital Care and Care for Older People, and sets out the Department’s views on how the tax system might best support the expansion of services in these priority areas.

Terms of Reference to which the submission relates:

a. Consider how best the tax system can support economic activity and promote increase employment and prosperity while providing the resources necessary to meet the cost of public services and other Government outlays in the medium and longer term;

b. Review all tax expenditures with a view to assessing the economic and social benefits they deliver and to recommend the discontinuation of those that are justifiable on cost/benefit grounds.
Primary Care:

The high level objective is to ensure the provision of a broad spectrum of integrated, locally-based accessible services as the first point of contact for people with the health system and which, combined with improvements in income, employment, education and housing will deliver significant health improvements and reduce health disparities over the longer term. 
Capital Allowances – Primary Care Centres

Brief summary of the proposal:

The proposal is that a capital allowances scheme would be introduced in respect of the development of Primary Care centres, similar to existing schemes in respect of other types of health care facilities such as nursing homes and private hospitals i.e.:

· Years 1 to 6 at a rate of 15%

· Year 7 at a rate of 10%

 for a total of 100% of the capital expenditure incurred.

It is proposed that allowances would be made available for the extension, refurbishment, conversion or construction of new primary care premises, including on a pro-rata basis for a part of a building occupied by a primary care team. 

It is also proposed that listed key criteria should be met by those applying for the allowances and that a certification mechanism be put in place, to be administered by the Health Service Executive, in line with the type of arrangements in place for other Capital Allowance Schemes for health care facilities. Centres developed by those availing of allowances must be in line with Government policy on the development of primary care services.  The HSE has already identified a large number of locations in which Primary Care Teams (PCTs) should be located based on needs assessment, demographics and geographic location of the population.  It would be important that centres proposed for such locations would receive priority in the allocation of capital allowances.  

Those investing may include health professionals such as GPs, dentists, physiotherapists etc who would also practice from the facility. This is considered an essential aspect of the proposal and the reasons for this include:

· The greatest prospect for primary care teams will be if some of their members have a stake, through being able to invest in them, in their successful operation.

· It will ensure that investment in the provision of primary care centres is stimulated in a wide range of areas and locations and not just where commercial interests may find it attractive to do so.

· It would provide a clear incentive for the investors as members of the team of professionals to ensure that the team functions as cohesive unit.

· While there is some existing private sector interest in developing primary care facilities, this is likely to occur only where it is commercially advantageous to do so.

In this regard, therefore, the scheme would take a similar approach as is taken in respect of allowances for nursing home development i.e. that the investor could also be the operator.  See also under “Other Issues”.
Costs
The Primary Care Strategy estimated the cost of the development of a Primary Care Centre at 2001 prices at €2.5m per facility. The HSE Capital Plan 2008 indicates that costs for the development of Primary Care Centres to be funded from the NDP range from approximately €3m to €15m. Sale of lands, transfer of assets, public private partnerships and shared developments with local authorities are among the funding strategies being used to supplement NDP funding in the limited number of Primary Care projects which can be funded from NDP.
Experience elsewhere has shown that management of people’s healthcare needs to the greatest possible extent in primary care is much more cost effective than where the emphasis is on secondary care.

Contextual framework:

Primary Care Strategy

The Strategy, Primary Care: A New Direction, (2001) is the roadmap for the development of primary care services in Ireland over a period of ten to fifteen years. 

The key objective in primary care policy is to develop services in the community which will give people direct access to integrated multi-disciplinary teams (Primary Care Teams) of general practitioners, nurses, health care assistants, home helps, occupational therapists and others.  

Each Team will be supported by a wider range of professionals including Pharmacists, Dieticians, Psychologists and Chiropodists who will form part of a Primary Care Network, with each such Network supporting a number of Primary Care teams.

Infrastructural Deficit

The provision of the appropriate infrastructure to facilitate the delivery of primary care services is central to the successful implementation of the Primary Care Strategy. The Strategy acknowledged that the existing network of community health centres would not be adequate for the long term implementation of the new model of service and recommended that the operation of public-private partnerships be explored as one way of providing the necessary accommodation for primary care teams and the wider networks. Premises need to be capable of accommodating a range of staff including GPs and HSE professionals. 
Substantial funding has been allocated to the HSE for the development of Primary Care Teams and the development of teams is ongoing but the infrastructural deficit remains. There continues, therefore, to be a requirement to encourage the private sector to become involved in providing the necessary infrastructure. Only a very limited number of primary care projects can be funded from NDP 2008-2013. It was never the intention that the State would fund the provision of centres on the scale proposed in the Strategy. 

The HSE sought expressions of interest from the private sector in December 2007 for the provision of the Primary Care Team infrastructure, with the HSE proposing to enter into fixed term leases with such providers. The availability of a capital allowances scheme to such providers would increase interest in and commitment to follow through with such private sector development.
The purpose of the proposed capital allowances scheme is to encourage the provision of appropriate facilities for primary care so that primary care becomes the main setting for the delivery of health and personal social services and a key component of health promotion, early intervention and disease prevention. 
Rationale for capital allowances for Primary Care Centres

The provision of capital allowances for Primary Care centres would: 

· Ensure that Government policy in respect of capital allowances matches the emphasis in the Health Strategy/Primary Care Strategy which places the development of primary care at the centre of its policy agenda.

· Support Government in implementing its polices on healthcare

· Allow the private sector to make maximum use of tax incentives and act as a stimulant for investors

· Encourage the development of community based health and personal social services.

The advantages of a developed primary care service are that:

· it will take pressure off the acute hospital system by for example reducing the requirement for specialist services, reducing hospitalisation rates, reducing length of stay in hospitals, reducing procedure rates and reducing costs;

· modern, well equipped, user friendly buildings would in many cases act as a “one stop shop” for a range of primary care services;

· users will experience a more accessible service

· health professionals will have easier access to other team members

· health professionals will have a more satisfying and rewarding system in which to work.

Other issues

In response to a request for advice, the Attorney General, in his letter dated 4th April 2006, advised that the Department’s proposal raised significant issues in relation to EU State Aid rules.  He advised that any scheme, even if modified, should be discussed in detail with the AG’s Office before being taken to the next stage, which would be to notify the Commission of it under Article 88 of the Treaty establishing the European Commission.  (The Commission is the sole arbiter in such a situation, not the Court of Justice). 

The AG strongly advised against a scheme being enacted in legislation, even if not commenced, unless the Commission had agreed it in advance. 

It is proposed therefore that if agreement in principle is reached on the introduction of such a scheme that further discussion would be initiated with the AGs office as to how best to progress.

Acute Hospital Care:

The objective is to ensure that patients who need acute care can access it as rapidly as possible, in the most appropriate setting at local, regional or national level; that they receive safe care, and that the outcomes delivered are the best available.
Capital Allowances - Private Hospitals
Section 64 of the Finance Act 2001 introduced a scheme of capital allowances for the construction or refurbishment of buildings used as private hospitals.  In order to benefit from the allowances the developers of the hospitals had to provide a minimum of 100 in-patient beds as well as an out-patient department, operating theatres and on-site diagnostic and therapeutic services. They were also obliged to provide at least five specialist services from a designated list of specialties. The capital allowances applied initially for a seven-year write-off period later extended to fifteen years. The minimum bed capacity was reduced to 70 under the Finance Act 2003.  

The private sector is an important part of the overall healthcare delivery system.  Currently private hospital beds in the state amount to 2,500 (including c. 800 psychiatric in-patient beds) which according to the Independent Hospitals Association of Ireland, could increase to 4,000 in the future.  It is not evident that the delivery of the additional private beds is being provided within any coherent framework or in response to any objectively identified priorities. While some additional capacity in the acute system is necessary, according to an analysis for the HSE by PA Consulting in ‘The Preferred Health System’, it will be delivered by a combination of the Hospital co-location initiative and the direct Exchequer-funded capital plan of the HSE.   In relation to the use of private hospital services,  the National Treatment Purchase Fund will continue to buy care for public patients facing unacceptably long waiting periods for treatment.
Given the analysis of PA Consulting and the preference for moving services where possible away from acute hospitals and into community-based settings, it is not clear that a case can be made for the further expansion of acute bed capacity, both public and private, beyond existing plans. Indeed, the PA Consulting Report’s projection of future need suggests that the requirement for private patient hospital beds in the Preferred Health System option would ultimately reduce to some 3,400 beds in 2020.

The Capital Allowances scheme currently in operation does not take account of the quality and safety considerations which are now at the heart of national hospitals policy – in particular, the principle that the best patient outcomes are achieved when people are treated in specialised units which undertake a minimum volume of activity.  In addition, national policy is moving clearly in the direction of licensing of all healthcare facilities according to set quality standards.  The report of the Commission on Patient Safety in this regard is now imminent. 
While it is necessary to continue the capital allowances to underpin the co-location initiative as it approaches financial commitment and construction phases, the capital allowances, as presently structured, do not seem to take sufficient account of developing policy regarding quality and safety standards. Arguably the existing blanket scheme of capital allowances may lead to a serious misapplication of capital (and result in tax revenue forgone) in respect of some facilities which may prove unable to meet future quality, safety and case volume standards. This increases the likelihood that many of these ventures will not be commercially successful. Such a development may damage the prospects for attracting private capital for necessary and worthwhile ventures in the future.   

In short, the capital allowances should fit more closely with evidence-based health service planning analysis (taking into account both public and private sector providers) and the prospect of a licensing system based on quality standards and case volumes.
Care for Older People:
The high level objective is to enhance the quality of life of older people and to support them in their homes and communities for as long as possible and, where this is not possible, to provide them with access to appropriate residential accommodation. 
Capital Allowances - Nursing homes and hospices  
Capital allowances are available at present in respect of private nursing homes, residential units attached to nursing homes and palliative care centres/hospices.

Geographical distribution

The allowances are in respect of capital expenditure incurred in the construction of both types of facilities and, in the case of nursing homes, for refurbishment.  However, in both cases the scheme is indiscriminate as to geographic location.  In the areas of long term care and palliative care, this Department has undertaken both a needs analysis and baseline survey and has identified the areas where there are gaps in provision and where the greatest need exists. To illustrate this point a HSE/Prospectus report prepared in 2007 noted that, despite growth of 6.7% in private provision, there was no increase in capacity in the areas of greatest priority.   

The Department considers that these and other such allowances should be more tailored or focused on the  regions where there is greatest need or where policy dictates such centres should be located.  This includes, in the case of long-term care, the broader issue of locating such developments within well-established communities such as towns and villages and not far removed from other facilities.
In the area of long-term care, we need to actively encourage the building of private nursing homes but in areas where they are needed.  In the Dublin area for example we are actually losing capacity because of cost of land etc. but paradoxically this is where greatest need exists at present.

Overall Capacity
Due to changing demographics, we are facing major capacity problems in the area of long-term residential care which the public sector alone may be unable to meet.   Encouraging private provision in this area through tax incentives should be considered but on the basis outlined above.
Standards and Quality

This Department will be approving Standards for Nursing Homes and drawing up the associated Regulations in 2008.  Preliminary indications are that a significant number of existing private nursing homes may have to undertake capital work to meet the new standards.  They also may be required to meet more stringent staffing standards both in terms of numbers and skill levels etc. While there are currently some incentives for private nursing homes for refurbishment and capital expenses, these may need to be re-examined with particular reference to the period over which the allowances may be claimed as the draft standards have a six year indicative period for all existing nursing homes to comply.

The Department will be undertaking a Regulatory Impact Assessment this year to attempt to quantify what potentially the cost or impact of these will be but the possibility of assisting homes to meet these costs by way of tax allowances or incentives should be considered.

Community Based Services

Overall government policy for older people is to maintain and encourage them to live in their own homes for as long as possible.  However, many will need some form of home based services or support to enable them to do so.  These range from home help services to nursing care and therapeutic services. Given the many other demands on the resources of the HSE the possibility of tax allowances in respect of such services should be actively considered.

In some cases, where the HSE is unable to provide a service directly itself, it will give a cash grant to a person who needs the services.  These payments are exempt from VAT. However it may be necessary to provide these arrangements with an explicit exemption from being considered as an employer/employee relationship.  

Conclusion

A significant proportion of health and social care spending in Ireland is private expenditure. An equally significant proportion of total service provision in both sectors is provided by the private sector. Given the many demands on the Exchequer it is likely that the dependence on private spending and provision will continue in the health and social care sectors. The tax system should not inhibit this position and should be used to encourage and expand necessary and appropriate services. Several of the most significant allowances already available are too broad in their application and would benefit from being given a tighter focus. Any new allowances should be aligned more closely to objectively identified needs and clear public priorities.
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