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EAST & NORTH HERTFORDSHIRE PCT

2008/09 BUDGETS
1
EXECUTIVE SUMMARY
1.1
The Board received an outline of the Financial Plan for 2008/9 in the January “2008/09 Commissioning Round” paper.  This paper updates the position in the light of recent notifications about resource allocation, progress with acute SLA negotiations, budget setting work on non acute and primary care services, and the completion of detailed work on Provider services and Corporate services budgets.
1.2 Assuming deposits with the SHA of £6.7m and a scenario, where all  acute SLAs not yet agreed are assumed to equal the Trusts’ proposed levels, the overall position shows balance  with a contingency reserve of 1% (£6.96m) and uncommitted reserves of £2.320m (including the reserve previously set aside for “Choosing Health”).  This assumes recurrent balance in 2007/08.
1.3 PBC budgets are set in total but the detailed breakdown has yet to be signed off by PBC groups.

1.4 The central DoH mechanism for determining individual PCTs local (block) capital allocation has changed.  PCTs now have to submit a robust and realistic expenditure plan to their SHA for approval.  Details of the PCT’s plan are given in this paper.
2
REVENUE BUDGETS

2.1
Allocation
The PCT’s headline growth in funding for 2008/09 is a 5.46% increase on its recurrent allocation (£36.4m).  This % increase has been applied to all PCTs across the country, with no move being made towards weighted capitation shares until 2009/10.  As previously reported, there is also additional funding of £24.8m available in 2008/09 because the historic accumulated debt has now been paid off. 
Since the January Board paper there have been further adjustments to the resource allocation as set out in Table 1 below.

Table 1 : Resource Limit 2008/09

[image: image1.emf]East and North £'000

Board January 08

Resource limit expected 696,235

less SHA deposit (11,700)

  Total resource 684,535

Changes  Board March 08

Dental allocation 2,259

Central budgets 1,272

Third party grant 635

NSCAG (national specialist comm) (290)

Market forces factor estimate (21)

Inter PCT adjustments 3

Reduction in SHA deposit 5,000

Total Resource 693,393

  

As reported last month, the East of England Commissioning Framework proposes the establishment of a strategic reserve to ensure each PCT in the SHA has its growth smoothed over the next three years to ensure a more sustainable approach to new investment.  The Framework proposed a deposit into the SHA reserve from East and North Hertfordshire PCT of £11.7m.  However, due to the need to fund changes such as A&E de-hosting, “unbundling” of block payments, and a review of the activity needed to deliver 18 weeks, this has been reduced by £5m to £6.7m.
2.2
Budget Setting
A first draft of budgets was calculated in January based largely on the assumptions built into the business case for “Delivering quality health care for Hertfordshire”.  Further changes were made to take account of:

· Actual allocation notified

· Projected 2007/08 expenditure based on Month 8 figures

· Additions for non recurrent underspends or savings in 2007/08

· Reductions for non recurrent expenditure in 2007/08

· Additions/reductions to take account of the full year effect of investments or savings in 2007/08

· National tariff uplift of 2.3% (5.3% less 3% efficiency)

· Inflation assumptions of 

· Prescribing
2.5% (+5% growth)
· GMS 

1.5% (+1% list growth)
· Pay

2%

· Non pay
2.7%

· Updated information about cost pressures and investments in 2008/09 (additional c. £7.8m more than Business Case).

A contingency reserve of 1% (£6.96m) was set aside and there remained a balance of funds uncommitted of £3.503m.
A comparison of the latest position, assuming SLAs are agreed at the Trusts’ proposed levels where agreement has not yet been reached is set out in Table 2 below.

Table 2 : Draft Summary of adjustments to Budgets 2008/09
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£'000

Board January 08

Resource limit expected 696,235 Expenditure planned 674,070

less SHA deposit (11,700) Contingency Reserves 6,962

  Total resource 684,535   Total expenditure 681,032 3,503

Changes  Board March 08

Reduction in SHA deposit 5,000 Changes to ASR Model assumptions 5,615

Unbundling/de-hosting 1,000

Resource changes 3,858 Resource changes 3,242

Other acute changes 287

Other non acute and primary care 756

Other Provider services (1,359)

Other corporate services 1,622

Choosing Health (1,123)

Total Resource 693,393 Total Planned Spend 691,074 2,320


A summary analysis by budget heading is shown in Appendix 1, with further detail in Appendix 1a to 1d attached.

2.2.1
Acute Commissioning (Appendix 1a)
One of the major changes in assumptions was in respect of the reductions to acute activity as set out in the business case for “Delivering quality health care for Hertfordshire” (DQHH).  This was reviewed and the amount which had previously been deducted for delivering 18 weeks (because less activity is needed in 2008/09 compared with 2007/08) was reduced by 50%.  In addition, the amount deducted for demand management and shifts to primary care schemes was reduced to only intermediate care schemes.  The effect of this was to add £5.6m to draft budgets, as summarised in Table 3 below.

Table 3 : Changes to the DQHH assumptions regarding acute activity  
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18 weeks assumption adjusted 2,853

Demand management  4,622

Reprovision of secondary care (1,859)

Total Adjustment 5,615


Key changes with regard to the Contracting process for 2008/2009 are as follows: 

· Co-ordinating and Associate PCT arrangements have been established within East of England (EOE).  E&N Herts PCT is acting as lead commissioner for E&N Herts Trust, with Bedfordshire, Luton, West Essex and West Hertfordshire as Associate PCTs, and linking with other PCT Co-ordinating Commissioners for all other Contracts.  Each PCT is responsible for agreeing its own activity and finance schedules with each Trust.  Similar arrangements have been established for London Trusts.  

· Specialist Services – as required by the Department of Health, specialist services are being transferred to the EOE Specialist Services team, who will commission these services on behalf of PCTs.  Within EOE, the Contracts this affects for the PCT in respect of 2008/2009 are Cambridge University Hospitals (Addenbrookes) and Papworth.  With regard to the first, specialist services are being transferred with general services remaining within a PCT Contract.  With regard to Papworth, the whole of the service is being transferred to Specialist Commissioning.

The same exercise is being undertaken for London Trusts, with a view to specialist services transferring to the EOE team for 2008/2009 and general services remaining in PCT Contracts.  Again, some Contracts are transferring in total, namely Royal Brompton and Harefield, and St Georges.  Moorfields is remaining with PCTs. 

The validation and reconciliation process is complex and the outcome will need to be closely monitored during the course of the year. 

· De-hosting of A&E Services – PCTs currently host and pay for these services on behalf of all PCTs.  In line with national requirements, de-hosting is to be progressed in 2008/2009.  Within EOE, de-hosting is to be applied for PCTs who have Contracts with each Trust.  A transition arrangement is to apply – where the cost of the transfer for a Trust totals £250k or more, the current host PCT will provide 50% transitional funding for 2008/2009.  No de-hosting is to be actioned to or from other SHAs for 2008/2009 but will take effect from 2009/1010.     

· Payment by Results Tariffs – some significant changes have been made in respect of 2008/2009 tariffs, including changing the arrangements for payment of Specialist Top-ups.  With the exception of some HRGs, only Trusts designated as specialist service providers, e.g. Cambridge University Hospitals and Great Ormond Street, will receive these from 2008/2009.      

· Contracts are being established for some Trusts, which are currently managed on a non-contracted activity basis. 

· “Cash envelopes” were developed for each Contract based on year end projections as at Month 8, assumptions re activity required to meet the18 weeks target and planned service developments/changes. Trust proposals have been compared to these.  The latest position in shown in Appendix 2 attached.      

· Trust budgets – these will include agreed Contract Values plus estimated amounts for items to be paid over and above the Contract e.g. high cost drugs.  With regard to high cost drugs, progress has been made in developing shared principles, which will be applied within EOE and also with London.   

· Local Trusts:
· progress has been made with unbundling the Block elements of the Contracts and arrangements for 2008/2009 agreed

· Mount Vernon Cancer Centre – differential prices are currently paid by PCTs based on historic funding.  It has been agreed that PCTs will move to paying average prices with a 50% transitional arrangement for 2008/2009.  This affects not only EOE PCTs but also London and South Central PCTs who are part of the Consortium.

Key issues

· It is anticipated that Contracts will be agreed and signed by 31 March 2008 without the need for mediation/arbitration with the following possible exceptions:

· Barnet and Chase Farm Hospitals – mediation between Enfield (the Co-ordinating Commissioner), Barnet and the Trust is currently in progress with London SHA.  We are awaiting the outcome of this. 
-
West Herts Hospitals Trust - there are two issues which it has not been possible to resolve during the course of Contract discussions.  These are as follows:

· delayed discharges – the Trust wishes to ‘fine’ the PCT for any delayed discharges, regardless of the organisation responsible for this

· capacity – the Trust is unable to meet required activity levels for orthopaedics and wishes the PCT to contract directly for the additional capacity required and pay any premium associated with this.

An arbitration case is to be submitted on Friday, 14 March 2008.  It is anticipated that the SHA will feedback its decisions on these matters swiftly.    
 

· Specialist Services – there may be some London Trusts for whom the required transfer to Specialist Services has not been agreed due to Trust unwillingness/inability to provide necessary data.

· East of England Ambulance Trust – the Trust has identified a significant financial problem.  This is mainly related to the Trust’s agreement in the past to contract for additional activity at a marginal rate of 50% and the cost of achieving the new Call Connect target.  The latter appears to be a national issue.   Detailed discussions have taken place, with input from the SHA.  The agreed Contract value reflects the outcome of these discussions.  Further work is to be undertaken to assess the required investment for Call Connect through a review to be undertaken by ORH – a company which specialises in undertaking modelling work for Ambulance Trusts and undertakes work for the DOH.  This may result in a changed requirement for 2008/2009.
· RNOH  - at the eleventh hour a proposal has been received from the Trust which indicates that their earlier offer underestimated the activity required to achieve the 18 week target.  The total across Hertfordshire is £1.4m, although the split by PCT has not yet been provided and the activity still needs to be validated by the PCT.  The £1.4m has not been included in the PCT budgets at this stage.  
Appendix 2 attached shows a comparison between the “cash envelopes” and Trust offers.  The draft budgets assume a worst case scenario whereby the Trust offers are fully funded (except in the case of RNOH as described above). 
2.2.2 Non acute Commissioning (Appendix 1b)
Non acute healthcare commissioning
The main changes to the financial plan presented in January are described below.
· JCPB   The total budget reflects the 4% uplift assumed in DQHH.  At this stage, funds of £1,938k remain uncommitted.
· Hospices & Palliative Care   The budget has been reduced by £87k following a reassessment of the baseline budget required.  An estimate of £250k has been added in response to possible funding requirements next year.

· Partnership funding/Voluntary Sector -£238k.  This reduction is largely due to a number of schemes coming to an end.
Primary Care commissioning

· Dental Contract +£2260k.  The allocation from the DoH has now been notified to the PCT and represents an uplift of nearly 9%.  Additional funding of £433k has also been received from the SHA.  After taking into account the inflationary uplifts for the current contracts there is approx.  £1.8m available for investment. This additional resource will be utilised in full to meet the pledge made in the East of England Commissioning framework, to ensure that dental services are available locally to all who want them. With the objective set out in the East of England Commissioning framework and the development of an Oral Health Needs Assessment, the Oral health strategy and commissioning group will help inform the commissioning of additional and new services.
· Global sum +£216k.  The revised projection is based on the latest available list size plus forecast growth.
· QOF -£819k.  58 QOF points have been transferred to access DES (£700k), and the inflationary uplift reduced from 2.5% to 1.5%
· Enhanced Services +£1165k.   Estimated cost of new access DES including 58 points transferred from QOF (£700k), plus £200k assumed for PBC LES reward, and £300k for a Choose and Book LES,  net of inflationary uplift reduced from 2.5% to 1.5%
· Reprovision from secondary care -£1043k.  This has been removed following the review of activity assumptions in DQHH, as described above in Table 3.
2.2.3 Provider Services (Appendix 1c)
Provider Services budgets have been established from a bottom up approach. Draft budgets have been issued to managers and discussions held with the finance team to ensure that the financial assumptions are realistic. Pay budgets include the full year effect of the new posts approved during 2007-08 and funded from the Provider Services uncommitted funds.

The opening “cash envelope” for 2008-09 has been agreed. This is based on the closing 2007-08 allocation plus full year effect of  any service transfers in year plus a general inflationary uplift of 2.3% (equivalent to 5.3% uplift less a 3% efficiency requirement). Financial planning and discussions with service managers has ensured that the current draft budgets demonstrate a balanced position within the opening baseline. 

The budgets currently with managers do not include any additional funding for cost pressures, achieving national targets, impact of Quality Healthcare for Hertfordshire or PBC commissioning priorities. Whilst a sum of £748k (2% general growth) plus £777k for reprovision has been set aside by the PCT for such aspects in its planning assumptions, the discussions with commissioning and PBC colleagues has yet to be concluded as to how, where and at what cost additional activity will be purchased. Once additional funding is agreed, this will be included in service budgets as appropriate.

PBC Groups are increasingly asking for more detailed splits of provider costs by individual PBC Group. For 2007-08 the Provider Services allocation was split across PBC Groups by capitation.  PBC Groups do not feel that this reflects the activity and services being delivered to geographical areas. Discussions are being held with PBC to explore alternative approaches to allocating costs to PBC Groups (e.g. by capitation, referrals, contacts, bed days or a combination of these approaches). The basis upon which PBC Groups agree to allocate costs will determine the baseline budget that they will need to set aside for 2008-09.

2.2.4 Corporate Services (Appendix 1d)
The proposed budget for Corporate Services includes a capitation share of the pooled management costs (E&N Herts 50.6%) plus capital charges and NPFiT, which are not apportioned.  Total non recurrent savings on the pooled budget in 2007/08 have been added back into the baseline i.e. the current year under-spend and the part year vacancy savings from the mid year introduction of the new management structure.  In addition, following the capacity and capability review, a number of additional posts have been proposed by Directors.  It has been assumed that, on average, two thirds of the full year cost of these posts will be needed in 2008/09.  The total increase in pay and non pay, including capital charges, across the two PCTs is £3.75m.  This includes the following:-

a) DQHH Project Management £400k

b) Improving access and transport in Hertfordshire £588k

c) Smoking Cessation £228k

d) Communications (Patient Participation and Organisational Development) £457k

e) Capital Charges £739k  

E&N Hertfordshire PCT share of (a), (b), (c) and (d) above is 50.6% and £254k of (e).

3
Risk Assessment

An assessment of potential risks has been made.  This will need to be monitored and updated on a regular basis.  These include:

· Sickle Carrier Screening 

· Maternity Services 
· Pulmonary Hypertension Drugs 
· Free Choice 
· Commissioning of Out of Hours
· RNOH additional activity above “cash envelope”
4
Other Service Developments

Whilst the PCT has uncommitted and un-earmarked reserves, there are service developments that are currently being suggested.  These will be discussed and agreed with Practice Based Commissioning Groups over the coming weeks as their commissioning plans are signed off.
5 Savings
Savings comprise both efficiency savings (generally 3% of baseline budgets which are not PbR tariff related) plus savings in respect of reduced excess bed days which it is planned will be realised if additional intermediate care facilities are provided.  A summary is given in table 4 below.

Table 4 : Proposed savings 2008/09

[image: image4.emf]   Excess bed day savings

£'000

Barnet & Chase Farm 187

Cambridge University Hospitals 20

East and North Herts 604

Princess Alexandra 101

   Total excess bed day savings 912

   Efficiency savings

Mental health/learning disabilites 2,002

Other non acute 1,207

Prescribing 1,101

Other primary care 994

Provider services 1,133

Corporate services 500

   Total efficiency savings

6,937


6 PBC Budgets

The outline of the Financial Plan for 2008/9 set out in the January “2008/09 Commissioning Round” paper proposed the setting of  draft PBC budgets on the assumption of a deposit with the SHA of £11.7m and based on the work which had been completed to estimate budgets at that time.  A more recent version was also circulated to PBC groups in February in the light of the reduced deposit of £6.7m.  This has now been updated to reflect the draft budgets set out in Appendix 1 to this paper.  It is largely in keeping with the version circulated in February which proposed a minimum uplift of 5.5% and maximum uplift of 9.5% on items included within the scope.  The position is summarised in Table 5 below.

Table 5 : Proposed PBC Budgets 2008/09
[image: image5.emf] Budget Budget

PBC Group 07/08 08/09 %inc 07/08 08/09 %inc 2008/09 2007/08

£'000 £'000 £'000 £'000 £'000 £'000 £'000 %

Welhat 37,643 40,136 6.62% 82,932 90,810 9.50% 130,946 120,575 10,371 8.6%

Stevenage 30,700 32,872 7.08% 68,068 74,534 9.50% 107,406 98,768 8,639 8.7%

N Herts 38,616 41,210 6.72% 88,773 96,851 9.10% 138,061 127,389 10,672 8.4%

W & Central 32,647 35,075 7.44% 73,793 77,852 5.50% 112,927 106,440 6,486 6.1%

East 17,755 18,946 6.71% 39,423 41,591 5.50% 60,537 57,178 3,359 5.9%

South 25,610 27,360 6.83% 56,322 60,889 8.11% 88,249 81,932 6,318 7.7%

North 12,478 13,301 6.59% 29,147 30,750 5.50% 44,051 41,625 2,426 5.8%

Total 195,448 208,899 6.88% 438,458 473,278 7.94% 682,177 633,906 48,271 7.6%

Excluded from scope Included in scope Increase 08/09


PBC groups are currently working on producing financial plans in support of their commissioning plans, for items in scope of PBC budgets, which will deliver national and local priorities.  This will be with the support of the PCT especially on activity modelling, prescribing, and mental health services.
PBC groups will then assess, based on their commissioning plans, whether the proposed funding levels are in line with their plans.
7 Revenue Summary
The summarised position is given in Appendix 1 and shows uncommitted reserves of £2,320 k and contingency reserves of £6,962k. The contingency reserve at 1% is double the 0.5% set aside in 2007/08.  In addition there is some funding which has been built into budgets but at this stage is uncommitted as follows:
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Mental health/LD 1,938

Provider services growth & reprovision 1,525

Uncommitted balance 2,320

Total uncommitted 5,783


8 Capital
The central DoH mechanism for determining individual PCTs’ local (block) capital allocation has changed.

In February 2008 the PCT received notification that the formula driven top down approach of allocating a specific sum would be replaced by a system where the PCT would submit a robust and realistic expenditure plan to their SHA for approval. 

Capital funding for the nationally driven initiatives such as the Community Hospitals Programme, Learning Disability Grants and Choose and Book Incentives, are excluded from the new method of allocating and approving local capital investment.

In 2007/8 the PCT returned surplus funds to the SHA in the sum of £791k which in addition to the forecast under spend of £514k and an estimated block allocation for 2008/09 of £901k would, under the old system give the PCT an allocation of c£2.2m.

The PCT has estimated the 2008/09 expenditure requirement to be c£3.6m and has identified this into 6 broad programme headings:

i) 2007/8 Under spends c£461k: Schemes approved in 2007/8 where expenditure traverses the year end.

ii) 2007/8 Deferments c£350k: Schemes originally approved in 2007/8 that could not be started until 2008/9 the funding for which was returned to the SHA in 2007/8.

iii) Rolling Programme c£758k: These are regular capital investments for items that form part of cyclical refurbishment or span more than one financial year.

iv) Other schemes c£144k: Ad hoc in year capital works.

v) Annual IT Replacement c£475k: A paper was submitted to the Board in November 2007 by the Chief Information Officer which identified a 3 year rolling programme for IT replacement throughout the PCT. 2008/09 is year 2 of 3.

vi) IT Projects c£737k: Specific schemes which will mainly be completed in year and include data encryption.

Appendix 3 attached provides specific details of the above, with tentative figures for the following 2 years.  The capital programme will be reviewed in light of the allocation the PCT receives.
Alan Pond

Director of Finance

March 2008
The Board is asked to:      





Agree the draft revenue budgets for 2008/09


Agree the draft capital programme for 2008/09  








PAGE  
13

