Market Forces Factor – impact on PCT financial position

The following helpful explanation has been received from the SHA.

From: Gardner Chris [mailto:chris.gardner@eoe.nhs.uk] 
Sent: 29 January 2008 14:16
To: Adrian Marr; Pond Alan (5P3) East and North Hertfordshire PCT; Caroline Rassell; Chris 
Subject: Market Forces Factor

The principles of the MFF adjustment are, in fact, extremely simple- they just get actioned in a rather circuitous route.
· Firstly all PCTs are implicitly funded for market forces within their baseline allocation, as it is one of the factors used to weight your population and determine your target and hence level of funding. All other things being equal therefore, we would receive more per head of population than, say, Cornwall or Newcastle. 

· It is therefore right that PCTs should pay for MFF, and ultimately you will pay MFF on all your in-year PbR activity. 

· In order to preserve the concept of commissioning net of MFF (in order to ensure there is no unfair price competition between Trusts) , PCTs pay trusts only the tariff net of MFF. Your MFF liability is instead taken directly off your initial resource limit by the DH. DH in turn reimburses Trusts for their appropriate MFF income. 

· The MFF you pay is calculated using your own PCT specific MFF rate, as already published by DH. You pay this rate on all PbR activity regardless of where it takes place, irrespective of whether that's your local provider, central London or Cornwall. It also applies uniformly to all actual PbR activity, regardless of whether its planned, core SLA, NCA or under/over performance. 

· At the start of the year DH calculate a forecast MFF for each PCT and deduct from your resource limit early on in the year. However this figure is by and large irrelevant, and is derived from what is now very out of date data- its just a marker really. Towards the end of the year an exercise will take place so that DH can correct the figure from forecast to actual MFF (based on best estimates as at that time) - this can of course go either way and the figures may be material. PCTs must make a proper assessment of this and not just rely on the initially notified adjustment. 

· The SHA cannot tell you what the correct MFF charge (ie resource limit adjustment) should be. You must know yourselves what your planned PbR activity for the year will be and can therefore calculate the corresponding MFF liability precisely yourself. In terms of your planning and budgeting assumptions, the figure you calculate based on your activity plan must be properly reflected and will supersede the DH's estimate. 

If you were unsure previously, I hope this might have helped to clarify. 

The source of the data is returns sent in to DoH by each Trust giving the value of activity within the scope of PbR paid at mandatory tariff.  Only NHS trusts are included so independent sector providers, CATs, primary care providers are excluded and we would expect their prices to follow the PBR guidance below.

A first estimate of actual activity (as opposed to baseline adjustment) is done at this time of year based on projected outturn, and a resource limit adjustment made in February.  There is then a further adjustment the following year to reflect actual outturn.
There does not appear to be any requirement that PCTs agree Trusts’ figures before they submit them, although we are supposed to be copied in when they submit their returns, so there is always the possibility that Trust activity figures include activity that the PCT has challenged (and secured credits for).
Extract from 2008/09 PBR guidance

Payment to independent sector organisations providing services under free choice 
141. In 2008/09 for organisations providing services under the extended choice network (ECN) contract the amounts payable as per that contract remain applicable in 2008/09. 

142. For organisations providing services under free choice the arrangements are as follows: 

Table 9: Amounts payable to non-NHS providers under the free choice network 
	Activity Type 
	Amount payable 
	Payment method 

	Within scope of national tariff 
	2008/09 national tariff * MFF 
	Direct from PCT to provider including MFF component 

	Outside scope of national tariff 
	Agreed price between PCT and provider 
	Direct from PCT to provider 


143. For activity within the scope of PbR, the MFF to be paid by PCTs to independent sector providers is the provider MFF of the PCT where the service was provided. The relevant PCT MFFs are available on the 2008/09 section of the DH PbR website, available at www.dh.gov.uk/pbr 
144. The funds for the MFF payable to independent providers under free choice are in the baseline allocations of PCTs. The MFF element of activity commissioned from independent sector providers will not be paid centrally in 2008/09. PCTs must pay it locally. Where PCTs switch activity to the independent sector, the PbR MFF adjustment exercises will take account of this and this will be reflected in subsequent RLAs. 

145. Wave 1 / Phase 2 ISTC contracts have their own pricing / payment mechanisms and are therefore not covered by this guidance. 

Market Forces Factor 
146. As in 2007/08, the MFF funding associated with activity within the scope of PbR for mandatory tariff is paid directly to NHS providers (i.e. NHS Trusts, NHS Foundation Trusts and PCTs). These payments are funded by non-recurrent RLAs to PCT allocations. These adjustments for MFF do not include activity undertaken by the independent sector. 

147. Where prices have been negotiated locally, as a result of local flexibilities including unbundling, the MFF element of the agreed local price should be paid locally by the PCT. The PbR MFF adjustments exercises will take account of this and will be reflected in subsequent RLAs. 

148. The 2008/09 MFF indices, used to calculate the opening MFF adjustment calculations, have been published on the DH PbR webpage. 

Tariff unbundling and MFF 
121. Where the tariff is unbundled locally it is no longer treated as mandatory in the MFF payment mechanism. This means that where prices have been negotiated locally, as a result of local flexibilities including unbundling, the MFF element of the agreed local price should be paid locally by the PCT. The PbR MFF adjustments exercises will take account of this and will be reflected in subsequent resource limit adjustments (RLAs). 
Tad Woroniecki 1st Feb 2008


