Proposal for agreeing the arrangements for carrying forward PBC Surpluses and Deficits
1.0. Introduction

The purpose of this paper is to clarify the arrangements for 06/07 savings and to propose a set of arrangements thereafter for the carry-forward of PBC surpluses and deficits from one year to the next. 

2.0 Context

Surpluses and deficits can arise for a number of reasons, among them random variation. Although the effect of random variation lessens at a locality level compared to practice level, with normal variations in demand and/or treatment a locality/practice will make “savings” in some years and deficits in others even if its ongoing use for NHS resources, taking one year with another, is the same as in its base year. 

Some practices will be aware of the rules governing the use of savings that existed under GP Fundholding. Under that regime, practices were allowed to spend the savings (whether arising from real changes in referral or prescribing patterns or from chance) from their good years while their deficits from bad years were “written off”. 

Clearly such a system was financially unsustainable, unless all of the expenditure, including the eventual use of savings, taking one year with another, was affordable within the one source of funds. 

The PCT and the PBC groups need to agree a financial regime which is sustainable and which encourages the right behaviors from all parties and eliminates perverse incentives.  Budgets will be issued, accepted and managed in good faith on all sides. 

3.0 2006/07

There were a number of PBC incentive schemes across the 8 Hertfordshire PCTs in 2006/07. Budgets were set in a variety of different ways, were different in scope and the arrangements for achieving and calculating levels of freed-up resources and for payment of the PBC DES reward varied considerably. 

In the event, a number of practices and/or localities achieved levels of freed-up resources from their 2006/07 PBC budgets for reinvestment in patient care. The final calculations of the amounts involved were notified at the end of September. 

PBC financial results have been reconciled as far as possible with the PCT accounts. Expenditure recognized in the PCTs’ accounts, has, where it was within the scope, been allocated to PBC budget-holders, and vice versa.

The question of how to deal with deficits on 2006/07 PBC budgets does not appear to have been addressed much if at all and at present there appears to be an understanding that such deficits will be written off. 
Because of the multiplicity of approaches to PBC for 2006/07 inherited from the old PCTs, it would seem sensible to separate out the 2006/07 PBC budget regime and to establish common arrangements from 2007/08 onwards. 

There will therefore need to be separate arrangements for the carry-forward of 2006/07 freed-up resources and the management of 2006/07 deficits.

3.1 Proposal:

2006/07 deficits, as identified in the year-end reports to localities, will be written off, i.e. they do not become the responsibility of the 2007/08 PBC locality budgets.

2006/07 savings can be carried forward and may be spent on the basis of the agreement within the old PCT up to 31.3.2009.

Any 2006/07 savings still unspent at 31.3.2009 (perhaps set aside under a longer term reinvestment plan) will be added to any balances from 2008/09. However, where plans for unspent 2006/07 savings have been agreed with the PCT (through the Governance Committee), they will be protected until March 2011. Such plans must have been agreed by 31st March 2009. After that any unspent balances will be integrated within the new financial regime. 
Appendix 1 illustrates the local approach (based on national guidance) to the use of 2006/07 under spends.
4.0 2007/08 

The guidance for 2007/08 is quite clear as to how the 70% of freed-up resources is to be used in PCT areas of special circumstances and that there has to be agreement between the PCT and the practices over the use of unplanned savings. 

It is recognized that localities and practices are already considering the best use of their freed-up resources and that all uses must be approved by the PBC Governance Committee. Some practices are expecting to spend their savings on premises developments, for which the guidance suggests PCT Board approval should be obtained. It is likely, and the PCT is planning on the basis that, most of the freed-up resources will not have been spent by the end of 2007/08.
From 2007/08 onwards, there has been a consistent approach to budget-setting across Hertfordshire. The PBC regime is largely based on the guidance in “Practice-based commissioning – practical implementation” and informed by the views of localities on what should be in the scope. Almost all practices are working cooperatively in localities, and there is a general understanding that freed-up resources will be calculated on the 70:30 principle outlined in the guidance. 

Guidance on the PBC financial regime for 2008/09 onwards is still awaited.  There is however an urgent need to establish a longer-term financial PBC regime which is coherent and consistent across Hertfordshire. The approach outlined below seeks to do this in respect of the carry-forward of surpluses and deficits. 

5.0 2007/08 onwards: Managing surpluses and deficits

Localities (and any practices operating separately) are expected to at least break-even over a three-year period. Without a business planning cycle to demonstrate longer term strategies, localities are required to break even in each year, although in some circumstances this may be impossible simply due to natural variation in demand for healthcare. 

The guidance suggests that such overspends should be managed through risk management arrangements. To some extent practices working together and sharing risk as localities is a risk management arrangement and the larger population will reduce the impact of any natural variation. 
Even so, practices and/or localities may find themselves overspending in a given year. At the same time it is unlikely that all localities will overspend in the same year. In that situation the PCT may well breakeven while some localities overspend and others under spend. 
The ability of the PCT to offset the over- and under-spends of different groups will mean that groups do not have to spend all their money (possibly unnecessarily) by the year-end simply because they fear that they might lose it.
In line with the 3-year break-even duty, any group facing an overspend will be expected to repay its debts the next year or at worst in the 3rd year. 

As with PCT surpluses and deficits, a surplus carried forward will be added back to the group’s budget in the following year. A deficit carried forward will be deducted from the group’s budget. 
Although the 70:30 arrangements provide some protection against future unknowns, It would be unfair to deduct the full deficit but add back only 70% of any surplus and for the 30% to be retained permanently by the PCT. Section 5.1 below proposes a set of arrangements whereby localities will retain their right to their accumulated savings (including the 30%) over the longer term.

5.1 Proposal: Savings account
It is proposed that at the end of year 1 (2007/08), a PBC group’s surplus (or deficit) is transferred to its notional “savings account”. (NB – this should not be construed as the transfer of cash to real bank account.) 

At the start of the 2nd  year, 70% of any accumulated savings will be transferred to the group’s in-year budget (or “current account”).  The 30% balance in the “savings account” will remain available for emergencies. 

At the end of the 2nd year, the surplus/ deficit on the current account will be transferred to the savings account, and so on. A worked example is shown in Appendix 2.

6.0 Expenditure of freed-up resources on patient care

A group will only be supported to spend its accumulated surplus if there is evidence that the locality will keep within its budget in a given year.  If it is apparent that a deficit is building up, then the accumulated surplus will be used to fund the group’s forecast deficit. 
A locality will be allowed to spend the part of a projected surplus within the year it is to be achieved if that part of the surplus is the result of an approved robust business plan: in other words expenditure on spend-to-save schemes approved by the Governance Committee.

There will be process of agreement between the PCT and the locality on the use of any fortuitous or unplanned savings. An example would be the uses of the prescribing under spend in 2007/08 most of which results from the change in category M prices from 1st October 2007. As a general principle the first use of any unplanned savings within the scope will be to cover any unforeseen and uncontrollable risks that fall to the PBC budgets (such as, in 2007/08, the repetition of the choice and Booking DES). 
Because of SUS deadlines, and audit timetables, the results for any particular financial year are unlikely to be definitively ascertained until August or September of the following year. PBC groups’ results will be calculated on a provisional basis by the end of May, and any changes will be charged to the following year, in the same way as PCTs’ financial results. Assumptions applied to the PCT accounts will generally be applied to PBC group accounts, with any catch-up applied in the following year
. 
7.0 Scope 
At this stage it is expected that some of the PCT budget (e.g. corporate affairs, continuing care, resettlements) will remain outside the scope of PBC and will be managed by the PCT.  Guidance is awaited on other elements to be specifically excluded, e.g. specialist acute commissioning. 

The PBC groups will be expected to commission the services within the scope, within budget. Freed-up resources will be based on surpluses/ deficits on the element of the total budget that is within the scope. 
8.0 Time limit on the reinvestment of freed-up resources

There needs to be a balance between the need for year-end flexibility (so that practices and localities can make sensible investment decisions), the year-on-year break-even requirement (which allows the carrying forward of surpluses and deficits), and the need to ensure that unspent surpluses do not build up to unmanageable levels.
While it is a statutory duty of the PCT to live within its annual resource and cash limits, it is also a requirement of the PCT to use its resources to best effect. A steadily accumulating under spend would imply that some health needs of the population were going unmet when they could have been met. 

Consequently it is proposed that a time limit of 4 years is set for the reinvestment of any unspent surpluses from previous years. After that they would revert to the PCT for reinvestment in future budgets, which may be on areas of patient care that are within or without the scope of PBC.  
An alternative approach would be that no PBC group could carry forward more than a predefined percentage of its annual budget. (At this stage it is difficult to suggest an appropriate percentage since we do not know what levels of savings are achievable or even inevitable given random variation.) If at the end of a financial year the group’s cumulative surplus exceeded this amount, we would expect the group to implement plans to spend the excess. If this was not done, then at the end of the following year, any excess would not be carried forward. 
9.0 Conclusion
To ensure Practice Based Commissioning retains clinical engagement a transparent and efficient process to support the use of savings to invest in clinically driven innovative and improved services must be agreed. 
Appendix 1 
The following paragraphs encapsulate the local approach to the use of  

2006/07 under spends;
Principles for use of freed-up resources

Any investment must contribute and support the locality’s commissioning intentions. The following extracts from “Practice based commissioning: practical implementation” recommended reading follow link: describes the arrangements for the appropriate use of these resources:
 (www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_062703)

Use of freed-up resources and management of risk

3.21 The use of freed up resources and the management of risk are inseparable. PCTs and practices will need to work together in partnership both to understand both the issues and to agree their management.

3.22 One of the main benefits of PBC is that, through innovative redesign of services, it enables substantial resources to be released for reinvestment in patient care. At present, PBC is operating within an environment where some PCTs are working to recover deficits and restore financial balance. PBC can make a contribution to this through freeing up resources and producing savings.

Practice based commissioning: practical implementation

3.27 In PCTs that are subject to special circumstances, PCTs and practices have a shared responsibility to achieve financial balance. Financial balance can be achieved only by close co-operative working between the PCT and practice based commissioners. A particular focus should be on identifying the causes of the financial difficulty and agreeing a joint strategy for resolving deficits. PBC plans should reflect the contribution from practice based commissioners to the PCT recovery plan.

3.28 When a health economy is in special circumstances, PCTs and practices will be expected to agree how financial balance should be achieved.

The PBC locality managers supporting your locality will offer to work with you to decide how you may wish to invest your freed-up resources which will require agreement from your locality in the first instance. 

For the purpose of probity all proposals will need to be approved by the PBC governance committee.

Extracts from the guidance

From “frequently asked questions”

Question; What happens if a practice has overspent their indicative budget at year-end? 
Answer:  PCTs and practices should work together during the year to ensure that practice spend is regularly monitored. Regular monitoring will highlight potential problems early and a course of action should be agreed. Financial management must be seen as a year-round and not a year-end process. Any local incentive award should be dependent on practices not overspending their indicative budgets.  Where practices persist in overspending, the PCT will wish to consider the practice contract to ensure that they are making the most effective use of health service resources. Where a practice is overspent at year-end then there should be a dialogue between PCT and practice to determine the reasons. In some cases it may simply be due to natural variation in demand for healthcare; overspends for this should be managed through risk management arrangements. In some cases, however, it may be appropriate to review the commissioning responsibilities that the practice have and the PCT may wish to offer the practice more support in future years. 

Question; Why do I have to share my savings with the PCT? 

Answer; Not all service improvements can be organized by one practice on its own, and as such it may be appropriate for freed-up resources to be shared with the PCT to benefit a wider group of patients. We have therefore suggested that a maximum of 30 percent of a practice's freed-up resources is shared with the PCT for the PCT to spend on the wider health needs of its population. Where a PCT is in deficit at year-end, the first call on this 30 percent will be to cover such overspends. This should, however, be seen as a last resort. 

Question; Do practices still have the right to balance their books over a three-year period? 

Answer; Where a practice puts forward a plan to spend more in one year to free up resources in future years, PCTs must consider this as part of their wider financial responsibilities. In some cases, there may be the flexibility to do so, but for some PCTs in financial difficulties, the first priority must be to ensure balance at year-end. 
Appendix 2
How a savings account would work.
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£000 Surplus (Deficit)

Transfer to 

savings 

account

Transfer to 

current 

account

Balance on 

savings 

account

End 2007/08 100 100 100

Start 2008/09 -70 30

End 2008/09 50 50 80

Start 2009/10 -56 24

End 2009/10 -30 -30 -6

In this situation, £6k will be deducted from the group's PBC budget in 2010/11.

Scenario 2

£000 Surplus (Deficit)

Transfer to 

savings 

account

Transfer to 

current 

account

Balance on 

savings 

account

End 2007/08 300 300 300

Start 2008/09 -210 90

End 2008/09 510 510 600

Start 2009/10 -420 180

End 2009/10 720 720 900

Start 2010/11 -630 270

End 2010/11 830 830 1100

In this situation, the group will have accumulated £1100k after 4 years. 

The group may be asked to develop plans to spend the accumulated surplus.

Savings Account

Savings Account Current account

Current account


� In principle, the PBC outturn should match the relevant elements of PCT’s final position as shown in the accounts. Therefore, for example, there may be some charges to the 2007/08 accounts in respect of 2006/07 items which were not accrued, the most obvious example being the reward element (component 2 of the 2006/07 PBC DES). In most cases a budget will have been set for such items. Such charges (and any budget for them) will be allocated to PBC budget-holders in the most appropriate way. On the same principle, where in some cases the PCT accounts may have been over-prudent, there will be a benefit in the following year. Such benefits will be allocated to PBC budget-holders in the most appropriate way.
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