WEST HERTS PCT

PBC BUDGET SETTING 2008/09

1
Background

1.1
Move to fair shares budgets were approved by PCT Boards in September 2007 for implementation in 2008/09.  With the level of growth available to the PCT in 2008/09 all PBC groups could be moved to their fair share of the total, with the exception of the Red House Group’s budget which would remain marginally higher than its fair share.  However, because of the agreement of the PCT to deposit £9.6m with the SHA, it is necessary to reduce the growth available to PBC groups in 2008/09.
1.2
Draft budgets for 2008/09 were approved at the March Board meeting, incorporating the returnable deposit with the SHA of £9.6m.  PBC budgets were based on a minimum uplift of 6.5% and maximum uplift of 7.5% on items included within the scope, depending on PBC groups’ distance from fair share.

1.3
PBC financial plans have been drafted by the PCT.  These show a difference across PBC groups between the proposed budgets and financial plans.

2
Fair Shares
2.1 Fair shares have been revised for updated list sizes (1st Jan 2008). There has been significant population growth in some PBC groups. This obviously changes the fair share calculation.  Where PBC groups have a higher share they should receive more funding than previously set out.  However, as some costs are shared on a capitation basis their costs will increase as well.  

2.2 A comparison of fair shares (adjusted for updated list sizes) and budget, (based on a move towards fair share), assuming no deposit with the SHA is given below in Table 1.

Table 1 : Comparison with Fair Shares if no returnable deposit

[image: image1.emf]Budget  Budget
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share

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

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

WatCom 64,132 69,175 7.86% 148,126 163,023 10.06% 212,258 232,198 19,940 9.4% 232,416 (218)

DacCom 52,620 56,732 7.81% 120,657 132,888 10.14% 173,277 189,620 16,343 9.4% 189,798 (178)

St A & H 45,828 49,318 7.61% 102,888 111,282 8.16% 148,717 160,600 11,883 8.0% 160,751 (151)

Hertsmere 27,825 29,995 7.80% 64,960 72,718 11.94% 92,785 102,713 9,928 10.7% 102,810 (96)

Red House 6,120 6,517 6.49% 13,334 14,201 6.50% 19,454 20,718 1,264 6.5% 20,074 644

Unattributable 267 122 -54.50% 2,622 2,634 0.48% 2,889 2,756 -133 -4.6% 2,756 0

Total 196,793 211,859 7.66% 452,587 496,746 9.76% 649,380 708,605 59,225 9.1% 708,605 (0)

Excluded from scope Included in scope Increase 08/09



The  final move needed to get to fair shares will be made in 2009/10.
3
Financial Plans

3.1
Financial plans have been estimated for each PBC group using the following methodology.  The figures are shown in Appendix 1 attached.  
Acute commissioning: 

•
the PBR elements within SLAs have been shared across the PBC groups in the relevant PCT in line with historic usage of SLAs  (reference period: 2007)

•
Other elements of the acute budget are largely split on a capitation basis. 

Where possible these will be recharged on an actual usage basis.

CATS – allocated to the PBC groups contracting for them (Stahcom and Hertsmere)

Mental health – planned spend through JCPB, allocated on a capitation basis. Note that some of the growth is currently uncommitted (c £1.6m)

Community services from non-Herts PCTs (best estimate of usage, therefore largely to PBC groups on the fringe of Herts)

Prescribing – 7% on each PBC group’s 2007/08 forecast outturn (based on January prescribing data)
Enhanced services – a variety of methods which generally allow 1.5% for growth above 2007/08 levels (apart from the Choose and Book DES)

Provider services (Herts PCT) – 

•
committed baseline service as agreed at 21st April 2008 (includes some unavoidable cost pressure but does not include any investments still to be agreed), plus

•
an uncommitted amount currently earmarked for intermediate care 
4
PBC Budgets

4.1 Assuming the returnable deposit with the SHA of £9.6m, PBC budgets for items included within the scope were initially calculated  by applying a minimum uplift of 6.5% and maximum uplift of 7.5% to 2007/08 budgets.  Subsequently, because of changes to some methods of apportionment in 2008/09, the 2007/08 budgets have been re-based to reflect these changes, for the purposes of calculating budgets.  The changes are: a) capitation shares b) apportionment of Provider services and c) apportionment of other PCT community services (the latter two from a capitation to actual basis).  The range of uplifts from 6.5% to 7.5% have been applied to the re-based 2007/08 budgets.  Because of a number of changes since the Board proposals, the methodology which applies the maximum uplift of 7.5% results in uncommitted resources of £933,000.
4.2 Budgets excluded from the scope are based on the PCT budgets presented to the March Board meeting. 

4.3 When financial plans are compared with draft budgets, calculated on the basis described in 4.1 above there are differences meaning PBC groups would appear to either be over-committed or have unutilised resources.  Since the proposal agreed by Board there have been changes to the list sizes and because of the gap between financial plans and budgets in some PBC groups, a number of options are proposed for setting budgets as described below.  The first three assume the deposit of £9.6m with the SHA which means there are some PBC groups with higher budgets than financial plans and vice versa.  The fourth option considers the position if there is no deposit which means a higher budget than financial plan in all PBC groups.
Option 1 : Deposit £9.6m and budget based on caps and ceilings as per March Board paper
This is the proposal agreed by Board and PEC.  However, since that time fair shares have changed as a result of list size changes and therefore applying a flat 7.5% penalises those PBC groups whose list size has increased by more than the average.  Under this option a further £933,000 is available for distribution.  This could be allocated to PBC groups differentially or by increasing the maximum uplift to 7.7%.
Option 2 : Deposit £9.6m and budget based on contribution to deposit pro-rata to baseline
Rather than applying a cap of 7.5%, this option takes account of PBC groups’ baselines and allocates the top slice of £9.6m across groups pro rata to their baseline.
Option 3 : Deposit £9.6m and budget based on financial plans
This option allocates budgets based on financial plans.  This means there is no additional growth for PBC groups over and above that already allowed for in the plans.  Likewise, no PBC group has a shortfall compared with plan.

Option 4 : No deposit and budget based on fair shares
This option shows the PBC groups’ positions if there was no deposit with the SHA.  It would then be for individual groups to look at their planned investments and assess how much they consider would not be spent in 2008/09 and therefore should be protected by depositing with the SHA.  The benefit to the PCT of the deposit is that growth is protected for future years and also avoids the possibility of not receiving back any underspend related to 2008/09.
The value of the options is shown in Table 2 below.

Table 2 : Options for PBC Budgets included in scope
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07/08 08/09 %inc 07/08 08/09* 2007/08 Option 1 Option 2 Option 3 Option 4

£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000

WatCom 64,132 69,175 7.86% 148,126 212,258 159,235 159,770 158,419 163,023

DacCom 52,620 56,732 7.81% 120,657 173,277 129,706 130,231 130,382 132,888

St A & H 45,828 49,318 7.61% 102,888 148,717 110,605 109,032 109,346 111,282

Hertsmere 27,825 29,995 7.80% 64,960 92,785 69,832 71,279 72,166 72,718

Red House 6,120 6,517 6.49% 13,334 19,454 14,201 14,201 14,195 14,201

Unattributable 267 122 -54.50% 2,622 2,889 2,634 2,634 2,634 2,634

Total 196,793 211,859 7.66% 452,587 0 649,380 486,214 487,146 487,143 496,746

 *Budget in scope 2008/09 Excluded from scope Included in scope


Table 3 : Difference between Draft Budgets and Financial Plans
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Plan

Option 1 Option 2 Option 3 Option 4 Option 1 Option 2 Option 3 Option 4

£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000

WatCom 158,419 816 1,351 0 4,604 3,788 3,254 4,604 0

DacCom 130,382 (676) (151) 0 2,506 3,182 2,657 2,506 0

St A & H 109,346 1,258 (315) 0 1,936 677 2,250 1,936 0

Hertsmere 72,166 (2,334) (888) 0 552 2,886 1,439 552 0

Red House 14,195 6 6 0 6

Unattributable 2,634 933 (933)

Total 487,143 3 3 (0) 9,603 9,600 9,600 9,597 0

SHA Deposit

( ) = deficit

Budget compared with Financial Plan 


There are two main reasons why individual PBC groups may have an apparent over-commitment or unutilised resources:
a) Differential growth;
b) Individual PBC group financial plans result in a higher or lower than average increase in expenditure compared with 2007/08

A summary of the two components is given in Table 4 below, using Option 1 as an example.  
Table 4 : Analysis of difference between Financial Plan and Budget
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WatCom 104 712 816 6.9%

DacCom 85 (761) (676) 8.1%

St A & H 72 1,186 1,258 6.3%

Hertsmere 46 (2,380) (2,334) 11.1%

Red House (124) 130 6 6.5%

Unattributable (182) 1,112 930 0.5%

Total 0 0 0 7.6%


For example, Watcom PBC group has £816k more in its budget than the financial plan suggests.  This is because it has received less than average growth of £104k suggesting a shortfall, but the % increase in its financial plan compared with 2007/08 is only 6.9% compared with an average of 7.6%.

5
Summary

5.1 It should be emphasised that the financial plans are best estimates only and may not accurately reflect future expenditure for the PCT as a whole or necessarily the split by PBC group. For example, in acute commissioning, the split by PBC group is mainly based on 2007 historical activity which may not be repeated in 2008/09.  In addition there are still budgets which are uncommitted which have been notionally allocated to PBC groups on a capitation basis (namely mental health and Provider services intermediate care).

5.2 PBC groups need to agree the value of deposits by PBC group.  A number of proposals have been put forward by the PCT which could be considered, or PBC groups may have alternative proposals.  If the £9.6m deposit is to be maintained - and this is recommended for the reasons described above - there will inevitably be some PBC groups whose budget is more than the financial plan and others whose budget is less.

5.3 It is therefore important for PBC groups to examine these options, update them in light of their known plans for 2008/09, and reach consensus about the preferred method of allocation.  Some PBC groups will have more scope for investment than others.  Those that appear to be over-committed will need to critically review the extent of their investment plans with a view to reducing their actual commitments.  Those that appear to have resources unutilised should check that there are no additional commitments that need to be recognised.  

5.4 These proposals will be discussed at the specially convened meeting on 23rd May.  
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