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Proposal for a Medium Term Financial Strategy for London
1 Context

The financial position for NHS London this year is a net surplus of £300m.  Most PCTs and Trusts have strong control disciplines around financial recovery and investments.  Medium term financial plans for all organisations will be finalised in Quarter 4, but the current expectations are as follows:
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£m

2008/09

£m

2009/10

£m

2010/11

£m

Trusts 47 (1) 45 26

PCTs (inc Lodging) 184 264 172 105

Other (SHA, MPET, Hosted Budgets) 54 37 23 19

Total 285 300 240 150


There are currently 14 FTs and 27 non-FTs (including mental health) across London.  The variability of non-FTs’ projected Income & Expenditure (I&E) surpluses, allied to their differing stages of preparation for FT status, suggest that the FT pipeline will continue for some time, with certain Financially Challenged Trusts (FCTs) unlikely to achieve FT status.  The financial performance of the non-FTs’ is summarised below:

· Most Trusts in cumulative surplus are projecting strong in-year I&E surpluses, which should support their aspirations for FT status in the future.

· The deficit Trusts, who are non-FCTs but have cumulative deficits, are currently projecting surpluses which will result in a reduction in their cumulative deficit positions.  But not all will exit the planning period with a balanced cumulative position.  The 2008/09 projected positions indicate that there are significant risks in delivering these plans for a number of organisations.  Two of these organisations are currently projecting that they will increase their cumulative deficits over this planning cycle
· For the FCTs, the cumulative deficits for these organisations will continue to worsen, albeit at a reducing rate for most.  For a number of organisations, the cumulative deficit position will not improve unless structural solutions are implemented.  NHS London is the only SHA with more than one FCT.

Of the 31 PCTs, there is again variability of financial standing (details provided in Appendix A):

· 5 PCTs are currently in the process of repaying their cumulative deficits over the next 2 years, amounting to £119m.

· Some PCTs are in a breakeven position, but with little or no surpluses or lodgings due to recently having emerged out of turnaround, and/or experiencing particular cost pressures.
· Some PCTs have surplus and lodgings that have been accumulated to address future pressures and investment plans.
Despite an overall surplus for the Capital, the scale of the historic debt that still exists in some places and the uneven distribution of surpluses across London will present serious challenges for some PCTs to develop the health system and invest in services.  PCTs therefore need to identify a solution which will address the historic debt issue and ensure PCTs and Trusts have investment capability to be able to achieve their strategic plans to improve the quality of healthcare across London.

The challenging economic climate is likely to play out in the next Comprehensive Spending Review, which means there is a one-off opportunity in the next two years to use the financial flexibility to maximise the impact of our strategies.
2 Background
There is a need for funding to address deficiencies in the healthcare system in London.  A Steering Group of PCT Chief Executives and Finance Directors has developed the MTFS proposal for London for the next two years to stabilise the financial position and support PCTs and Trusts in delivering their strategic intentions for the Healthcare for London (HfL) programme and Trust Transformation.

It is in the interests of all PCTs to have a reliable network within London; a non-viable Trust within London can create problems for healthcare provision within London more broadly. 

The development of the Medium Term Financial Strategy (MTFS) has been led by the PCTs as an alternative solution to the previous method of imposed topslices.  
Through this suggested approach, the PCTs will, jointly with NHS London, control the spending of this funding.  This will give PCTs control in the allocation of monies to help clear historic debts of Trusts that they were unable to exercise through the previous topslicing approach.
This paper summarises the proposal for the MTFS which all PCT boards are being asked to consider and approve.

3 Principles of the MTFS

There have been intensive discussions with PCTs over the last few weeks to help shape the proposal.  The Steering Group has worked hard to ensure PCTs have been fully engaged and that there has been extensive non-executive involvement in the process.

Core to the development of the MTFS proposal are some fundamental principles which PCTs have agreed:

· There are 2 problems to solve:

· Historic debt

· Strategic investment

· It needs a capital wide solution for a capital wide problem

· All PCTs want to achieve the “minimum” HfL standards

· PCTs want to see debt free Trusts and a trajectory of improvement

· In addressing the 2 problems, PCTs recognise that there will be other things they cannot do (“opportunity cost”)

· PCTs want to use our financial leverage to step up our commissioning capacity
· PCTs want to ensure all organisations now in balance (or better) remain in that state

· The framework should incentivise improvement and not be seen to reward poor performance

· PCTs are not trying to solve everything via the investment fund proposal

· It needs to be simple 

· The framework needs to be robust and transparent

· PCTs want to achieve this together
4 What Are PCTs Aiming to Achieve?

PCTs’ ambition is that all Londoners can expect the same level of healthcare regardless of where they live.  This will be achieved by commissioners working together collectively with the acute sector, to ensure all organisations are clinically and economically sustainable, and then to enable real improvements in health outcomes and health gain across all of London.
The ambitions and goals which have been outlined in HfL are of an unprecedented scale and level of complexity.  There is a determination to swiftly address unacceptable variations and deficiencies in our health care services and a resolve to implement innovative best practice models which will ensure world class health and health care for London’s eight million residents.  The Trust Transformation programme will facilitate the development of a provider landscape that is fit for purpose and deliver the level of services expected in a leading health economy.
The MTFS provides a major opportunity for PCTs to:

· Ensure sustainability through improved governance, financial management and leadership

· Implement HfL consistently across London
· Perform effective acute commissioning at a sector level
· Have increased leverage which can be used to improve performance in the Trusts/PCTs receiving funding under the MTFS
· Demonstrate corporate leadership
Successful implementation of these proposals will support PCTs and Trusts in delivering their strategic intentions for the HfL programme.
5 What Are the Problems PCTs Are Trying to Solve?
The key area of financial support required is for the acute sector.  If acute Trusts are left with their levels of deficits, it means that London will end up with failing Trusts with significant debt, which will result in performance failure, not only financially, but in patient care.  This in turn could lead to an increase in poor health outcomes and inequalities developing in those areas, leading to greater challenges for the acute Trusts and the boroughs they sit within.  This could also impact on other boroughs who will experience growing demand from disaffected patients from the failing health economies.

Therefore, if the acute setting of patient care is not addressed by ensuring providers are financially robust and able to invest in their services, then the whole service to patients across London will continue to be variable and the benefits of HfL will not be delivered as envisaged. 
It therefore seems inappropriate that the quality of healthcare for a local population could be lower than that in a neighbouring borough due to the historic financial performance of the Trust.  Despite large cost improvement programmes, and a programme of formal turnaround for many Trusts, the level of savings required to both return to recurrent balance and repay their historic debt is extremely high, and highly unlikely to be met by March 2011.
5.1 Historic Debt
It is estimated that by the end of the financial year 2011, the historic debt across London will stand at £373m for acute Trusts (see Appendix A) and one PCT will have debts of £19m.

In addition, there is a further pressure arising due to the impact of RAB.  The DH reversed the RAB reductions made to Trusts on 28 March 2007; however they did not fully resource this decision.  As a consequence of the way this was implemented in relation to London Trusts, there is a net £187m resources shortfall, which represents the RAB deficits of Trusts.  A paper has been developed which explains the RAB position in more detail (see Appendix B) and has been circulated to all PCT FDs.

This means that, in total for London, there is a financial pressure of £579m as at March 2011 as follows:

Cumulative deficit to clear for acutes

£373m

Residual deficit for Hillingdon


£  19m

RAB – acute Trusts



£187m
Total gap




£579m
5.2 Strategic Investment
The delivery of HfL needs to be implemented in a consistent and equitable way across the Capital.
The PCT leadership in each sector needs to secure the minimum acceptable level for HfL, and this would represent a consistent minimum for all PCTs in London.  Currently, this includes Stroke in all parts, Trauma and 1 polyclinic per PCT, as an absolute minimum, though it is a reasonable expectation that PCTs will strive to achieve more.

The Trust Transformation programme aims for the majority of providers to be autonomous by 2010 and requires sustainable recurrent financial balance as well as acceptable financial standing, clinical and service performance.  The programme aims to have alternative structural solutions for those providers which will not be in a position to apply for Foundation status by 2010.  Reconfiguration of services across London will require support for enabling/double running costs.
The size of the investment fund required to support HfL and reconfiguration costs has been examined carefully during this process.  The levels are being set to achieve what will be required for HfL and the level of reconfiguration which could realistically be implemented in the next 2 years given implementation timescales.

The estimated costs are being finalised as part of the current planning processes across the PCTs, and sectors will then be able to identify any funding gaps within their sector.
6 The Proposal
The proposal is that over the next 2 years, PCTs invest in a collective fund from existing resources to tackle the residual legacy debt and, at the same time, establish sector-based investment funds to support PCTs to implement HfL and their reconfiguration plans.
This would enable struggling hospitals to better invest in services for patients, driving up quality. It would, for many, also remove the major single barrier to FT status.  In return, PCTs would have increased leverage to demand better performance and ensure that sustainable and well managed financial, governance and leadership arrangements are in place for hospital Trusts.
The proposal has been developed based on a set of key assumptions:
· All PCTs sign up to the proposal

· No return of topslice

· Lodged funds returned in April 2009

· The 5 financially challenged PCTs are exempt whilst repaying debt but will become eligible to contribute in the year they are back in financial balance

· Rates for growth and inflation are as advised by NHS London
· There will be no significant impact of change in the allocation formula during the current CSR period
· Pay awards are as per the CSP assumptions schedule

· PCTs will fund Strengthening Commissioning at sector and London level

There are two elements to the proposal.
6.1 Historic Debt

The collective fund to tackle the legacy debt would consist of the following:
· PCTs forgoing the return of the £304m topslices levied in 2006/07 and 2007/08
· A non-recoverable, non-recurrent levy for 2 years of 1.3% to fund the remaining historic debt of £275m.
The non-recoverable levy would be applied to all PCTs except the 5 financially challenged ones. The 5 PCTs to be excluded would be:

· Bexley

· Enfield

· Hillingdon

· Hounslow

· Kingston

However, these PCTs would be expected to pay the levy once they are back in financial balance.  Based on current plans, this would mean that Kingston would contribute to the levy in 2010/11.

The possibility of phasing the £275m over the 2 years to reflect those PCTs who could afford to give more in 2009/10 (and less in 2010/11) to help other PCTs pay less in 2009/10 (and more in 2010/11) would be available as long as the overall annual requirement is maintained to meet debt repayment requirements, and would therefore need to be agreed with NHS London.
Any investment into financially challenged Trusts needs to make strategic sense and be financially robust.  As part of the package for repaying the legacy debt across London, controls will be put in place to ensure stringent enforcement of recovery programmes and standards of performance through a failure regime led by a London-wide Challenged Trust Board.

6.2 Challenged Trust Board

Applying commissioning resources to clear deficits is technically necessary, but it must be seen as part of a long term strategy, specifically as part of commissioners’ responsibilities for system management.

PCTs need confidence that the investment will bring about radical change and permanent solutions, and that those Trusts in receipt of funding to clear their debt will be held to account in the development of robust plans and their delivery.  There are 2 key levers:

· Commitment by providers to futures which are clinically and economically sustainable, and in line with HfL roles

· Commissioners in roles both as investors and system managers need control over the enforcement of the transformation/recovery programmes and recourse to a stringent failure regime where this is not being delivered

It is therefore proposed that the above is achieved through a Challenged Trust Board (CTB).  The proposal for this has been developed through discussions with PCT colleagues, NHS London and the Provider Agency to identify the purpose, role and governance arrangements for the CTB.
6.2.1 The Purpose and Role of the Challenged Trust Board

The CTB would apply to the Trusts requiring financial support to clear their cumulative deficits (currently 11).
The role of the CTB is to:

· Accelerate the transformation of Trusts through joined up commissioner and Provider Agency intervention to shape the future provider landscape.  This reinforces at a pan-London level the sectoral review initiatives between commissioners and providers currently being instigated, and may involve significant reconfiguration or mergers.

· Act as gatekeeper to minimise the risk of the investment in Trusts failing and assure PCTs that Trusts only receive financial support on the basis of robust financial performance trajectories and subsequent delivery of these commitments.  Funds will not be given if a Trust is recurrently in debt and cannot provide a robust plan to secure sustainable financial balance.

· Oversee and monitor Trusts to ensure monies are being used appropriately and for the intended purpose, and that Trusts’ plans are on trajectory.  The alignment with the Provider Agency will ensure that those Trusts not in receipt of funds to clear debts (and therefore not part of the CTB remit per se), but at risk of moving from underperforming/seriously underperforming to challenged, are still under review.  This will minimise the risk of the London health economy returning to a position of serious debt, effectively undoing the benefits of the Medium Term Financial Strategy (MTFS).
· Support NHS London to manage the escalation process by triggering appropriate corrective interventions as per the proposed NHS Performance Regimes.  This would be executed in a consistent and aligned manner through the Provider Agency and local system managers.  The CTB would therefore support the process for managing failing organisations, with increased levels of intervention where necessary, if Trusts are unable to demonstrate that they are on an upward performance trajectory.

· Fulfil an advisory role, providing coherence and access to expertise to local (sector) commissioners in fulfilling their responsibilities in their stewardship of the provider landscape.

6.2.2 Terms of Reference of the CTB

It is proposed that the CTB has the following terms of reference:

· To direct the use of the PCT levy for addressing historic debts
· To determine the conditions (in the form of a recovery plan or similar) to be placed upon Trusts receiving payments from the pool

· To monitor the delivery of agreed recovery plans

Each of these activities will be carried out in collaboration with the relevant coordinating commissioner and the Provider Agency.

Should a financially challenged Trust fail to develop a credible recovery plan, or if a Trust's delivery of an agreed recovery plan is not satisfactory, then the role of the CTB is:
· To recommend to the coordinating commissioner that specified corrective action be taken should a provider fail to develop an agreed and robust recovery plan.

· To recommend to NHS London that specified remedial action be taken (in line with the NHS performance regime) should a provider fail to deliver the agreed recovery plan satisfactorily. 

The mode of operation for the CTB will be as follows:

· The PCTs would be responsible for contributing the monies to the historic debt fund, and the PCT representatives of the CTB would therefore be responsible for discharging these monies on behalf of the 31 PCTs.

· For plans to be accepted, and funding to be provided, NHS London and Provider Agency also need to agree that the plan is robust and sufficient, and that the organisation has the capacity and capability to deliver it.

· Proposals which are not approved by both parties to the CTB will be returned to the relevant commissioners for further work.

6.2.3 Constitution of the Challenged Trust Board

It is important to have a pan-London approach to the CTB to:

· Ensure pan-London governance of the PCT monies

· Encourage consistency and provide expertise and advice, but with local input to ensure the local perspective is represented

· Ensure PCTs hold each other to account for the delivery of step change in the local health economies and therefore across London

This will be delivered through a joint committee of the 31 PCTs and NHS London, with shared powers to make decisions on behalf of the PCTs and NHS London.

The PCTs will be represented on the CTB by representatives from the 31 PCTs which would involve 7 PCT members, 1 from each sector, as follows:

· 2 PCT Chairs

· 1 PCT Audit Chair

· 2 PCT Chief Executives

· 1 PCT Director of Finance

· 1 PCT Non-Executive Director/PEC Chair
NHS London would be represented by the Chair and Chief Executive of the Provider Agency and NHS London Director of Finance and Investment.

There will be a double-lock mechanism in place such that all investment of the collective fund requires the agreement of the PCT representatives, and in addition, plans will only be sanctioned where NHS London is satisfied with the robustness of the proposal and the capacity of the organisation(s) concerned to implement them.

The 7 PCT members would be drawn from the 7 sectors of London, with representation to be determined with the agreement of PCT Chairs and Chief Executives.

The chair of the CTB would be one of the PCT Chairs.
The CTB will require programme office and administration support as well as access to turnaround expertise to scrutinise the plans.  PCTs will need to support this through their joint funding of pan-London work.
6.2.4 Relationship with the Local Health Economy

The relationship between the CTB and the local health economy, and especially the PCT as the leader of that economy, is key.  They would need to complement each other to ensure that current local improvement plans deliver the required changes and meet CTB requirements.
Challenged Trusts would work in partnership with the local health economy (host PCT and any other key commissioner(s)) plus the Provider Agency to develop (if not already in place) a shared plan for financial recovery, service review and consultation for any changes.  There would be regular checks on the Trust’s run rate and recovery plan to ensure these are on track.  These plans would be reviewed by the CTB to ensure they were sufficient to meet their requirements to support any funding for the Trust.

The plans would identify key milestones of outcomes required by a Trust to demonstrate an upward performance trajectory.  These outcomes, initially, may be efficiency improvements or performance outcomes which will, in time, lead to financial benefits and, more specifically, run rate balance.  The CTB will agree any funding payments based on the achievement of these milestones/outcomes.

As PCTs are responsible locally for driving performance and managing the system, they will be expected to lead the joint partnership arrangements with Trusts in defining proposals and obtaining CTB approval for their implementation.

Hillingdon PCT will require funding support to clear its cumulative debt, and therefore would also be subject to review and progress monitoring by the CTB, with escalation processes to NHS London if required.

The following diagram illustrates the process to be implemented by the CTB.  The first task of the CTB, if approved, will be to develop and agree the operational aspects of the CTB in detail.
Overview of Progress Reporting and Monitoring Process
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6.2.5 Requirements of Trusts

By investing in Trusts through the repayment of the historic debt, PCTs would want to see tangible benefits from acute Trusts.  In identifying these requirements, there is a balance to be struck between ‘quid pro quos’ for commissioners investing in providers, and the need to avoid destabilising Trusts required to demonstrate their return to balance.  The key requirements would therefore be:

· Trusts would be expected to focus single-mindedly on delivering substantial improvements in the quality of patient care through consistent achievement of national and local targets.

· Trusts will be expected to demonstrate rapid movement towards benchmark levels of productivity/efficiency.

· A process of co-operation and collaboration between Trusts and PCTs through formal engagement in HfL and reconfiguration programmes, including board level assurance and sign off.  This would include the joint agreement of plans on the future mapping of services and a commitment to radical organisational change where required, in agreement with local commissioners and the local health economy.

· Trusts would be expected to work constructively and cooperatively with PCTs to implement the efficiency and performance levers contained in the national contract and London Terms of Business, including:

· The application of efficiency metrics and penalties for non achievement

· A commitment to the unbundling of tariffs

· Timely and transparent sharing of information.

London-wide commissioning intentions will bring greater consistency on the treatment of non-PbR tariffs.  However, any outstanding disputes re non-PbR pricing will be resolved promptly through independent review, facilitated by the Challenged Trust Board where necessary.

The above implies a commitment from NHS London to use its powers, where necessary, to ensure adherence to these requirements.

6.3 Investment Fund

The proposal for the investment fund is to have a sector-based investment fund, rather than pan-London.  It was felt that a sector-based solution had a number of benefits, including:

· Easier to manage locally

· More realistic costs

· Beneficial impact of peer pressure on level of request/more realistic costs and acceptable and agreed repayment profiles
· In some sectors, it may also open up interest from FTs to contribute to an investment fund
Any contributions made by PCTs will be recoverable.

The amount of funding required will be dependent on the gap between the requirements of HfL and the transitional costs of reconfiguration over the next 2 years on the one hand, and the resources available to individual PCTs in the sector on the other.
Therefore contributions will vary significantly between sectors and PCTs, and there could be a risk for some sectors with limited financial flexibility, as they would need to finance any pressures from within their sector as there would be no opportunity for wider support.
The investment fund will be owned by the PCTs but administered by NHS London through the resource clearance facility.  Each sector will have a local committee to review and approve the funding requests, which could be the JCPCT if appropriate, and the detailed governance arrangements will be agreed by each sector if approved by the boards.
All PCTs could access the fund, but this would need to be supported by a robust business case to demonstrate sustainable financial position is achievable thereafter, with strict evaluation criteria.

Any monies drawn by PCTs from the investment fund would be repayable by the PCT.  The timing of the repayments would take account of when a PCT can afford to make the repayments without putting them back into a deficit position.
7 Implications of the MTFS Proposal
The estimated impact of the historic debt proposal by PCT is provided in Appendix C.  NHS London is in discussions with the Department of Health regarding a potential contribution to the RAB issue, for which a decision is expected within the coming weeks.  Appendix C therefore assesses the impact on the historic debt levy under 3 scenarios for illustrative purposes:
· No contribution to RAB

· 50% contribution to RAB funding shortfall; the levy would fall from 1.3% to 0.8% - 0.9%

· 100% contribution to RAB funding shortfall; the levy would fall from 1.3% to 0.4%

The contribution requirements from PCTs for the sector-based investment fund will be confirmed following the finalising of the PCTs’ plans, as this will identify the potential funding gap required to implement at least the minimum HfL standards and any reconfiguration costs.

The implications for the local PCT, in terms of financial and delivery impact, are included in Appendix D.
8 Assessment of Alternatives
During the development of the MTFS proposal, a number of options have been considered to ascertain how the problems identified above could be addressed.

i. Use existing surpluses and lodgings to finance write offs of legacy debts

This option when discussed with the PCTs was not supported by the majority due to the perceived inequity.

ii. No intervention and PCTs and Trusts encouraged to resolve their issues on their own or at local/sector basis

The size of Trusts’ legacy deficits is not solvable without assistance.  It could not be resolved locally in all cases due to the mismatch between surplus PCT resources and location of legacy deficits.  It would also result in uneven implementation of HfL and standards of healthcare to patients and potential knock on effects to other boroughs in the event of failure of a Trust.

iii. Generate additional surpluses this year to reduce burden on this scheme

This has been tested robustly with the Department of Health and they have confirmed that that the flexibility to increase the overall control total for London is not available.
iv. Write off PCT debts as of now

There are a number of issues with this option:

· It is generally not supported, especially in light of the resulting inequity vs those who have successfully come out of turnaround.
· It is inconsistent with the proposed Trust scheme (based on deficits as at 2010/11), and PCTs in recovery would not be incentivised to complete their recovery
· Potential support required for HfL and reconfiguration is not confined to those PCTs in deficit.

v. Additional reduction to provider tariffs over and above the national 3% efficiency requirement

Again, there are a number of issues with this option:

· There would be strong resistance from FTs and ISTCs which could result in the reduction only applying to NHS providers, thereby creating an uneven playing field for providers

· It could make FT applications less viable and/or exacerbate difficulties of challenged Trusts as it would make it more difficult for Trusts to achieve an in year breakeven position

· Although allowable under the finance regime, this would be a suspension of PbR which would require a very strong case to be made to the DH
vi. Differential levy among PCTs

There were extensive discussions regarding the levy and whether there could be differential levies to help those PCTs with limited financial flexibility.  However, the impact on the levy for the remaining PCTs would then create financial pressures for these PCTs.

It is also over simplistic to assume that a PCT with a larger surplus is more able to contribute than others; many of these PCTs have very substantial needs for future investment on behalf of needy and poorly served communities.
These proposals therefore deal with differing financial strengths primarily through differential access to Investment Fund support based on need rather than varying the rate of contribution.
In addition, the ability for PCTs to reprofile the phasing of their payments over the 2 years will allow PCTs within sectors, and across London, to meet the overall annual requirement but give some flexibility to those with limited financial flexibility and financial pressures from investment and/or saving commitments.

9 Equality Impact Assessment
EIAs cover the six equality groups of race, disability, gender, age, faith and sexual orientation, as required by the relevant legislations and statutory codes of practice.

The final report “Health Inequalities and Equality Impact Assessments of Healthcare for London: consulting the capital” (London Health Commission, March 2008) recommended priority issues and actions relevant to EIAs and HIIAs.  Primary care, maternity care and stroke pathway were identified as the most relevant to impacting on equality and inequalities.  A recurring theme is that any proposal could either increase or reduce health inequalities depending on how they are implemented.
The PCTs will each need to have assessed the impact of the MTFS from an equalities perspective to determine whether there will be an impact and, if so, its likely magnitude. In making its decision as to whether to agree to the MTFS, the PCT Board must take the assessment of impact into account (together with consideration of how it could negate or minimise any adverse impact through its detailed planning processes).

The MTFS will have variable impacts on PCTs due to the differential degree of financial flexibilities linked to the amount of surplus (deficits)/lodgings and capitation positions.  The following factors are therefore important considerations for the EIA:

· Return of historic topslices was not included in PCT plans and therefore there are no planned services that will be affected by PCTs forgoing the return of these
· In terms of how the levy will impact on services for specific EIA groups, this will vary between PCTs but:

· The majority of PCTs will pay the levy using non-recurrent monies, e.g. lodgings, which cannot generally be used for service improvements as these tend to be recurrent in nature.
· Some PCTs may have wanted to spend the non-recurrent monies on initiatives such as estate improvement grants, additional payments to reduce LIFT liabilities, or accelerating 'invest to save' schemes but these would now have to be cancelled or delayed.
· PCTs with insufficient non-recurrent funds may need to use recurrent monies to pay the levy.  These recurrent monies will only be lost in-year, not in future years and the impact in year 2 will be lessened by the recurrent growth versus a non-recurrent levy i.e. two years of growth monies but the levy remains the same as in year 1.
· There is potential for PCTs to flex the profile of their payment over the 2 years which would assist those PCTs financially tight in 2009/10 to defer some of their payment to 2010/11, which may also help balance/avoid the need for using recurrent monies.

· Flexibilities are needed for one PCT experiencing significant population growth not matched by funding growth in terms of the revenue resource limit due to the current allocation formula lagging behind.
· Excluding PCTs with deficits from the levy payment means that those who are already being top-sliced to repay legacy debts are not put into an even more challenging financial position which would jeopardise their move out of deficit.
· The sector investment funds should help to ensure at least the minimum standards of HfL are achieved across the capital, even for those PCTs with limited financial flexibility.
· The establishment of the Challenged Trust Board provides assurance for PCTs to have real levers to implement sustainable change.
· London has a deficit which has to be paid off for NHS London, PCTs and Trusts to meet their statutory duty.  In the past, when the Department of Health or NHS London have top-sliced PCTs to clear debt, PCTs have had to accept the imposition without having an input on the deployment of these funds, or how the impact on equality and inequalities would be addressed.  The MTFS proposal gives PCTs more control and involvement in the usage of these monies.

It is recognised that for some PCTs there may be an impact, for example deferral of a planned scheme.  All PCTs have made an initial impact assessment of the impact of the MTFS for their locality (see Appendix D).  It is not envisaged that the MTFS will have a significant impact from an equality perspective.  The planning process for developing operational plans, which PCTs are currently undertaking, will ensure that any adverse impact identified by PCTs for their locality is minimised/mitigated.  The flexibility available to PCTs within sectors, and across London, regarding the phasing of the historic debt levy should help PCTs to plan and manage their contribution to minimise the impact.  In addition, PCTs with financial challenges will be eligible to apply to the sectoral investment funds for support with HfL and reconfiguration investments.  It is therefore envisaged that any potential negative impact of the MTFS can be mitigated to a very substantial extent.
10 Risk Management
The scale and nature of the challenges faced in London mean that substantial intervention is required.  The impact for some PCTs means that this is likely to be highly visible and deeply contentious in some areas.

There are therefore a number of risks identified, with mitigating actions to address them:
· Investments fail to deliver desired solutions

· Rigour in assuring individual Trust strategies and business plans, on which financial investments are predicated, including appropriate external validation through the development of the Challenged Trust Board and rigorous benefit realisation and programme management of Trusts’ performance
· Robust local application of failure regime where performance falls short of projections, with rapid escalation to structural intervention
· External risks including changes in planning assumptions, eg growth funding, local council plans and/or additional unplanned financial pressures impacts significantly on PCTs and investment plans 

· Boards would need to sign up in principle, subject to no significant changes in assumptions/DH spending plans announced in December
· Local stakeholder concerns
· Communication plan to provide proactive stakeholder management

· Significant local flexibility both on the timing of the 1.3% levy and the use of the investment fund should help manage the local impact
11 Recommendation

In order to address the deficit problem of London and facilitate the implementation of reconfiguration and HfL across the Capital, it is recommended that:
1) The board agrees to forgo the return of the topslice

2) The board agrees to a non-recurrent, non-recoverable levy of 1.3% p.a. for the next 2 years where the PCT is in balance and not repaying prior year debts
3) The board agrees to establish a joint committee with NHS London and the 31 London PCTs to form the Challenged Trust Board, with representation for the 31 PCTs to be provided through 7 members which will be agreed within each sector
4) The board agrees to define within sectors the level of funds required to support PCTs within their sector to implement at least the minimum requirements of HfL and any reconfiguration costs to support Trust Transformation
5) The board agrees to set up sectoral investment committees (or their JCPCTs, if appropriate) to oversee the allocation and repayment of monies from sector-based investment funds in relation to 4)
6) Where initial impact assessments indicate further work is required to mitigate risks, the board agrees to undertake full local equality impact assessments (EIAs) as well as health inequalities impact assessments (HIIAs) relating to the effects of the MTFS in the context of plans and commissioning arrangements being completed in Quarter 4
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Appendix B

Explanation of RAB

1.
Introduction:

Until 2006/07 the DH’s Resource Accounting and Budgeting (RAB) system was based on carry forward arrangements for both PCTs and Trusts (i.e. if a PCT or Trust overspent in one year, the value of the overspend was deducted from its potential resources the following year (the converse also applied)). This was abolished in theory in 2006-07 but historic or ‘backlog’ RAB was not financed in full, which leaves the London Health economy with a significant problem. 

Resource Accounting and Budgeting - RAB

Just like PCTs, Trusts were faced with the challenge to return to financial balance and repay the deficit.  However, Trusts had the additional challenge to break even cumulatively over 3-5 year period which gave rise to the “double whammy” effect.  There has been widespread criticism of this accounting principle, not least from the Audit Commission. To demonstrate how this works a simple example is given below.
Example

A Trust starts the year in balance but makes a £5 million recurring deficit at the year end. It has to do three things:
· Make £5 million of recurrent savings in order to return to recurrent financial balance

· Pay back through RAB adjustments the £5 million historic deficit

· Generate surpluses within the 3-5 year period to eliminate the accumulated deficit in order to meet the statutory break-even duty

The following illustrates this under the RAB arrangements:
	
	Yr 1
	Yr 2
	Yr 3
	Yr 4

	Income
	100
	100
	100
	100

	RAB adjustment
	
	
	(5)
	

	Net Income
	100
	100
	95
	100

	Base expenditure
	100
	105
	105
	100

	CIP (recurrent)
	-
	-
	(5)
	-

	Further saving requirement
	-
	-
	(5)
	(5)

	Net Expenditure
	100
	105
	95
	95

	
	
	
	
	

	In year surplus/(deficit)
	0
	(5)
	0
	5

	
	
	
	
	

	Cumulative surplus/(deficit)
	0
	(5)
	(5)
	0


Following the abolishment of RAB for Trusts, Trusts now face a similar situation to PCTs as illustrated below:

	
	Yr 1
	Yr 2
	Yr 3
	Yr 4

	Income
	100
	100
	100
	100

	RAB adjustment
	
	
	
	

	Net Income
	100
	100
	100
	100

	Expenditure
	100
	105
	105
	100

	CIP (recurrent)
	-
	-
	(5)
	-

	Further saving requirement
	-
	-
	-
	(5)

	Net Expenditure
	100
	105
	100
	95

	
	
	
	
	

	In year surplus/(deficit)
	0
	(5)
	0
	5

	
	
	
	
	

	Cumulative surplus/(deficit)
	0
	(5)
	(5)
	0


The DH abolished the system of RAB reductions made to Trusts on 28 March 2007: however they did not fully resource this decision.   As a consequence of the way this was implemented in relation to London Trusts, we now have a net £187m resources shortfall, which represents the RAB deficits of Trusts.  Historical deficits/surpluses are reflected in Trusts’ accounts and under the terms of their break even duty, Trusts must match deficits in one year with surpluses in another over a three year (or exceptionally five year) period, effectively repaying their cumulative deficit in future years.  

£304m of topslices were taken in order to balance out the deficit position of PCTs and Trusts in 2006/07 and 2007/08 - to offset the resource impacts of the £187 million RAB deficits outlined above for Trusts, and the £119m RAB to be repaid by PCTs (who are not subject to the ‘double whammy’ problem due to the absence of a break even duty). The principle agreed with PCTs was that residual topslices would be repaid out of the ‘payback’ of RAB deficits by deficit organisations.

However the RAB system itself acts as a barrier to ensure that Trusts (in contrast to PCTs) cannot pay them back, therefore PCTs cannot get back their funds. We end up with a position that could be termed ‘infinitely regressive’ or in permanent stasis - PCTs may never get their money back and Trusts may never retrieve their RAB positions. A solution is therefore required to solve this problem strategically and create the resource flexibility and headroom required to move forward. 

Appendix C
Estimated Impact of the Historic Debt Levy for PCTs
[image: image5.emf]1.3% 1.2% 0.9% 0.8% 0.4% 0.4%

2009/10 2010/11 2009/10 2010/11 2009/10 2010/11

Barking And Dagenham  3,576            3,699            2,422         2,347         1,183         1,129        

Barnet  6,170            6,381            4,178         4,049         2,040         1,948        

Bexley 

Brent  5,904            6,107            3,998         3,875         1,953         1,864        

Bromley  5,406            5,591            3,661         3,548         1,788         1,707        

Camden  5,342            5,525            3,617         3,506         1,767         1,686        

City And Hackney  5,581            5,772            3,779         3,662         1,846         1,762        

Croydon  6,143            6,353            4,160         4,031         2,031         1,939        

Ealing  6,444            6,665            4,364         4,229         2,131         2,034        

Enfield 

Greenwich  4,988            5,158            3,377         3,273         1,649         1,574        

Hammersmith And Fulham  3,836            3,967            2,597         2,517         1,268         1,211        

Haringey  5,025            5,197            3,403         3,298         1,662         1,586        

Harrow  3,699            3,826            2,505         2,428         1,223         1,168        

Havering   4,434            4,585            3,002         2,910         1,466         1,400        

Hillingdon 

Hounslow 

Islington  4,874            5,041            3,301         3,199         1,612         1,539        

Kensington And Chelsea  3,986            4,123            2,699         2,616         1,318         1,258        

Kingston  3,037            1,927         927           

Lambeth  6,765            6,997            4,581         4,440         2,237         2,136        

Lewisham  5,754            5,951            3,897         3,776         1,903         1,816        

Newham  6,081            6,290            4,118         3,991         2,011         1,920        

Redbridge  4,253            4,398            2,880         2,791         1,406         1,342        

Richmond And Twickenham  3,252            3,363            2,202         2,134         1,075         1,027        

Southwark  5,809            6,008            3,934         3,812         1,921         1,834        

Sutton And Merton  6,659            6,887            4,510         4,370         2,202         2,102        

Tower Hamlets  5,297            5,479            3,587         3,477         1,752         1,672        

Waltham Forest  4,652            4,811            3,150         3,053         1,538         1,469        

Wandsworth  5,626            5,818            3,810         3,692         1,860         1,776        

Westminster  5,316            5,498            3,600         3,489         1,758         1,678        

Total 134,873    142,527    91,332    90,439    44,604    43,502   

Total Contribution to 

Deficit

£000

Total Contribution to 

Deficit

£000

Total Contribution to 

Deficit

£000

Scenario 3

DH support of 100% 

of RAB

Scenario 1

No Support for RAB

Scenario 2

DH support of 50% of 

RAB


Glossary

	Comprehensive Spending Review
	In-depth examination of the Government's spending priorities to establish long-tem aims and objectives for each department covering 3 year period

	CTB
	Challenged Trust Board: governance mechanism for Trusts receiving funds to clear cumulative debt

	Financially Challenged Trust
	Organisations with long standing and significant deficits with no firm plan in existence for their resolution in the foreseeable future

	FT
	Foundation Trust: A public service organisation established as a ‘public benefit corporation’ with freedoms to innovate and forge partnerships in the public interest and governance arrangements designed to help Trusts better reflect the needs of the communities they serve

	HfL 
	Healthcare for London

	Historic debt
	Deficits generated by Trusts in prior years which has not been repaid subsequently

	Investment Fund
	Sector-based fund made up of contributions from PCTs depending on funding gap in their sector for implementing at least the minimum HfL requirements and reconfiguration

	ISTC
	Independent Sector Treatment Centre

	Lodgings
	PCT surpluses that are held with the SHA but returnable to PCTs

	MPET
	Multi-Professional Education and Training

	RAB
	Resource Accounting and Budgeting (see Appendix B)
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