Brent PCT Board Meeting 22 March 2007
Budget and Service Level Agreements for 2007/08

1. Introduction

This paper sets out progress to date on setting budgets and agreeing SLAs for the PCT. The work on completing detailed budgets and signing off SLAs is not yet complete however it is expected that this can be done within the total shown in this paper and the board is asked to approve this overall budget. 
In summary, the revenue budget provides for expenditure of £409.1m which is £17.6m above the expected resource limit. This allows repayment of £7.4m of the accumulated deficit and means that the PCT will have a positive run rate during the year. This is in line with the SHA’s current expectation for 2007/08 and includes planned savings of £25m.

2. Resource Limit

The PCT will receive an uplift of £29m or 7.3% on its adjusted baseline Resource Limit. This is one of the lowest percentage increases for London PCTs (which range from 6.8% to 16.3%) and reflects the PCT’s historic over capitation funding position. 

As in 2006/07, all PCTs are required to contribute to a London-wide top slice intended to provide a resource to help the SHA in managing overall pressures in the capital. The top slice was originally 3.6% but this was reduced earlier this month to 2.5%, reducing the sum from Brent by £4.5m, from £14.7m to £10.2m. This change will assist the PCT in repaying its accumulated deficit. 
The PCT will also have to repay £2.4m for the late adjustment to the 2005/06 outturn agreed when the accounts for that year were finalised in September 2006 and a further repayment of £25m will be needed for the forecast 2006/07 deficit. The PCT is in discussion with the SHA about the time period over which the whole accumulated deficit has to be repaid. The current plan is that £7.4m will be repaid in 2007/08 and the balance of £17.6m will be addressed in future years.

The impact of the Market Forces Factor adjustment will also reduce resources available by about £2m.

The net effect of these, and other smaller changes, is that, despite growth funding, the PCT is expected to have revenue Resource Limit for 2007/08 of £391.5m which is slightly below the 2006/07 baseline level and this has been used as the basis for this budget.
3. Operating Plan and discussion with SHA

The full operating plan for 2007/08 is included separately within these board papers, this is an updated version of the draft plan which was presented at the January board meeting. The overall financial forecast for the year has changed since January as shown in the table below:










     £m

· Operating Plan version 1 deficit




     4.5

· Revised weighted savings for 2007/08 as updated in March
   

     (risk weighted savings down from £32.3m to £21.2m)

   11.1        

· Cost of extra activity to meet 18 week target


     2.9

· Increase in year end deficit in 2006/07



    

     (PFI refinancing and Kingsbury abortive costs)


     2.7
· Further savings to bring total up to £25m


  
    -3.8

· Benefit from reduction in top slice




    -4.5
· Historical prescribing creditor increase



     4.7
· Remaining deficit to address in future years


   17.6
The SHA wishes to discuss whether further savings can be achieved in 2007/08. However it is the strongly held view of the PCT management team that £25m is the maximum deliverable without significantly destabilising the local health economy and achievement of this sum will be very challenging for the organisation. 

4. Approach to budget setting
The aim of this year’s budget setting process has been to be more rigorous and transparent than in previous years, and progress has been made. To establish strong financial management across the PCT it is essential that all managers are involved in setting budgets, that there are clear links between financial resources, workforce and activity and that managers have the skills and support to manage budgets that are agreed.

In the new year it is planned to build on the work so far, to finalise work so far and to undertake a zero based review of expenditure to challenge spending more fundamentally and identify ways in which the remaining deficit can be addressed.
5. Negotiation of Service level agreements with acute Trusts

The London-wide timetable for commissioning has been much shorter this year than previously. All PCTs and Trusts were expected to have agreed SLAs by the end of February and, whilst this challenging timetable has speeded up the process, Brent has not been alone in failing to meet this deadline. The process locally has been particularly challenging because of changes in staff in commissioning and finance which have meant, not only that available people have been very thinly spread, but that some historical knowledge has been lost. In the circumstances, the team here has done well to achieve as much progress as has been made.

Lead commissioning arrangements have been in place across London. Brent has been the lead commissioner for North West London Hospitals which has meant that the PCT has been responsible for agreeing contract terms with the Trust on behalf of all London PCTs. For all our other SLAs, other PCTs have negotiated contract terms and this has in some cases meant that savings expected in the turnaround plan have not been achievable in all Trusts. For example, at St Mary’s the agreed target for new to follow up out patient ratios is the national average rate rather than upper quartile as the PCT had anticipated in the turnaround plan.  

All SLA values have been assessed in the same way. The baseline has been twice the activity in the first 6 months of 2006/07and this has been adjusted for savings in the turnaround plan and for the cost of activity to meet the 18 week referral to treatment target. Provider Trusts have done similar calculations and these have been compared in order to resolve differences and reach agreement.

For most Trusts non PbR activity (ie activity such as intensive care and direct access which is not covered by Payment by Results) has been more difficult to resolve due to local pricing issues and poor information on activity levels.

The involvement of GPs in the commissioning process has been limited and this is something that will be increased next year to ensure clinical input to the process and to allow a contribution from Practice Based Commissioning clusters.

There are still aspects of most SLAs that have to be finalised but in most cases the remaining issues are relatively small. More progress will be made between this paper being written and when the board meets.

The budget summary within this paper sets out current best estimates of SLA values where final agreement has not been reached yet.  Details for the PCT’s four main SLAs are set out below.
6. North West London Hospitals NHS Trust
Discussion of contract terms has been a lengthy process and as yet not concluded. The Trust has agreed to targets for the improvement of information, and clinical coding in particular. Discussion of efficiency gains in new to follow up outpatient ratios has not yet concluded, the PCT has asked for upper quartile targets and the Trust considers this to be too ambitious. There has also been considerable discussion about consultant to consultant referrals. The question of penalties for not achieving agreed targets has also proved thorny, The PCT view is that, in the main, if activity efficiency improvements are not achieved the PCT will not pay for the excess. 
The PCT has to achieve £4.2m of savings from this SLA split up as follows:


£m

Inpatients
1.1
Outpatients
2.0
Excess bed days
0.4
A&E
0.7
          Total
4.2
If there is a shortfall on any part of this it will have to be made up from other measures The Trust has been informed that they should expect the total savings target to increase by about £1m as part of the plans to save the extra £3.8m highlighted in section 3 above. 

The value of the SLA is expected to be £83.7m net of the savings above and including £1.6m for the 18 week target. There are issues relating to A&E activity included in non PbR spend and funding for the outpatient element of the 18 week target still to be resolved.
7. St Mary’s Hospital NHS Trust

There have been difficulties in agreeing activity levels with St Mary’s which has hampered progress and there are still significant activity and cost issues to resolve. The estimated SLA value of £25m is £2m higher than the forecast outturn for 2006/07 and at 9% is one of the highest percentage increases. This includes £0.4m relating to the transfer of orthopaedic patients from Ravenscourt Park (previously counted as part of Hammersmith Hospitals’ activity), £0.7m for a renal funding discrepancy. There is a pricing issue relating to critical care and other non PbR activity to be resolved. Some anticipated turnaround savings will not be achieved on this SLA, as highlighted in section 5 above. This is because contract terms negotiated by Westminster PCT, the lead commissioning PCT, are less favourable than anticipated.

8. Hammersmith Hospitals NHS Trust
This SLA is close to being agreed. The value is less than forecast outturn and reflects a reduction of £0.8m for Ravenscourt Park activity transferred to NW London and St Mary’s. 

9. Royal Free Hospital NHS Trust

There are still a number of significant issues to be resolved. The SLA value proposed by the Trust is over £1m higher than the expected outturn in 2006/07. This partly reflects the transfer of burns and plastics services from Mount Vernon, however the proposal also contains additional outpatient activity which has not been explained. Further work is being done to resolve this.
10. Other acute commissioning – consortia spend, provider unit etc

An additional £1.3m has been added to the specialist commissioning consortia budget that covers services including paediatric intensive care and haemophilia. Consortia arrangements provide a mechanism for pooling risk between PCTs and the contribution from each PCT is adjusted each year to reflect actual usage of services.
The provider SLA has been set in line with what has been included in the turnaround plan plus £0.8m to fund the Monks Park and Sudbury Court developments. Further work is needed to complete a detailed establishment review and costing of all staff budgets and to address other cost pressures estimated at £0.7m. 
11. Negotiation of mental health and other service level agreements

Good progress has been made in this area and several of the mental health SLAs were agreed by the end of February. The Central and North West London Mental Health SLA agreement includes indicative figures for 2008/09 and 2009/10 as the Trust wanted to agree a 3 year SLA in advance of its planned move to Foundation Trust status this spring. The total of £33.6m includes the cost of services currently provided at Kingsbury Hospital, funding for substance misuse and continuing care which have been transferred into the SLA as the Trust believes its greater expertise will enable it to manage these resources better than the PCT has been able to.

Some mental health, childrens and HIV/AIDs services included here are covered by specialist commissioning consortia arrangements and additional funding has been provided to cover increased costs of these, largely reflecting use of services.
The continuing care budget of £26.8m is also included here and this relates to the important area of joint working with the local authority. As the board is aware, the issue of respective health and social care funding responsibilities has been high profile over recent months and significant savings are expected in this budget as a result of reviewing what the PCT is legally responsible for.  

12. Primary care

The prescribing budget has been uplifted by 8% in line with Department of Health guidance as well as being reduced for planned savings in the turnaround plan.

There is significant pressure within the pharmacy contract due to the full year effect of the national contract implemented last year. This has been funded but the PCT has to assess which elements of this can be reduced in the new year.

There are also historical pressures in the general medical services budget where several aspects such as rent/rates, IT and QOF payments have been overspending. Again, whilst some provision has been made for these, work is needed in the new year to reduce these costs. 
13. Headquarters 
The budget has been retained at the KPMG forecast outturn level, less the expected turnaround saving from restructuring. A review of structures, to make them more fit for purpose and achieve savings, is due to take place early in the new year and revised establishments will be costed in detail as part of that exercise. £0.5m has been included here for interest payments on the £10.8m loan needed to meet the PCT’s cash commitments. 
14. Turnaround plan savings
Budgets include savings of £21.2m which are part of the January update of the turnaround plan. A further sum of £3.8m is being worked up to bring the total of weighted savings up to £25m and this is being discussed separately with the board. This additional sum of £3.8m is shown as a single figure in the budget summary.   
The budget presented here does not provide for any savings to be given back to PBC clusters, as this would prevent the PCT from being able to return to a breakeven position. 
15. Reserves

There is a total of £0.85m in reserves, this is to contribute to redundancy costs and to cover some minor allocations.
16. Capital
The PCT will have a capital resource limit of £6.6m. This is made up as follows:

	
	£m

	Block allocation
	3.844

	Return of brokerage
	2.500

	Dental funding
	0.226

	Total

	6.570


Plans for use of this funding have not been completed yet but it is expected that backlog maintenance, Health and Safety and IM&T will be significant components. Resources will also be used to support the turnaround plan and potentially to provide new headquarters accommodation for the PCT. It is likely that not all these funds will be used in 2007/08 and some will be brokered back to the SHA.

17. Cash

The PCT’s notified cash limit is £414.8m, including £3.8m for capital. This is likely to change to reflect changes in resource limits.

In order for the PCT to manage its cash position in 2006/07 it used £2.7m of capital cash (the Capital Resource limit was given back as brokerage) and it also received a loan from the Department of Health of £10.8m. This loan needs to be repaid over three years therefore the cash limit has been reduced by £3.6m in respect of this repayment. In addition it has been assumed that the PCT will have to pay an estimated £0.5m interest on this loan.

The table below shows the forecast cash outturn:

	
	£m

	Revenue expenditure
	409.1

	Capital expenditure
	    6.6

	Total cash requirement         
	415.7

	Cash limit                                      
	414.8


It is anticipated that the small projected shortfall of £0.9m can be managed by the PCT. However this will be closely monitored throughout the year.
18. Next steps 

The aim is to finalise SLA negotiations during March and also to complete the detailed work on provider budgets, within the financial envelopes shown in the budget summary. Early in the new year headquarters functions will be reviewed to make them more fit for purpose and to achieve the savings expected in the turnaround plan. Work on the extra £3.8m of savings will also be continued so that these plans can be agreed by the board in May. A more fundamental review will also be undertaken to challenge spending in all areas to contribute to the next phase of the turnaround process to eliminate the accumulated deficit. The PCT is also meeting with the SHA next week to discuss the issue of timing for repayment of the deficit.
19. Recommendation

The board is asked to approve the revenue and capital budgets for next year and support the further work outlined above.
Anna Anderson

Interim Finance Director

15 March 2007
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