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1. Introduction
1.i) Why do we need a Medium Term Financial Strategy?

Financial planning is a key element of primary care trust (PCT) management. 

The Medium Term Financial Strategy (MTFS) is a financial reflection of the organisation’s strategic plan. As such it must be developed, understood and delivered by the entire PCT.
The Audit Commission has noted that historically within the NHS the focus has tended to be on short-term financial planning, that is, the annual budget. However, key policy developments across the NHS, such as the introduction of three year resource assumptions and of Payment by Results  mean that NHS bodies increasingly need to plan their financial strategies over a longer time period and link these directly to strategic and service priorities. Within Brent the following key drivers make the development of a MTFS an urgent priority:-
· The requirement for a financial strategy to support the PCT Commissioning Strategy Plan. 
· The World Class Commissioning in PCTs requires the development of supporting financial competencies.

· The external Auditor’s Local Evaluation (ALE) assessments covering both the 2006/7 and 2007/8 financial year confirmed that medium term financial planning remained a significant weakness for the PCT. 
· The expectation that PCTs will continue to demonstrate efficiency gains over the longer term.

· The strategic changes in service commissioning and provision which are likely to emerge within London as a consequence of the Healthcare for London review will need to be supported by robust and affordable PCT financial strategies.

The development of a MTFS will also facilitate sustainable relationships with other organisations within the local health economy including:-

· NHS provider trusts through their rolling 3 year financial and business plans

· Other PCTs through collaborative strategic commissioning arrangements

· Local authority partners through the development of sustainable Local Area Agreements

The Brent PCT MTFS covers the 5 year period 2008/9 to 2012/13. It builds on the financial outturn for 2007/8 and the financial and service plans for 2008/9 as set out in the PCT Operating Plan. It reflects both the national and London-wide strategic commissioning framework and incorporates Brent’s own strategic plans. The MTFS is closely aligned to this developing strategic agenda with key linkages to the following:-

· Annual Operating Plan and LAA

· Commissioning Strategy Plan

· Joint Strategic Needs Assessment and Health and Wellbeing Strategy

· Primary Care Strategy

· Healthcare for London

· Other Strategic Plans

· PBC plans

· Estates and IM&T plans
The MTFS will provide assurance that the above strategies are financially feasible.
The MTFS also incorporates an approach to assessing the relative performance of the PCT drawing on a range of benchmarking data to facilitate an approach to the assessment of the efficiency and effectiveness of PCT services. This review which is set out in section 2.viii) and summarised in Appendix A can be expected to become more refined over time as the quality and range of comparative data available for benchmarking purposes improves.
1.ii) Critical Success Factors in Development of MTFS
The following requirements and characteristics have been identified by the Audit Commission as critical success factors in the development of a meaningful and relevant MTFS:- 
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The MTFS addresses the above requirements. The data quality issue is being addressed by the development of a separate data quality strategy which will be considered by the Board in July. An assessment of the degree of compliance of the MTFS with the key requirements outlined in the flowchart above is set out in section 7 of this report.
1.iii) Approach to development of MTFS in Brent
The analysis below sets out the proposed approach to the development of the MTFS including key timelines and linkages to the wider development of PCT strategy.
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The production of the MTFS is supported by the parallel development of a PCT data quality policy designed to ensure the reliability of the data used for financial and service planning.
The MTFS is a commissioning based strategy and incorporates the PCT provider arm as a commissioned community and primary care service. The provider side arm of the PCT is currently developing its own strategy as part of the initiative across London for PCTs to separate their provider functions from their main commissioning role.
1.iv) Linkages with Overall Strategic Plan and Timetable:-

Recent guidance from NHS London has set out the timetable for the development of Strategic Plans by PCTs during 2008/9 in the context of the World Class Commissioning (WCC) Assurance process as follows:-

· End of June: NHS London will launch a London-specific strategic planning and finance template and guidance to PCTs reflecting Healthcare for London priorities.

· June to November: NHS London to work with PCTs in the development of strategic plans and submission of (WCC) documentation.
· 30 September: PCTs have option to submit draft strategic plan to NHS London

· 28 November: PCTs will submit completed strategic plans and WCC documentation to NHS London

· December: PCT Strategic plans and WCC documentation reviewed by NHS London

· January/February 2009: Panel assessment as part of WCC Assurance process
2. Baseline Analysis

2.1)   Historical Context and Financial Performance 2007/8 
In 2006/7 the PCT ended the year with a £25m financial deficit. In 2007/8 the PCT achieved all of its Statutory Financial duties including:-

· Underspending against its Revenue Resource Limit for 2007/8 totalling £1.7m.This outturn position reflected the repayment of £15m of the PCT’s accumulated deficit. 
· Underspending against Capital Resource Limit of £8.9m

· Underspending against cash limit of £16.8m after repayment of whole of cash advance of £10.8m provided by DH in 2006/7.

The provisional year-end outturn for 2007/8 was reported to the May Board meeting. The audited annual accounts for 2007/8 will be presented to the Board at its July meeting.
An analysis of the 2007/8 year-end outturn in total and by acute, jointly commissioned and primary care is summarised below:-
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2.ii) Activity Outturn 2007/8
An analysis of the 2007/8 year-end acute activity outturn is set out in detail below:-

 Total Admitted Activity:-
Total admitted acute activity in 2007/8 totalled 63,197 spells as summarised below:-
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An analysis of the admitted activity by specialty is summarised below:-
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 Total Outpatient Activity:-
Total outpatient activity for 2007/8 totalled 292,520 attendances as summarised below:-
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An analysis of outpatient activity by specialty is summarised below:-
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2.iii)  Financial Plan 2008/9:-
The PCT’s financial plan for 2008/9 is set out in detail in the Operating Plan and detailed budgets which were agreed at the March 2008 PCT Board. The total forecast resource limit for 2008/9 totals £444.2m. The movement from the baseline to the total allocation for 2008/9 is summarised below:-
[image: image11.emf]Source of Funds  2008/9

£ooo

Baseline Recurrent Allocation 2008/9 440,836

Adjustments:-

 Non-recurrent 

Non-recurrent -20,714

Recurrent 

Recurrent 24,078

Total Allocation 2008/9 444,200


Expenditure budgets total £431.7m giving a forecast surplus on the revenue resource limit of £12.4m after the final repayment of prior year deficit totalling £10m. The composition of expenditure budgets is summarised below:-
 [image: image12.emf]Application of Funds 2008/9
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Baseline Recurrent Budget  2008/9 408,920

Adjustments  for:-

Inflation uplift

9,733

  

Expenditure/Savings plan:-

 General Contingency 4200

 Savings plan -13088

 Investment plan-National priorities 12489

 Investment plan-Local priorities (draft) 9500

sub total 13,101

Total Expenditure Plan 2008/9 431,754

Total  Allocation 2008/9 444,200

Forecast surplus for 2008/9 12,446


A summary of the 2008/09 budgets is set out below.  Detailed budgets were included in the March Board paper alongside the Operating Plan.

[image: image13.emf]2008/9 Budgets 

Budget summary 

£ooo £ooo

Budgets Issued to Directorates:-

Acute Commissioning and Contracting 196170

Joint Working Commissioning 78282

Primary Care 132867

HQ Management Costs 10735

Provider services:-

Gross Expenditure 40356

 Income -40356

Net provider services 0

Total Budgets issued to directorates 418054

PCT Reserves 

Second tranche investment programme 9500

In-year contingency reserve 4200

Total Reserves 13700

Total PCT Expenditure Budgets 431754


2.iv) Investment programme

Within the overall expenditure plan of £431.7m a first tranche of investment planned totalled £12.5m. The programme reflects investments required to support the achievement of the targets identified in both national requirements and national and London priorities. In addition the programme addresses a number of priorities identified by the PCT as key corporate objectives for 2008/9. An analysis of the programme is set out below:
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Directorate Scheme Description £ooo £ooo

Acute

NWL SLA  4136

Other SLAs 1981

Total acute 6117

Joint working CNWL Contract:-

Crisis resolution 300

Learning difficulties-intensive support 134

Total joint working 434

Primary Care

Practice Based Commissioning 1050

Investment for List validation 100

GP Premises-Pressures 250

Prescribing support 29

Inmmunisation target-GP payments 100

Total primary care 1529

Public Health

Smoking Cessation

520

Provider

Cost of new estate 1036

Other provider sub total 1226

Total provider 2262

HQ Total HQ 1627

Grand Total 12489


Allowance for a second tranche investment programme of £9.5m was included in the Operating Plan. The further investment is intended to be directed towards the following objectives:-
· Further assurance on delivery of national targets

· Improvement in the quality and safety of and access to existing services.

· Investment in local priorities and vital signs

· Capacity and capability building in the organisation to meet the standards of World Class Commissioning.

An investment panel chaired by the PCT Chief Executive has been established to oversee the implementation of the second tranche of the investment programme.
2.v)  Savings programme

The savings programme for 2008/9 totals £13m (3% of baseline recurrent expenditure) after risk evaluation. The savings programme is set out in detail in the Operating Plan and summarised by Directorate below:-
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Directorate Description

Planned 

Saving Abatement  Net Saving

£ooo £ooo £ooo

Acute

Admission avoidance sub total 2000 -750 1250

Out-patient referrals sub total 400 -100 300

Other acute sub total 6251 -313 5938

Total acute 8651 -1163 7488

Joint working

Learning disabilities sub total 365 -88 277

Alcohol screening 28 -1 27

 Children's services sub total 264 -33 231

 Mental health sub total 1341 -83 1258

Palliative care 300 -15 285

Disablement 300 -15 285

Total Joint working  2598 -235 2363

Primary Care

GP and Pharmacy sub total 930 -97 834

Prescribing 1127 -56 1071

Total Primary care  2057 -153 1904

Provider Staff savings 716

-36 680

HQ Turnaround savings 687

-34 653

Grand Total 14709 -1621 13088


2.vi) Underlying Financial Position:- 
An overview of the PCTs financial position over the 3 years 06/07 – 08/09 is et out below:
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The 2008/09 Operating Plan is for an in-year surplus of £12.4m which is after the final tranche of debt repayment of £10.2m i.e an underlying recurrent surplus of £22.6m.  (This assumes that all other income/expenditure is recurrent which is considered to be a reasonable assumption)
2.vii)    Year to Date and Forecast Outturn
The 2008/9 month 3 outturn position will be presented to the Board at its July meeting, alongside an updated forecast outturn.
2.viii)  Benchmarked Performance
As part of developing the MTFS the PCT is assessing its performance as a commissioner of services on behalf of the Brent population on a comparative basis with other PCTs. Additionally the PCT will wish to continue to assess the relative performance of its main secondary care providers against the key clinical performance areas which have been identified as significant to the patient experience and for which comparative performance measures are available in national data bases such NHS Institute for Innovation and Improvement and Dr Foster.

The benchmarking analysis undertaken to date has focused on the following:-

· Programme Budget Analysis
· Efficiency performance measures

Each is considered in turn below:-

 Programme Budget Analysis

The analysis of spend by health/condition ‘programme’ has been in development by the DH over recent years. The most recent available data is for 2006/07 and comparative spend levels across 23 programmes (and in some cases sub-programmes) is available and has been analysed. Programme budget analysis is also a key component of the Strategic Planning data pack produced by DH as part of the WCC initiative.
In interpreting the Brent position relative to others, the following points need to be noted:-
· In general, data quality remains an issue (although it is improving each year)
· The 2006/07 data for Brent is before Turnaround
· The 2006/07 Brent submission did not fully apportion provider services across programmes, potentially understating actual spend in some programmes and overstating ‘other’ (where most of the Provider arm was allocated)
· All analysis is presented  relative to weighted population (i.e. population adjusted for age, sex, need, MFF)
· The programme budget analysis set out within Appendix A compares Brent with the PCT cluster group (London Cosmopolitan) defined by DH.
As part of the material provided by the DH to assist PCTs in developing their Strategic Plans an analysis of total spend per weighted population for each of the programme categories has been made available. The values for each PCT are shown in terms of:-
· Bottom 10%
· Bottom 25%

· 25%-75%

· Top 25%

· Top 10%
PCTs are expected to reflect on the variation in expenditure on different services compared to related health outcomes and prevalence of different diseases. The position of Brent is summarised below. The same issues in relation to data quality set out above in relation to the DH Programme Budgeting initiative also apply to the WCC data analysis.
	Bottom 10%
	Bottom 25%
	Top 25%
	Top 10%

	Cancers & tumours

Respiratory system

Skin

Musculoskeletal system

Healthy individuals
	Trauma & Injuries
	Infectious Diseases

Endocrine, Nutritional & Metabolic

Mental Health

Learning Disability

Adverse effects & poisoning

Social care needs
	Maternity & reproductive health

‘Other’ conditions


The conditions/programmes set out above represent the outlier position for Brent. Expenditure on all other programmes is within the 25%-75% range. Those conditions/programmes within the top/bottom 10%-25% range will be analysed as part of the strategic planning process with a view to establishing the main drivers for the reported position, the link with Public Health / outcome data and any actions required as a result.
 Efficiency performance measures

The data is derived from the following sources:-

· NHS Institute for Innovation and Improvement productively metrics
· Dr Foster comparative clinical database

· World Class Commissioning Strategic Planning data pack
The analaysis provides as initial assessment which enables the PCT to review its performance against a range of key indicators in primary, community, elective and non-elective care using the same ranges as in the WCC data pack. The PCT intends to develop this approach with a view to including comparative benchmarks within the PCT. 
Primary and Community Care Key Indicators
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As set out above in relation to the programme budget analysis a further review will be undertaken in relation to those primary care indicators where the PCT is in the top or bottom 10%-25% range.
Elective Care Key Indicators

[image: image23.emf]Bottom 10%      Bottom 25%     25-75%     Top 25%    Top 10%

Prescribing cost per weighted pop. 



% generics



Potential savings from generics                            



District nurses per weighted pop                                



Health visitors per weighted pop                                



Community matrons per weighted pop                 



Other Community AHP per weighted pop            




As set out above a further review will be undertaken in relation to those elective indicators where the PCT is in the top or bottom 10%-25% range.
Non-Elective Care Indicators
Bottom 10%      Bottom 25%     25-75%     Top 25%    Top 10%

Standardised admission rate
                                      (
Non – elective admissions per 

A&E attend (provider)                                   (
% admissions for Amb. Care sensitive

diagnosis                                                       (
% admissions for 0-1 day LOS                                                           (
% admissions frequent users                                           (
% bed days for 75+                                      (
IP LOS for acute myocardial infarction                                                (
IP LOS – H87 FNOF                                                                           (
AV. LOS pre op for H87 FNOF                                                                            (
As set out above a further review will be undertaken in relation to those indicators where the PCT is in the top / bottom 10%-25% range as part of the Strategic Plan process.
Further analysis of a range of performance benchmarks is enclosed at Appendix A which, following discussion with the Executive Team, will now be the subject of further investigation and analysis.
3. Development of Medium Term Financial Strategy 
This section focuses on the identification and measurement of the key drivers for the financial plan together with a preliminary analysis of the baseline position under a range of scenarios. 
3.i) Key Drivers
The factors influencing the future financial position of the PCT have been categorised into external (i.e. those driven by factors external to the PCT) and internal (i.e. those within the PCT’s decision making). 

In identifying external factors, the standard PESTEL (Political, Economic, Sociological, Technological, Environmental, Legal & Regulatory) has been adapted into two categories:-

· Economic, legal, regulatory and national policy
· Demographic, technological and environmental

The internal drivers are:-

· The Efficiency/savings programme
· The Investment programme

The economic, legal, regulatory and national policy drivers include:-

· PCT growth uplift - the annual growth increase in the PCT resource limit, which will be influenced by its future weighted capitation target.
· RAB policy (Carry forward) – the impact of the carry forward of prior year deficits and surpluses on the PCT financial position.
· Topslice – no new topslice or return of prior year topslices are assumed (in line with NHS London advice)

· Contingency requirement - the level of general contingency to be held to offset the impact of unpredictable in-year cost pressures.
· Tariff Uplift – The annual  uplift to provider SLAs to reflect the impact of inflation, service quality enhancements and efficiency gain

· Legal changes (e.g. Continuing Care) – the forecast impact on PCT finances of legislation in relation to health and social care
· International Financial Reporting Standards (IFRS) – the impact on the PCT’s financial position of the implementation of  the implementation of IFRS with effect from 2009/10
· Impact of independent sector services in NWL – The impact of independent sector developments.
· PbR developments (e.g. HRG4) – the financial impact of changes in  PbR methodology, potentially leading to tariff price adjustments
· National policy changes / national Operating Framework -  The impact on PCT finances of  national/London policy  initiatives in relation to health targets and priorities
The demographic, technological and environmental policy drivers consist of:-

· Population growth – estimated changes in total population numbers 
· Population mix (Age, gender, ethnicity) – the impact of changes within the overall population change as a result the demographic mix
· Deprivation – the impact of deprivation at borough and neighbourhood level as measured by the Index of Multiple Deprivation
· Lifestyle trends – the effect on costs of key changes in lifestyle factors including smoking, drinking, obesity and diet.
· New technologies and drugs (NICE) –  the financial effect of technological change within the NHS and of new drugs approved for general use by  NICE
· Impact of patient choice/expectations – The financial impact of increasing patient expectations in relation to access to and quality of  healthcare 
The key internal drivers consist of:-

Efficiency/savings programme - Within the Spending Review settlement, there is an ongoing expectation of a 3% efficiency gain per annum. This is a key element of demonstrating WCC competency. In 2008/09 much of the PCT’s 3% was delivered through non-PbR price reductions with NWL and Imperial as a result of price rebasing. The PCT is now developing an approach for identifying and delivering a 3% efficiency / savings programme for 2009/10 onwards which will focus on improved value for money of commissioned services (acute, joint working and primary care and community services)
Investment programme - The PCT has developed a framework for developing and implementing Investment proposals that is largely consistent with WCC competencies and is being developed against the following criteria:
- proposals must demonstrate value for money

- they must demonstrate strategic fit
- they must be deliverable within the proposed timescale
- due process must be observed in relation to business case development and appropriate   sign-off

The investment programme for 2009/10 onwards will be developed as part of the CSP . In order to achieve fully the WCC competencies, investments will be set in the context of service and VFM reviews that challenge existing baselines and performance.

3.ii) Financial Scenario Analysis
The impact of the key cost drivers outlined above on the PCT financial position over the MTFS period  has been modelled  under three scenarios:-

· Target case scenario-based on the uplifts issued by the SHA for financial drivers, the GLA in respect of population drivers and  local target estimates for other drivers

· Best case scenario- Adjusts the target case scenario by applying a local assessment of the best case outturn to individual drivers where appropriate.
· Worst case scenario – Adjusts the target case scenario by applying a local assessment of the worst case outturn to individual drivers where appropriate.
The methodology employed to assess the impact of individual drivers on the MTFS and the outcome of modelling each scenario is set out in paragraphs 6.iii) and 6.iv) below.

3. iii) Cost Driver Methodology
An assessment of the specific impact of individual cost drivers on the PCT expenditure position has been made as follows:-
Drivers for which NHS London have confirmed specific targets   
The following external drivers have been assessed on the basis of planning assumptions provided by NHS London:-

· Growth uplift – range 4.2% to 5.2%
· Surplus and deficit carry forward/recovery arrangements have been excluded from the MTFS analysis which has focused on the recurrent underlying position at this stage (see section 6.iv) below
· Contingency requirement – The 1% contingency reserve established in the 2008/9 Operating Plan has been maintained at 1% of resource limit for the remainder of the Strategic Planning Period
· Efficiency saving requirement – the 3% national requirement is reflected in the target scenario, with the best and worst cases reflecting 3.5% and 0% respectively has been modelled
· Tariff uplift – range 2.3% to 3.5%
Population drivers
The assessments of both total and age mix population changes have been derived from the GLA estimates as summarised in the PCT Joint Strategic Needs Assessment. The total population is estimated to grow from 284,000 in 2008/9 to 295,000 in 2012/13, an overall increase of 3.87%. 
Within the overall growth position, higher than average increases in relation to the under 14 and over 75 age groups, both high consumers of health care resources, are forecast.  In order to reflect the resource impact of these differential population forecasts, an age-specific weighting has been applied to the estimates based on the weights used in the hospital and community services component of the RAWP formula. This has the effect of increasing the cumulative weighted population growth for the period to 4.38% under the target scenario,  In order to avoid unrealistically volatile annual expenditure effects, in-year variations in population estimates have been ‘smoothed to create an average annual increase of 0.88% per annum.

Other external drivers
A local ‘best estimate’ assessment has been applied to the group of drivers aggregated under ‘other policy initiatives’, the impact of new technologies and increasing patient choice and expectations. It is not possible to forecast these drivers with certainty at this time. As an example, the introduction of International Financial Reporting Standard (IFRS) is likely to have an impact on the PCT’s cost base in relation to the accounting treatment of PFI and LIFT schemes. At the present time, however, it is not possible to quantify the actual impact. As the development of the MTFS progresses during the course of 2008, the financial impact of some of these drivers may become clearer.
Other Public Health drivers - gender, ethnicity, deprivation and lifestyle trends
At the present time and following discussions with Public Health team, it has not been possible to incorporate the financial impact of potential changes in these areas on the model. This reflects the difficulty of assessing both the likely trends and also the lack of an agreed methodology to model the financial effect. It is anticipated that more work will be undertaken on this important cost determinant over the coming months.
Investment programme

The model incorporates the planned investment programme identified within the Operating Plan 2008/9 but no additional investments in 2009/10 onwards. 

3.iv) Cost Driver % Assessment
As described in paragraph 3.iii) above, an assessment of the annual financial impact in % terms of each cost driver on the MTFS has been carried out under each scenario. 
 The annual % uplift applied to each scenario is the same for each year 2009/10-2012/13 reflecting the ‘smoothing’ of in-year population forecast changes across the planning period as described above. 
The contingency reserve held for 2008/9 has been maintained at 1% of resource limit for each subsequent year and therefore excluded from the recurrent cost driver analysis summarised below. 

The impact on expenditure of the cost drivers identified in section 3.i) above is summarised below in both gross (excluding growth) and net (after growth) terms:-

                    [image: image17.emf]Summary of Cost Driver Annual % Uplift

Best Target Worst

% % %

Gross Expenditure uplift

5.43 6.68 9.13

Deduct Efficiency

-3.50 -3.00 0.00

Expenditure uplift 1.93 3.68 9.13

Deduct Growth

-5.20 -5.20 -4.20

Net Expenditure uplift -3.27 -1.52 4.93


The analysis is further analysed below across individual internal and external key driver categories both in chart and figures form:-
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Best Target Worst

% % %

1

External

1a Economic/Legal/  Regulatory/National Policy:-

PCT growth -5.20 -5.20 -4.20

Tariff Uplift 2.30 2.30 3.50

Other Policy Changes including:- (Note 1) 1.50 2.00 2.50

Legal changes

International Financial Reporting Standards (IFRS)

Independent Sector impact in NWL

PbR Developments (e.g. HRG 4)

National Policy Changes/ National Operating Framework

Sub total  Economic/Legal/  Regulatory/National Policy 

-1.40 -0.90 1.80

1b Demographic/Technological/Environmental:-

Population - Growth 0.76 0.76 0.76

Population - Age mix 0.11 0.11 0.11

Sub-total Population Growth/Mix 0.88 0.88 0.88

Population gender (Note 2) NA NA NA

Population ethnicity (Note 2) NA NA NA

Deprivation (Note 2) NA NA NA

Lifestyle Trends (Note 2) NA NA NA

New technologies and Drugs (Nice) 0.25 0.50 0.75

Impact of Patient Choice/expectations 0.50 1.00 1.50

Sub total  Demographic/Technological/Environmental

1.63 2.38 3.13

Total External

0.23 1.48 4.93

2

Internal:- 

Efficiency Gain -3.50 -3.00 0.00

Investment Programme (Note 3) TBC TBC TBC

 Total Internal 

-3.50 -3.00 0.00

Grand Total External and Internal

-3.27 -1.52 4.93

Reconciliation to Financial Model:-

Grand Total External and Internal (from above) -3.27 -1.52 4.93

Deduct PCT growth -5.20 -5.20 -4.20

Total Cost Uplift (excluding growth)Driver

1.93 3.68 9.13

Notes:-

1- Other policy changes apply  a combined uplift to the  drivers listed

2- NA- Not possible at this stage to evaluate financial impact

3- TBC Investment programme assessment will be a function of outcome of scenario modelling


i)  Validation of cost driver forecasts
Clearly there is no ‘correct’ answer to the issue of assessing the impact of those individual cost drivers which are not the subject of formal published guidance and as set out above; at the present time it is not possible to produce quantified assessments of all drivers. It is important therefore to attempt to validate the estimates within the MTFS with other external credible sources of data. 
 As an initial approach to validation, the % uplifts derived from the internal PCT modelling have been compared with the projected national annual real increases in expenditure for the period 2008/9 to 2012/13 identified within the Wanless report of 2002. These range from 4.4%-5.6% per annum depending on the levels of ‘engagement’ which range from ‘slow uptake’ to fully engaged. This is broadly in line with the ‘real ‘ terms increase estimated  in the ‘target’ case scenario as set out in the table below which is equivalent to 5% in gross terms:-
                          [image: image20.emf]Cost Driver Category

Analysis of 

Real Terms 

Expenditure 

Increase 

% per annum

Quality and reform in tariff 0.60

Other policy changes 2.00

Population growth/mix 0.88

New technologies and drugs 0.50

Patient choice and expectation 1.00

Total 4.98


Other credible sources of cost driver modelling will be sought during the planning process with a view to reaching a conclusion as to the most appropriate approach to be adopted for the financial model.
3.iv) Summary Baseline MTFS Financial  Assessment
The cost drivers as assessed in section 3 iii) under each scenario have been applied to the 2008/9 PCT underlying baseline position as set out in the Operating Plan and projected forward over the MTFS period to 2012/13. At this stage the impact of year-end surpluses and deficits under the RAB carry forward arrangements have been excluded on the basis that the focus of the MTFS is on the PCTs underlying recurrent income and expenditure position.
The MTFS baseline position under each scenario is summarised both in figures and graphically below:-
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Target Case Scenario 2008/9 2009/10 2010/11 2011/12 2012/13

£m £m £m £m £m

Income

454.40 478.03 503.13 529.54 557.34

Expenditure

-431.75 -445.67 -462.07 -479.07 -496.70

Surplus/-Deficit 22.65 32.36 41.06 50.47 60.64

Best Case Scenario 2008/9 2009/10 2010/11 2011/12 2012/13

£m £m £m £m £m

Income

454.40 478.03 503.13 529.54 557.34

Expenditure

-431.75 -440.56 -449.06 -457.73 -466.57

Surplus/-Deficit 22.65 37.47 54.06 71.81 90.77

Worst Case Scenario 2008/9 2009/10 2010/11 2011/12 2012/13

£m £m £m £m £m

Income

454.40 473.27 492.91 513.36 534.66

Expenditure

-431.75 -469.20 -512.03 -558.78 -609.80

Surplus/-Deficit 22.65 4.07 -19.13 -45.42 -75.14


The large range in the outcomes of the different scenarios in year 5 reflects the cumulative impact of the differences in the assumptions in the three scenarios.
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The above analysis indicates that under both the target and best case scenarios, the PCT underlying position continues to generate significant revenue surpluses which will be available to fund new investment initiatives throughout the MTFS period.

Under the worst case scenario the PCT moves to an increasing deficit position from 2010/11 onwards, principally reflecting the combination of lower growth rates, higher tariff uplift and failure to generate efficiency savings throughout the period from 2009/10 to 2012/13. Given the PCT’s current capitation position, the worst case scenario of lower growth is feasible. This reinforces the imperative for the PCT to continue to generate a substantial and continuing efficiency programme in order to maintain the underlying surplus position and generate an investment pool for new service targets and priorities to improve the health of the population of Brent.  Without the generation of ongoing efficiencies, the PCT’s underlying position will rapidly deteriorate.
4. Capital, cash and balance sheet

4.i)  Capital
The vast majority of the asset base of the PCT and hence the capital programme, relate to the Provider arm.  A Provider arm Estate Strategy is being developed which will determine future capital investments and disinvestments.
4.ii)  Cash

As a consequence of the deficit incurred in 2006/07, the PCT needed to secure a cash advance (loan) from the Department of Health.  The whole of the cash advance was repaid in 2007/08 and in 2008/09 the PCT’s cash plan is for an underspend of £22.6m as follows:
                                                      £m

Revenue resource underspend    12.4

Deficit repayment (non-cash)       10.2

                                                     22.6
For 2009/10 onwards, the cash position is expected to mirror the underlying financial position set out above.

4.iii) Balance Sheet
The summary balance sheet movement between 31/3/07 and 31/3/08 has been analysed as part of the report on the 07/08 outturn.  The key factors likely to impact on the different elements over the period of the MTFS (i.e. 08/09 – 12/13) are the capital and cash positions described above.
5.) Practice Based Commissioning
The arrangements for PBC in 2008/09 were agreed at the March 2008 PCT Board, alongside the 2008/09 Operating Plan and opening budgets.

The Board paper covered the following areas (the detail of which is not repeated here):

· PBC Budget scope

· Budget quantum

· Budget methodology

· Budget setting proposed approach

· Management of risk

· Measurement and allocation of savings

· Reporting arrangements

· Incentive scheme

· Financial governance and accountability

· Next steps and timetable

It is planned to build on the 2008/09 arrangements in 2009/10 as PBC becomes a central cornerstone of the PCT’s commissioning activities.  Arrangements for 2009/10 onwards will be developed in conjunction with the newly established PBC Commissioning Executive and overseen by the PBC Governance Board sub-committee.
6. Assessment against key requirements of MTFS identified by Audit Commission
The Audit Commission has identified a number of key requirements which every PCT needs to address and incorporate within its MTFS. These were highlighted in the initial MTFS briefing report considered by the PCT at its May Board meeting and are considered below with a view to assessing the extent to which this MTFS incorporates these requirements:-
· Strong leadership at both EMT and Board level – The development of the MTFS has been overseen by the Investment Panel chaired by the Chief Executive, the EMT and the Finance and Investment Strategy Group. (Board Sub-Committee)
· Support the achievement of strategic objectives – This initial MTFS reflects a financial assessment prior to modelling the impact of service priorities emerging from the strategic planning process. The MTFS will continue to be developed alongside the Strategy Plan.
· Establishing accountability for producing and adhering to MTFS – The project plan for the production of the PCT Strategic Plan identifies the processes, timetable and responsibility for the development of the MTFS as a key element of the Plan.
· Identifies and Manages the financial implications of risk – The MTFS incorporates an assessment of financial risk through the three scenario approach. This will approach will be extended as part of the Strategy Planning Process.
· Understands the PCT’s cost drivers – The MTFS incorporates an assessment of the impact of key cost drivers over the planning period. This approach will continue to be developed with particular reference to the quantification of drivers in relation to population gender, ethnicity, deprivation and lifestyle issues which it has not been possible to quantify in this initial assessment. Other locally assessed factors will continue to be refined on the basis of credible and relevant data when this is available while the Strategic Plan will identify the investment and disinvestment priorities for inclusion in the next version of the MTFS.
· Recognises the importance of good quality data – The need to underpin the Strategy and financial Plansby ensuring the quality of planning data is recognised and a Data Quality Strategy will be considered by the PCT July Board meeting.
· Producing an MTFS that is comprehensive, accurate and relevant – This initial assessment will be refined as part of the Strategic Plan programme of work during the period up the end of November.
· Providing the opportunity for internal and external stakeholder scrutiny – This requirement will be addressed as part of the forthcoming Strategic Plan programme.
· Ensuring Board approval and appropriate communication – It is anticipated that the PCT Board will approve the MTFS at its July meeting. All subsequent updates will also be subject to Board approval. The requirement for appropriate internal and external communication will be addressed as part of the forthcoming Strategic Plan programme.
· Using the MTFS as the key financial document and implementing systems for achievement, monitoring and refreshing MTFS – Annual revenue budgets for 2008/9 are consistent with the expenditure position set out within the MTFS and the 09/10 Operating Plan will similarly be directly linked to the MTFS. Delivery of the MTFS is supported by Standing Financial Instructions and related financial guidance which clearly identify responsibilities for financial management.
7. Conclusions and Next Steps
7i) Conclusions
On the basis of the key driver assumptions applied to the three scenarios as outlined in the preceding sections of this report, the baseline MTFS demonstrates that under the target and best case scenarios the PCT’s underlying position will remain in surplus throughout the Strategic Plan period. This will enable the PCT to invest in the priority services which will be identified in the forthcoming Strategic Plan. In order for this to be achieved, the target level of efficiency saving identified under both scenarios (3% and 3.5% respectively) must be achieved. 
The worst case scenario, which assumes that no efficiency savings are achieved from 2009/10 onwards, demonstrates that the PCT will move to a significant underlying deficit from 2010/11, emphasising the vital contribution of ongoing efficiency savings in ensuring a healthy underlying financial position during the period of the Strategic Plan.
7ii) Next steps
The further development of the MTFS will be taken forward as a key component of the Strategic Plan with the financial workstreams incorporated within the overall Project Plan which is currently being developed.

NHS London has developed a detailed financial and activity template for submission alongside PCT strategic plans and the MTFS summarised within this report, will be converted to the required format. This incorporates both a specialty/condition specific and setting of care based analysis of all activity and expenditure incorporating the themes identified within Healthcare for London.
The detailed template has been designed to:
· Provide the level of detail at specialty or setting level to understand how PCTs are developing their plans to implement Healthcare for London (HfL) and develop primary and community services:

· Provide a sufficient level of detail for NHS London to understand as part of the commissioning assurance process how PCTs plan to invest to deliver improvements  in the health outcomes they have identified in their strategic plans:
· Provide a sufficient level of detail for NHS London to understand how PCTs plan to secure value for money for the taxpayer by maximising improvements in health outcomes £ invested:

· Provide a sufficient level of detail for both specialties and care settings in order to understand how PCTs intend to use commissioning to shift provision of care for a range of services from acute to out-of-hospital settings:

· Encourage PCTs to further develop their understanding of their commissioning spend and activity in order for them to be in the position to make informed and transparent investment decisions and prioritise investment across budgets.

The re-analysis of current finances / activity levels will require a dedicated resource and project plan which is being developed.

As set out within this report, further work on benchmarking of performance will also be undertaken as part of the Strategic Plan programme in order to facilitate the assessment of the comparative performance of commissioned services and the identification of those areas where issues need to be addressed. The development of the next phase of the MTFS will be supported by the implementation of the data quality strategy which is also being considered by the Board at its July meeting.
Jonathan Wise
Director of Finance & Performance
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