Brent PCT board meeting – 23 May 2007

Finance report

This paper summarises financial performance for the year which ended on 31 March 2007 and provides a brief update on the finalisation of budgets for 2007/08.
Draft accounts for 2006/07
The draft accounts for the year were submitted to the Department of Health on 9 May and showed a deficit of just under £24m as shown in the Operating Cost Statement attached.

The target deficit for the year had been reduced by £2.7m to £22.3m from the last reported figure to the board of £25m. This was due to the early return of part of the 2006/07 London top slice due to better than expected financial performance across the NHS in London. The final deficit for the year was therefore £1.7m worse than target but nevertheless reflected a significant achievement for the PCT. The single area which caused this worse than planned outturn was overspending on acute commissioning.
Details of performance in different areas of PCT activity

Acute commissioning

At the end of February (month 11) there was an overspend of £3.2m on acute commissioning, by the end of the year this had risen to £6.5m. This is based on bills from the Trusts for the last quarter of the year which still have to be validated and not all the activity information required to do this is available yet so the final position will change once this has been completed. A prudent approach has been taken to avoid the difficulties experienced at the end of 2005/06 and it is not expected that the final position will be worse than shown here.  There was overperformance on the four main Trusts that provide services for Brent and brief details are provided below. 

At North West London Hospitals most of the £1.2m adverse movement from February relates to non elective inpatient activity with much smaller sums due to outpatient and A&E overperformance.
At Hammersmith Hospitals there was a movement of £0.5m from February with overperformance in renal and ITU.

There were also adverse movements of some £0.4m at St Mary’s and the Royal Free and critical care has been a pressure in both Trusts.

All four local Trusts were asked to defer non urgent elective activity to reduce costs in the last quarter of the year. Despite this, activity levels do not appear to have gone down and the number of patients waiting for treatment has not increased. The PCT is in discussion with these Trusts to determine what has happened and also how much of this work will be paid for. The final outturn reported here assumes an estimated saving from deferred activity of £0.75m compared to the £2.5m requested.

Joint commissioning 

The £0.9m overspend here is £0.2m better than the forecast made in December.

Primary care

There was an underspend of £1.1m at the end of the year compared to a forecast breakeven position. This is mainly due to a £0.9m underspend on prescribing due mainly to a reduction in the price of generic drugs. The overspend on QOF payments to GPs is offset by underspending on the pharmacy contract where pharmacists are still not providing the full extent of services provided for in the new contract.
Other costs

The overspend of £0.8m on management costs is similar to that in February and is due to higher than budgeted turnaround and legal costs and overspends on staff budgets.

The unused balance of £2.8m in reserves has, as expected, helped to reduce the overall deficit.

Final spend on historical issues is shown as £13.1m.This includes a £4.7m increase in prescribing creditors and £8.4m of debts that should have been accounted for in earlier years. Agreement has now been reached with the London Borough of Brent about the historical debts to the Council. 
Provider services

The final outturn for provider services is a deficit of £2.9m which is about £0.1m worse than forecast. As at the end of February this budget was breaking even but there were some significant, expected, changes in March:

· The non achievement of an expected £2m gain from refinancing Willesden Hospital. The refinancing has not yet been finalised but, in addition, the Department of Health’s view was that such a gain could not be treated as a one off gain.
· The inclusion of a provision for the abortive costs of the Kingsbury Primary Care Centre development which the board decided not to proceed with.
· There were also some redundancy and impairment costs included in the final outturn.

Achievement of savings
As reported in the paper on turnaround, the PCT has achieved £11.3m of savings against the turnaround plan which is £0.8m below the last forecast for the year. However we have also achieved a profit of £1.2m on the sale of buildings which was not expected until the new year. Therefore the overall savings total is slightly above the last forecast.

Balance sheet
There are some significant differences in the balance sheet from the start of the year.

The value of land and buildings has reduced by £1.1m mainly due to the sales of three sites which took place at the end of March. Depreciation charges and indexation changes have also been included.

The level of debtors has gone up by £5.7m due to invoicing Councils for £1.8m of continuing care costs being transferred as part of the turnaround plan and £2.8m outstanding in respect of land sale proceeds. At the end of the year there was £5.1m outstanding to LB Brent, this includes the continuing care invoices referred to above, therefore the level of other general debts is less than half that at the end of March 2006.

Creditors have more than doubled in the year from £30m to £67m. This biggest contributory factor is the £25m funding announced in April to offset the previous RAB reduction in funding for North West London Hospitals. The increase of £4.7m prescribing creditors is also included. The PCT has also taken a more prudent approach to the use of contingent liabilities this year and included all costs that are likely to crystallise in expenditure for the year.
The general fund reduction reflects a number of factors including the PCT deficit for the year and impairments.
Capital spend

Capital spend for the year is £2.3m which is £0.1m above the Resource Limit. The largest project completed is the Wembley boiler house at a cost of £0.9m, £0.4m was spent on IT projects and further £0.3m relates to a technical charge for the Willesden Hospital deferred asset which will become the PCT’s when the PFI contract ends.

Lessons to be learned
Moving forward, the biggest area that the PCT needs to improve is management of commissioning activity in the acute sector. This needs to be done from the perspective of dialogue with providers to ensure only agreed levels of activity are delivered and that planned efficiency improvements are achieved. The PCT also needs to ensure that referrals from primary care are managed and that the expected impact from redesign initiatives such as care pathways and A&E front of house is achieved.
There are also lessons about ensuring budget setting and budgetary control is rigorous and that actions are taken quickly to keep performance on track. 

The PCT will also need to ensure that turnaround savings are more integrated into budgets in 2007/08 so that it is much easier to see whether agreed plans are being delivered and so that overall financial performance and achievement of savings are consistent.

2007/08 budgets
As reported to the last board meeting, further work was needed to finalise provider budgets to eliminate the £0.75m gap. A number of meetings have been held but progress has been slower than anticipated as many budget holders have not previously been involved in such discussions and faced a steep learning curve. It is planned that this work will be completed before the board meeting. 
Headquarters budgets will be rolled forward until the restructuring exercise has been completed.

SLA budgets have now been finalised

Conclusion
The board is asked to note this report.

The PCT has not met three of its financial duties - to break even overall, to break even on provider services and to stay within the Capital Resource Limit. 

The final accounts will now be audited, reviewed by the Audit Committee and brought to the board for adoption in July.
Anna Anderson

Interim Finance Director

15 May 2007
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