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Cash Management Strategy
1.
Introduction and National Framework
1.1 PCTs have a statutory duty to remain within their Cash Limit, and cannot draw down cash beyond that.  Therefore, cash must be managed efficiently to ensure that the PCT has adequate cash for its needs for the whole year.  Any cash advances (loaned funds) from the Department of Health (DH) in excess of the cash limits will incur a charge.  This will put additional pressure on PCTs resource limits and a detailed plan for repayment of the loan is required.
1.2     Ineffective draw down of cash throughout the year is uneconomical for the Treasury, and where the DH deem a PCT is at fault the DH can impose a penalty on that PCT.  Also PCTs should not draw down cash in advance of need for any month.
1.3      Cash management cannot be undertaken in isolation from resource management. Both need to be planned and managed throughout the year.  

1.4      There are Treasury rules that apply to the total cash available to the DOH.   The DH cannot draw more cash from Treasury than the financing requirement approved by Parliament.

1.5
This strategy draws on, and is consistent with national guidance (cash management in the NHS – FMWP (04/05) 12)
2.
Calculation of total cash available to the PCT
2.1
Total cash available to the PCT equals 

· Net resources as per approved resource allocation for the financial year

· Plus capital allocation for the financial year

· Plus or minus any cash loans or repayments

· Less non cash items (new provisions, capital charges, depreciation, and impairments) for the financial year 

· Plus or plus or minus changes in creditors and debtors for the financial year
2.2
Parliament votes cash for one year only. Any cash in the PCT bank accounts at year end is not available to support the next year’s cash payments.  Cash balances reported in Annual Accounts can be deducted from the PCT in the next year.   Therefore, it is essential that cash balances are minimised at year end.
3.
In-year Cash forecasting
3.1
Treasury has to manage its cash requirements and borrowing in each month. To do this cost effectively requires all parts of the Exchequer to forecast cash needs for each month in advance of the start of the month. Poor cash forecasts for the month as a whole result in higher borrowing costs. 
3.2
The PCT must forecast its cash requirements for the following month and notify the DOH on the 20th working day of the previous month.  

3.3       Drawing too much cash which results in high month end balances can also result in penalties.   Monthly FIMS returns monitor the effectiveness of cash requisitioning.
3.4
In producing its monthly forecast, the PCTs should take account of the       following:
· Cash requirements should be linked to annual planned cash flow

· The PCT should make as accurate as possible its forecast of net cash requirements for the following month. This requirement is needed for both discretionary and non discretionary services.
· Contingencies should not be built into forecasts as this will increase Treasury borrowing costs and could incur penalties.
· Requisitions for discretionary and non discretionary accounts should be separate 

· Cash for non discretionary accounts should not be used for discretionary payments and vice versa.
4.
Bank accounts

4.1
The framework the PCT operates within is as follows:
· All settlements between NHS bodies or other Office of Paymaster General (OPG) users should be made via OPG transfers. 

· Separate OPG accounts will be held for discretionary and non discretionary cash.

· The same level of management is required for non discretionary accounts as for discretionary

· Cash in non discretionary accounts should not be loaned to the discretionary account.
· CHAPS payments (i.e. immediate payments) to non-NHS bodies should be avoided as they incur additional costs to the Treasury which maybe passed on to the PCT.

4.2
In addition to the OPG accounts the PCT has a commercial bank account     the depositing of income in the form of cash and cheques from non – NHS organisations.

5.
 Billing and payment within the NHS
5.1
The framework for Commissioned services is as follows:
· All contracts above £250k in annual value should be subject to monthly billing by the first of the month to which the bill relates, and payment on the 15th of the month (or the previous working day).
· These bills should exclude variations in value arising from under / over performance, which should be billed no less frequently than quarterly, within 30 days of the quarter end, and paid on the 15th of the month following receipt of the bill.
· Any disputed amounts should be credited by the trust on the next quarterly account, and re-invoiced when agreement is reached. 

· For SLAs under £250k in annual value, quarterly billing and payment will operate. Bills will be issued at the beginning of the quarter and paid on the 15th of the second month in the quarter.

· If the de minimus limit of £250k too high, and if a more frequent payment arrangement for low value contracts is required, this can be agreed.
6. 
Billing and payments with non-NHS bodies
6.1
The PCT is required to conform to the “Better Payments Practice Code” and as such should pay at least 95% of its invoices within 30 days of receipt of valid invoice or receipt of goods.   
6.2
The late Payments of Commercial Debts (Interest) Act 1998 applies to the NHS and hence non-NHS bodies may claim interest on late payments.

7.
Monitoring of performance on billing and payments.
7.1
The monthly FIMS return monitors the percentage of payments to both NHS and Non NHS creditors.  Performance data on the “Better Payments Practice Code” will also be reported in the Finance Report to the PCT Board.  
7.2
It is also important to ensure billing is done on a timely and accurate basis.  The PCT will establish a periodic income register to provide a check to ensure that all identified income is invoiced on a regular basis.  Regular review of outstanding debtors will be undertaken in line with the debtors policy.
7.3
Regular monitoring of creditors must also be undertaken.  This will ensure any potential disputes are highlighted at an early stage for resolution.
7.4
All debtors/creditors over three months old will be reported routinely to the Audit Committee with explanations/action plans.  

8.

Monitoring of cash management
8.1      The monthly FIMS return monitors the cash management plans of the                    PCT and includes
· Details of the PCT Cash Limit

· Reconciliation of Cash Drawings to Net Parliamentary Funding

· Yearly cashflow statement by month

· Details of cash drawings, net payments and opening and closing OPG balances

· Cash topslices by the DOH for Prescribing, Oxygen, Pharmacy and Dental Contracts

· Profiled cash limit across the year.

· Balance sheet movements

8.2
The PCT Cashflow forecast is included as part of the Monthly Finance Report that is presented for consideration by the PCT Board.
8.3      The PCT mechanisms for monitoring cashflow  include:
· Monthly reconciliation between Income & Expenditure movements, Balance Sheet movements and Cash utilisation.
· Monthly analysis of outstanding creditors and debtors

· Monthly updating of cashflow spreadsheet 

· Monthly monitoring of Periodic Income and Payments Register

· Separate capital cash flow to be maintained.

· Development of 3-5 year cash plan as part of Medium Term Financial Plan
· Monthly analysis of reasons for not meeting the 30 day payment period. (if applicable)
9.
Local Finance policies and procedures

9.1
The PCT has the following finance policies and procedures that support the implementation of this strategy:
·  Debtors and write-offs

· Cash management
10.
Conclusion
10.1
The PCTs cash management strategy will be kept under regular review and updated as appropriate.

Jonathan Wise

Director of Finance & Performance
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