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1. Changes to Delegation
This document has been written in response to the upcoming delegation of Pharmacy, Optometry, and Dentistry (PODs) commissioning to Integrated Care Boards (ICBs)(1).  In November 2022 its expected that Midlands region ICBs the Midlands region will apply for delegation of these services to commence from April 2023.
(1) This document has been written prior to statutory changes relating to Clinical Commissioning Groups (CCGs) and Integrated Care systems (ICS).  On the 1st July 2022 ICBs will become a statutory body.

2. What is a financial risk framework?
The financial risk framework is a set of rules and behaviours (as set out in section 5) which govern the way we manage the risk that may arise from variation in POD budgets between delegated ICBs of the Midlands Region. This will be to mitigate the potential risks to systems from allocation methodology change, as well as in year budget variation in year by ICB due to unknown factors. This will not include risk sharing as a result of individual commissioning decisions made by ICBs. The focus of this risk share being a pooling of resources enabling risks to be understood, as well as the impact of overspend risk.
It should be noted that the risk framework is intended to support the transition, and therefore will require review to determine its continuation or cessation.
The document aims to describe;
· How over, and underspends are managed within the regional hosted service,
· How the changes to services are managed between organisations and services,
· The risk mechanism that is in place,
· The process for changes to the risk mechanism.

3. Who/What does this document concern?
This document is intended for all ICBs within the Midlands Region that will be in receipt of delegated budgets at the 1st April 2023.
Initial entry into the risk share is for all ICBs in the region but to protect the risk share ICBs can only leave at the point of review (refer to section 8).
This agreement relates to the Pharmacy, Optometry and Dental budgets delegated at April 2023.
The document has been written with a ‘commissioner lens’.  As a result this excludes the financial impact of under/overperformance within providers accounts as part of the risk share.
This risk share excludes previously delegated primary care budgets, on only those that transfer under the current delegation process.
This document may touch on expected financial reporting routes as part of the risk management, but reporting is subject to the development of a reporting framework.  The two documents must be written and read in consideration of each other.
4. Why do we need a financial risk framework?
· ICBs are new organisations, and not all ICBs have experience managing these specific commissioning budgets.  Until that knowledge is built up, this may mean additional caution in applying budgets in year, or additional exposure to risk.  A risk share allows a mitigation to this while there is a common route to delivery.
· POD budgets are currently managed across the Midlands which provides a large budget in which to manage variability in activity across contracts and movements in patient charge revenue. After delegation budgets and areas covered will be smaller meaning risk management agreements will be needed to manage variability between ICBs. 
· Allocations have been established using 2019/20 activity and spend levels. However, two years of alternative financial processes may impact on the accuracy of allocations at an ICS level. In addition, there are changes to the Dental contract expected in the second half of 2022/23 all of which creates additional uncertainty on ICB allocations
· As part of the move to delegated budgets, allocations may change as they are transferred to ICB level.  There is an expectation of a move to a more capitated share of budgets after 2024.  This raises the risk of variation to in year budgets which may not be fully known when budgets are first delegated, therefore future risk sharing needs to mitigate this risk.
· A number of ‘wicked’ problems as examples have been listed below to prompt the draft framework proposed in this slide/document.
· How does the system minimise variation to plan?
· An ICB may wish to make a change to service that is within the risk share, this could include additional investment, change in policy, or pathway. How will this be managed within the risk share? 
· An ICB may wish to withdraw a service from the risk share, how will this be managed?
· An ICB may work unilaterally on service changes or savings which then impacts on the overall risk share.   How is this managed?
· Should risk sharing be the answer to an overspend?
· If ICBs disagree on how a risk should be handled, how is this resolved?
· [bookmark: _Hlk104817349]If there are differential impacts against system allocations due to new allocation methodologies, how are these risks managed?


5. Behaviours and Standards
This document has been written with an expectation of openness, transparency, and trust in mind between ICBs.  These risk principles should be considered in the application of the document.  This also means that while we use this document there will be elements of clarity and refinement required.  It’s expected that in these cases partners use judgement for the spirit of document in its application; however, this should not be used to challenge each aspect of the framework.
Any ambiguity that cannot be resolved between partners, through use of the Finance and Contracting Sub-Group should then follow the escalation process (section 11); however, this should be avoided wherever possible.
6. In Year Financial Management
· Risk sharing should not be the primary source of net cost avoidance and should only be applied once the Finance and Contracting Sub-Group (FCAG) has assured itself that appropriate mitigations have been put in place.
· Virement should not be enacted between services or ICBs without express agreement by FCAG on POD budgets, to allow maximum knowledge gained in this first year by ICBs.  Unlike specialised commissioning budgets, POD budgets should be risk shared on the total financial position for POD within ICBs.
· Should appropriate mitigation and virement proposals not bring the budget back to plan then risk sharing should be considered.  Enacting the risk sharing should be a recommendation of the FCG to the East and West Boards.
7. Financial risk sharing
· The principles of any financial risk (and reward) sharing agreement are based on agreeing fair and equitable funding to control expenditure whilst optimising outcomes.
· Financial risk sharing agreements should be the final option after all efforts have been made to manage the risk in-year.
· It’s expected these risk shares will work the risk share allows the movement of budget in year between systems within the hosting organisation in a balanced economy to resolve allocation methodology issues to system allocations mismatching to historical spend. 
· The first route recognises individual ICB shortfalls in total POD budgets.  Therefore allowing an adjustment to vire budgets between ICBs below the bottom line position to bring in line with plan.  This excludes individual commissioning decisions made by ICBs, eg a variance to budget spend caused by investment.  As a result variances to budget should be explained before virement or risk share is made to ensure it is due to unexpected causes.
· If the above is not possible due to an overall shortfall, the position will be shared based on proportionately based on plan budget values by ICB delegated budgets agreed at plan. This is with the exception of decisions made by individual ICBs e.g., ICB investment/disinvestment above initial financial plan levels decisions are excluded from the risk share unless with the explicit agreement of all ICBs.
· System allocation mismatch assumes an overall balanced economy.  As the reporting develops, reporting will also be produced at a system level (by Q2 of 2023), and a balancing adjustment between systems will be proposed by the hosted team to bring systems in line with budgets.  Any overall shortfall from budget will be dealt with as highlighted in the previous paragraph.  The balancing adjustment should be shown within the reporting to support transparency and understanding.
· [bookmark: _Hlk106102454]Quarterly position statements of agreed risk sharing should be produced including a forecast at each quarter.  These will form the basis of recommended adjustments, and at Q3 a forecast and recommendation will be made for the year end to support delivery of year end positions.  This may be supplemented by a Month 11 update and recommendation.
· Reporting will be in place monthly to support budget monitoring. Application of risk arrangements will commence by Q2 of 2023 to allow sufficient actual activity to be available.  Reporting will be at a level that allows the drilling down into PODs to understand the cause of variances.  (This will be developed by a separate sub-group)
· Enacting the risk share will be a recommendation of the FCG to the East and West Boards.
· The risk share will be region wide, i.e., East and West Midlands.  This should be part of a review after year 1 and a better understanding of budget variations.
· All services that are part of the delegation will be included in the risk share.  Currently there are not specific risk shares for each speciality.
8. The future of risk sharing for Pharmacy, Optometry, and Dentistry (PODs)

· This risk share is intended to be in place to allow a greater degree of understanding by ICBs of the risks inherited from delegating budgets either from changes in allocation methodology, or in year changes in spend.
· Whilst the risk share continues to be in place it will be subject to annual review and amendment by consensus agreement
· The risk share is seen as transitional, however the risk share will continue by default in the absence of any agreed changes that would be recommended by the FCAG, and approved by the East/West Board.
· The review should consider the geographical coverage, as well as service coverage.
· Removal and addition of services from the risk share should be by agreement of all members of the risk share group, including resource flow. This means an ICB cannot unilaterally leave the risk share. This should form a review at the end of the first year.  Changes should not remove the viability of a risk share.
9. Use of contingency/ unallocated funds 

· Best practice looks to avoid holding back significant sums from the planning process, in terms of a central contingency.  This is in part because of the requirement on the public sector to use the funds allocated for the purposes intended and in part to discourage organisations relying on such funds to ‘bail them out’ or ending with last minute year-end expenditure resulting in a sub-optimal use of resources. However, there are often unforeseen costs and a small level of contingency set aside to support may be required.
· To meet unforeseen costs a planned contingency of 1% should be aspired to from within the delegated budgets, and form a part of the mitigation process, however this should be reviewed each time plans are agreed to ensure affordability of contingency creation is possible, and if not possible, a recommended level put forward to the Finance and Contracting Sub-group.
10. Assurance
· Following delegation there will be joint commissioning boards for East Midlands and West Midlands with a specific finance sub-committee. Through delegation from the ICBs this sub-committee will have responsibility for oversight and delivery of the risk management framework. Regular financial performance reporting will facilitate monitoring and management of financial risk and application of the terms of the framework will be the responsibility of the finance sub-committee. 
11. Appeals and escalation
· While there may be a financial risk sharing agreement, there will need to be a process for dispute resolution where consensus cannot be agreed.
· Primarily risk sharing disagreements will be managed by the chair of the FCAG, unless conflicted.  In the case of conflict, an agreed independent party will provide arbitration.
· Escalation to the East and West Boards is required upon recommendation of the FCAG chair should a disagreement not be settled. 
· Should this not be resolved, NHS E will be requested to provide arbitration, however this should be avoided where possible and alternative routes identified.

