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283/07 
FINANCE DIRECTOR’S REPORT 

 
Month 7 to October 2007 

Executive Summary  
 
This report provides a summary of the finances of the Trust and highlights the risks 
and contingencies surrounding the current forecast out-turn financial position. At 
month 7 the Trust has maintained its surplus with a year to date under spend of 
£1.56m.  The unadjusted in month run-rate is a positive £0.763m. 
 
The table below summarises the key performance indicators (KPI’s) used by the 
Strategic Health Authority (SHA) in monitoring the Trust. 
 

Section Target To date Forecast Key Issues Risk 
Status 

1 Deliver a surplus 
Income & 
Expenditure 
position  

£1.56m 
surplus 

£5m 
surplus 

• The SHA has set a control total 
of £5m surplus for 2007/8. 

• At M7 the Trust has a surplus 
of £1.56m.    

Amber 

3 Remain within the 
External 
Financing Limit  

£7.855m 
 

£7.855m 
 
 

• The Trust anticipates that it 
will achieve its External 
Financing Limit. 

  Green 

4 Remain within the 
Capital Resource 
Limit (CRL)  

£21.9m 
 

£21.9m • The increase from £21.7m in 
M6 to £21.9m in M7 reflects 
the approval of £0.2m of Public 
Dividend Capital for 
decontamination schemes. 

• The Trust anticipates that it will 
control capital expenditure 
within the allocated amount. 

Green 

5 Turnaround Plan  £5.04m 
 

£16.0m • The Trust has a target of 
£16.0m cost improvements.  

• To date savings of £5.04m 
have been achieved. 

• £7.3m is rated Red, £1.2m is 
rated Amber and £7.3m is 
rated Green. 

Amber 

6 Better payment 
code - Non NHS 
payments  
Target 95% 

No. 50% 
Value 
58.0% 

No. 60% 
Value 
75% 

• The Trust is aiming to achieve 
the forecast target through 
weekly review and 
management. 

Amber 

6 Better Payment 
code - NHS 
payments 
Target 95% 

No. 62% 
Value 
79.2% 

No. 70% 
Value 
85% 

• The Trust is aiming to achieve 
the forecast target through 
weekly review and 
management.. 

Amber 

Table 1 
 

Key Risk Status: 

Red Significant risk of non-delivery. Additional actions need to be identified urgently 

Amber Medium risk of non delivery which requires additional management effort to ensure success 

Green Low risk of non delivery – current management effort should deliver success 
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1 Deliver a balanced Income & Expenditure position 
 
1.1 Summary Results 
 
The year to date and forecast out-turn position at Month 7 is attached in Appendix 1. 
The Appendix highlights the best and worst case scenarios derived from views 
expressed by Divisional Managers and the Finance team. 
 
The summary results for the year to date are as follows:  
 

Category Budget M7 (£m) Actual M7 (£m) Variance (£m)

SLA Income 96.266 98.909 2.6

MFF / Transitional charge 15.814 15.332 (0.5)

Other Income 19.389 18.367 (1.0)

Expenditure

Pay (79.410) (75.464) 3.9

Agency (0.433) (1.649) (1.2)

Bank (0.216) (2.595) (2.4)

Blood (1.213) (1.319) (0.1)

Drugs (5.508) (6.116) (0.6)

MSSE (5.775) (6.609) (0.8)

H'care from Other Bodies (2.434) (3.104) (0.7)

Reserves (4.234) 4.2

Other non-pay (20.000) (23.308) (3.3)

EBITDA 12.246 12.444 0.198

Depreciation (6.047) (6.042) 0.0

Dividend Payable (4.758) (4.759) (0.0)

Finance Costs (0.052) (0.083) (0.0)

(Over)/Under Spend 1.389 1.560 0.171
Table 2 
 
At M7, the Trust has a surplus of £1.56m.  However, it should be noted that, without 
the inclusion of £2.2m income earned in 2006/07, the Trust would be showing a deficit.  
An analysis of the Trust’s “run rate” (monthly financial performance) is included at 
Appendix 1b.  This analyses the effect of non-recurrent income and accounting 
adjustments.   
 
The fact that the Trust is not currently achieving recurrent financial balance lends 
urgency to the continuing efforts to obtain cost improvements.  Although the Trust is 
delivering significant financial savings in some areas, as shown by the achievement of 
£5m cost improvements in 2007/08, it is facing considerable challenges in the delivery 
of all the cost improvements and income required to deliver the planned financial 
surplus.  This will also impact on budget setting for 2008/09 as the Trust will be 
required to set a balanced budget. 
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EBITDA represents “Earnings before Interest, Tax, Depreciation and Amortisation”, 
that is gross profit.  This measure is widely used and has been adopted by Monitor to 
appraise the financial performance of Foundation Trusts.   
 
1.2      Income 

 
Service Level Agreements (SLAs) 
 
Income reflects 7/12ths of Contract Value adjusted for 2006/07 Quarter 4 activity 
adjustments and in-year underperformance and over performance against contracts.  
The table below sets out performance against Service Level Agreements: 
 

Commissioner
Plan (£m)

Actuals 

(£m)

Variance 

(£m) Explanation

Hertfordshire 90.524 91.778 1.254

Includes £1.45m 06/07 adjusted 

overperformance, additional income 

arising from recosting of previously 

blocked contracts and current year 

underperformance (1.2m estimated to 

date)

Harrow 0.949 1.432 0.483

Activity levels are in line with previous 

years'.

Hillingdon 2.415 2.559 0.144

Other PCTs 1.500 2.456 0.956

£0.758m of this relates to agreed 

activity adjustments for 2006/07.  The 

balance relates to several contracts.

NCA 0.883 0.683 (0.200)

Total 96.271 98.908 2.637
Table 3 
 
£2.2m relating to the Quarter 4 2006/07 actual activity has been included in income 
figures.  The Trust has accrued £0.5m for 2007/08 over performance against its 
contract with Harrow PCT and £1m over performance against other PCT contracts.  An 
underrecovery of £(1.2)m has been shown against the West Hertfordshire PCT 
contract, reflecting lower elective surgical activity than planned. 
 
The forecast amount includes £1.4m in respect of a Work in Progress adjustment for 
“partially completed spells”, that is inpatients who have yet to be discharged at 31st 
March 2008.   Income has not previously been accrued for this as contracts with PCTs 
were for a financial year.  However, implementation of International Financial 
Reporting Standards within the NHS requires this adjustment to be made.  
 
There is a loss of £(0.48)m on MFF (Market Forces Factor – a “top up” on tariff income 
paid by the Department of Health to pay for unavoidable costs related to the Trust’s 
location).  The £(0.48)m is made up of £(0.39)m lower 2006/07 actual MFF income 
compared against the year-end estimate, adjusted for an underrecovery of £(0.9)m 
2007/08 MFF income due to underperformance against the West Herts PCT contract.  
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Other Income variances 
 
 
Other NHS Income is showing a shortfall of £(1.03)m reflected in a number of 
variances:  

 

• Design Team income is down £(0.03)m reflecting lower commissioning  

• There was a shortfall in Hertfordshire Partnership income of  £(0.59)m 

caused by over budgeting for the year of £(1.239)m for Paediatrics. 

• Investing in Your Health and LIS IT scheme income are down by £(0.19)m 

against budget but so are the related expense lines as expenditure reflects 

income received. 

• Tablet packing is £(0.14)m below budget. 

• Income on Non Contracted Activity (referrals not included in an SLA) 

continues to be lower than budget, with a deficit to date of £(0.2)m. 

 
 
Overall, other Non-NHS Income is in line with budget.  However, there are some 
significant variances against budget lines contained within this category: 
 
 

• Income from Accommodation is £(0.13)m lower than budget reflecting the 

closure of a number of rooms due to the condition of the accommodation. 

• Income from insurers in respect of Road Traffic Accidents is £(0.12)m 

below budget and Overseas Visitors is also £(0.09)m below budget.  The 

accession of new EU countries has reduced the number of people whose 

treatment is funded through Overseas Visitor charges. 

• Private practice income is £0.17m higher than budget.  This is due to the 

renegotiation of charges with insurers. 
 
 

1.3 Expenditure 
 
Permanent staff costs for October are in line with previous months’ but bank and 
agency costs are higher.  
 
The table below shows a trend of increasing costs.  These have partly been due to 
vacancies caused by difficulties with the new appointments system for junior doctors 
and a high level of vacancies within the Surgical Division.  However, a significant 
element of the cost improvement plans involves the management of staff costs and 
this area requires continued management scrutiny.  
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Table 4 

 
Agency and Bank costs for October represent 6.8% of total pay costs. Overtime costs 
represent 1.9% of total pay costs.  National comparators show that this type of 
expenditure should be below 3% of the pay bill. 
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Table 5 

 
In Quarter 1 2007/08, bank and agency usage averaged 4.28%; in Quarter 2, it has 
increased to an average of 5.87%.  In October usage was higher at 6.8%.  This level of 
temporary staffing usage needs to be addressed, with expenditure levels coming down 
to those of Quarter 4 2006/07, which had lower bank and agency usage when activity 
levels were higher.  
 
Included at Appendix 1a is an analysis by Division and staff group of cumulative costs 
and average worked whole time equivalents for months 1 to 7.   
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Non-pay is overspent at the end of October by £(5.5)m. The significant variances are: 
 

• Blood Products are £(0.1)m overspent reflecting higher costs. 
 

• Computer Equipment is £(0.2)m overspent because of unbudgeted 
PACS radiology imaging system maintenance costs. 

 

• Consulting services are £(0.4)m over budget reflecting final invoices 
received in respect of Turnaround work. 

 

• Drug costs are £(0.6)m over budget.  This is partly due to costs 
associated with the introduction of a new antibiotic policy to reduce the 
incidence of Clostridium Difficile. Expenditure also reflects cost pressures 
due to NICE approvals, especially in Rheumatology and Clinical 
Haematology. 

 

• The cost of Healthcare from other bodies is £(0.67) over budget which is 
due to the cost of work outsourced to a private provider to achieve 
waiting list targets for surgery and gynaecology.  

 

• Medical and Surgical supplies (MSSE) are £(0.83)m over budget. MSSE 
expenditure has increased following a shift of cardiac activity to the Trust 
in 2006/07; this has increased Catheter Laboratory and cardiac costs.  

 

• The variance of £(3.3)m on “Other non pay” reflects savings adjustments 
to the non-pay budget that are still to be achieved.   

 
The following is an analysis of key variances between the M6 and M7 financial 
position: 
 
Type M6 

Position 
(£m) 

M7 
Positions 
(£m) 

Variance 
(£m) 

Explanation 

Herts PCT income 12.948 14.128 1.180 The month 7 position reflects 3 
adjustments to the previous position: 
possible underperformance based on 
M6 activity, an amount in respect of 
agreed 2006/07 adjusted over 
performance and estimated additional 
income arising from a review of drug 
and pathology costs.  

Permanent Staff 10.309 10.725 (0.416) Pay figures are broadly in line with 
previous months.  The M6 position 
was reduced by a write back of £450k 
from provisions.  

Agency Staff 0.293 0.348 (0.55) Agency usage is increasing as 
discussed below.   

Computing 0.101 0.220 (0.119)  

Consultancy 0.04 0.202 (0.198) Work supporting IIYH and 
Turnaround 

Drugs 0.866 0.955 (0.89)  
Table 6 
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1. 4 Forecast 

 

The table below shows the current forecast outturn taking account of known changes 

to the M7 position.  
 
 
 

Section Category Budget Outturn (£m) Forecast Outturn (£m) Variance (£m)

1.2 Income 225.5 228.3 2.9

1.3 Expenditure

Pay (135.1) (136.4) (1.3)

Non-pay (59.5) (66.9) (7.4)

2.1 Reserves (7.3) (1.5) 5.8

EBITDA 23.6 23.6 (0.0)

Depreciation (10.4) (10.4) 0.0

Dividend Payable (8.2) (8.2) 0.0

Interest Payable / Receivable (0.1) (0.0) 0.1

Surplus 5.0 5.0 0.0  
Table 7 

 

Forecast income includes £1.4m to reflect a forecast adjustment for Work in Progress 

i.e. the value of the income earned for those patients who remain in a bed on the 31st 

March 2008.  This amount has been estimated based on 2006/07 actual activity.  

Delivery of the £5m surplus continues to depend on the achievement of the 

Turnaround cost improvement targets.  

The table below sets out risks and contingencies which could impact on forecast 

figures. 
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Risks and Contingencies affecting the 2007/08 Forecast Outturn 

 

Category Best 
Case 
(£m) 

Most 
Likely 
(£m) 

Worst 
Case 
(£m) 

Risk / Contingency Included 
in Most 
Likely 
Figure 
(Yes / 
No) 

Potential 
amount  

Likely? 

Income 229.83 228.33 226.6 £1.454m of income related to 2006/07 
activity.  This has been agreed as valid by 
West Herts PCT 

Y £1.454m 5 

Continued underperformance against the 
contract with W Herts PCT 

N £1.3m 3 

IIYH income now under dispute with 
WHPCT.  This was previously agreed by 
one of WH PCT’s predecessor 
organisations but is now being disputed 

Y £0.9m 3 

Secure central budget funding to improve 
infection control within the Trust 

Y £0.32m 4 

Secure the agreement of income for “Work 
in Progress”, i.e. the treatment of patients 
being treated as at 31/3/8 

Y £1.4m 4 

Agreement of lower income than 
anticipated from renegotiation of services 
previously provided under block contract 

N £0.7m 3 

Secure higher income than anticipated 
from renegotiation of services previously 
provided under block contract 

N £0.9m 3 

Secure additional income in respect of 
costs to meet waiting list targets.  A 
reserve is held for these costs within the 
health economy  

N £1.5m 2 

Pay (136.2) (136.4) (136.9) Continued high levels of bank and agency 
expenditure 

£0.66 
included 

c. £1m 4 

Management of pay costs and delivery of 
further cost savings 

£1.2m 
included 

£1.4m 3 

 

Non-pay (65.9) (66.9) (69.9) Costs of outsourcing work to private 
providers 

£2.3m 
included 

£5.3m 3 

Scope to write back provisions which have 
not materialised 

Y £0.764m 4 

Management of non-pay costs and 
delivery of further cost savings 

Y £1m 3 

Depreciation (10.36) (10.36) (10.36)     

Reserves (1.47) (1.47) (1.47)     

Financing (8.19) (8.19) (8.19)     

TOTAL 7.7 5.00 (0.236)     

Table 8 

Rating Likelihood 

1 Rare 

2 Unlikely 

3 Possible 

4 Likely 

5 Almost Certain 
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Section 5 of this report looks in more detail at likely achievement of planned savings 
targets.  

2 Reserves 

2.1 £(1.17)m has been utilised from the opening General Reserve of £(2.0)m, 
budgeted at the beginning of the year, to fund Agenda for Change appeals.  
£(0.1)m has been utilised to fund a backdated pay claim. An amount of £1.1m 
has also been added to budgeted Reserves in respect of income following a 
review of income budgets, giving a General Reserve budget of £(1.8)m.  It is 
forecast that a further £(0.9)m will be utilised over the year, leaving a General 
Reserve of £(0.9)m at year-end. 

2.2 The pay reserve is being released monthly to cover the anticipated 1.5% pay 
increase from 01/04/07. 

2.3 From the total reserves still available of £(7.5)m, it is forecast that £5.8m will be 
available at year-end to support the overall financial position.   

 

3 Remain Within External Financing Limit (EFL) 

 
3.1  This is a cash amount receivable based on the Trust’s capital cash 

requirements, including the Delivering a Healthy Future (DAHF) scheme. The 
Trust forecasts that it will manage within its 07/08 EFL of £7.855m. 

 
4 Remain Within Capital Resource Limit (CRL) 
 
4.1  The Trust is forecasting a total CRL of £21.9m.  £14.5m relates to the DAHF 

scheme.  £7.4m relates to other operational schemes.  The Trust anticipates 
that it will remain within its targeted CRL. 

 
5 Turnaround Plan 
 
5.1 The objective of the Turnaround Plan is to deliver a financial surplus of £5m for 

the year 2007/08.  A summary of progress against the savings schemes is 
shown below.  Actual savings for the year to date total £5.042m: 

 

S ch em e
An n u a l P lan n ed  

S avin g s  (£m )

Actu a l M 1-M 7  

(£m )

S till to  b e  

Ach ieved  (£m )

P ay R educ tions  C IP 5.08 3.06 2 .02

N on-P ay C IP 2.55 0.77 1 .78

R ea lignm ent o f W ork fo rce 2 .49 0.13 2 .36

P rocurem ent 1 .57 0 .24 1 .34

Length  o f S tay 1 .26 0.00 1 .26

R oster M anagem en t 0 .26 0 .01 0 .25

T heatre  S hutdow n 0.16 0.04 0 .12

T heatre  E ffic iency 0 .82 0.02 0 .80

E -A uc tions 0 .19 0 .19

C orpo ra te 0 .58 0.34 0 .24

O ther 1 .04 0 .27 0 .77

To ta l 16 .00 4 .87 1 1 .13

O ther N ew  S chem es 0.40 0.17 0 .23

R evised  To ta l 16 .40 5 .04 1 1 .36  
Table 9 
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5.2 Risk scoring and detailed work streams have been developed, a summary of 
which can be seen below.  The performance of each scheme is reviewed at 
fortnightly Divisional meetings. 

 
Red (£m) Amber (£m) Green (£m) Total (£m)

7.3 1.2 7.5 16.0  
Table 10 

 
5.3 Schemes which are rated as red have a significant risk of non-delivery.  These 

will be reviewed and targets will be removed from work streams if  they are not 
realistically achievable.  

 
5.4 The graph below sets out achievement of savings to date compared to the 

planned savings.  Appendix 5 gives more detail. 
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Table 11  
 
5.5 The Trust has conducted a detailed review of forecast income and expenditure.  

In the light of this, the East of England Strategic Health Authority will be 
reviewing the Trust’s financial position later this month.  Achievement of the 
£5m surplus is challenging because the £16m savings required represent an 
efficiency saving of 7.2%.  This percentage is well in excess of that usually 
expected of NHS Trusts.   

 
5.6   Achievement of the £5m surplus is a matter of concern because not all savings 

schemes have been successfully implemented.  In addition, there is a risk to 
both income and expenditure because the Surgical Division is not meeting its 
planned activity levels and is placing work with private sector providers.  

 
5.7 The Trust is taking the following actions to achieve the planned £5m surplus: 
  

• Fortnightly performance management meetings to review achievement of 
planned Cost Improvements 

• Active pursuit of income owed in respect of agreed 2006/07 
overperformance and Investing in Your Health from West Herts PCT 

• Possible use of Reserves and a benefit arising from the accounting 
treatment of Work in Progress to support the financial position. 
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• A new management team is in place within the Surgical Division and is 
taking action to focus on cost improvements and pull back 
underperformance against SLAs.  Additional controls are to be put in place 
on staffing and non-pay expenditure. 

 
5.8 The following assumptions have been included in the forecast outturn of £5m 

surplus: 
 

Assumption in Forecast £m Notes

Worst case
(0.236)

Based on managers' forecasts (see 

Appendix1)

WIP income 1.400 Calculated using 2005/06 activity

Infection control funding 0.320
Write back of accruals 0.764 Following a review of budgets

Write back from provisions
0.500

Following a review of balance sheet

Recovery of financial 

position on Surgical 

Division 1.252

Recover of financial 

position on other Divisions
1.000

Forecast Surplus 5.000
Table 12 

 
 
6 Better Payment Practice Code 
 
6.1  The target of paying 95% of invoices received within a month has not been 

achieved. Current figures are Non NHS 58% by value and NHS 79% by value.  
Although there are no significant issues with suppliers around payment times, 
delays in processing are due to the time required for departments to check and 
authorise invoices for payment. The adoption of electronic authorisation will 
speed up the authorisation process for invoices matched by a purchase order 
and assist the Trust in meeting its BPPC obligations.  During December the 
Trust will begin rolling out this process in Clinical Support , which is the pilot 
area. 

 
7 Balance Sheet 
 
7.1  The forecast Balance Sheet as at 31st March 2008 reflects the following cash 

movements: 
 

2006/07 funding expended in 2007/08:     £m 
 

Capital funding (used to pay creditors at 31/03/07)   2.6 
AfC provision reduction (used to pay creditors at 31/03/07)  3.7 

           6.3 
Funded by: 

 
Reduction in debtors                                 1.0 
Increase in creditors                                     2.5 
I/E net surplus (£5.0m less loan repayments £2.2m)   2.8 

           6.3 



  12 
 

 
 
8 Cash Management 
 
8.1  At 30th October the Trust had a net cash balance of £7.6m made up as follows: 
 

  £m 
Capital monies unspent       5.17 
Creditor payment runs (to 15 November)              1.49 

 Dividend provision        0.68 
 Loan interest reserve       0.07 

Loan repayment reserve       0.19 
                            7.60 
 
8.2  Currently the Trust has no cash-flow problems and supplier invoices are being 

paid within 30 days, or as soon as authorised for payment. 
 
8.3  The detailed cash flow statement Appendix 3 provides a reconciliation between 

the current operating surplus before financing costs of £6.4m and the cash 
balance of £7.6m.  

 
 
 

9 Capital Spending 
 
9.1   The forecast CRL has increased to £21,968k because the Trust has received a 

further £250k Decontamination allocation.  This CRL figure is lower than that 
reported to the SHA because the Trust is taking a prudential view in respect of 
the 06/07 capital underspend and potential monies available to fund capital 
expenditure from the planned financial surplus.  

 
9.2      The Trust has received £9.7m PDC to fund the 07/08 DAHF (Delivering a 

Healthy Future) expenditure, with £4.8m being transferred from operational 
capital funding.  This transfer has resulted in a negative contingency figure of 
£(1.1)m which means the Capital Programme Group will need to approve 
reductions to operational capital allocations at its meeting on 27th November. 

 
9.3 A cash flow has been prepared for DAHF and a detailed cash flow for other 

schemes will be approved by the CPG, and this will be integrated with the 
capital programmes which will result in charges against the CRL. This will 
ensure that the Trust meets both its forecast EFL and CRL. 

 
 
 
10        Recommendations 
 
10.1  The Board is asked to note the content of this report. 
 

Ross Dunworth 
Interim Director of Finance and Turnaround 

      November 2007                                                                                                               


