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31ST DECEMBER 2006 
 
 
1 INTRODUCTION 
 

This report describes the financial position of the Trust for the first nine months of 
the financial year 2006/07. 
 
A detailed exercise has been undertaken to establish more precisely the current 
and forecast out turn position. The report has been restructured to reflect the 
work that has been completed.  
 
The approach has been to build the forecast on a ‘bottom-up’ basis so that all 
forecasted costs reflect the projections made by Divisions in the PMO meetings 
(including scrutiny by the SHA). All income projections are based on actual 
income collected to date updated by information on SLAs, agreements, contracts 
or any other intelligence available to establish as accurate an income forecast for 
the year as is possible. 

 
2 KEY MESSAGES 
 
 The Trust has a number of key financial targets, summarised below: 
 

• Deliver a balanced Income and Expenditure position – the SHA 
agreed that a balanced I&E is not feasible in the current year and set a 
control total of a £11.5m deficit. The Trust has been advising the SHA that 
it will deliver on this goal, but at month 8 flagged risks that could cause a 
deficit of £18m. Spend is reducing and Turnaround projects are forecasted 
to deliver an £11m cost base reduction. The current forecast is a deficit of 
£14.7m based on projects already implemented and a prudent 
assessment of income. However the Trust maintains it will achieve the 
control total through additional actions detailed further in this report. The 
key risk is income, which is discussed in more detail below. 

• The Trust has an External Financing Limit of £8.95m and we forecast 
that we will deliver on this target following agreement by the SHA to 
provide cash support. 

• We have a target of paying 95% of creditors within the terms of the Better 
Payments Practice Code and we will fail on this target. 

• We must achieve a Capital Resource Limit of £13.4m (Assumed that this 
will be reduced to £10.4m due to a cash issue under discussion with the 
SHA) and a capital cost absorption rate of 3.5% and we forecast we will 
achieve both of these targets. 
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3 INCOME AND EXPENDITURE 
 
3.1 Corporate 
 

Appendix 1 sets out the Corporate Income and Expenditure position for the Trust. 
This confirms that the Trust is £810k adrift of the budgeted deficit at this point in 
the year. This is summarised below: 
 

Table 1: Corporate Income and Expenditure Position 
 

Further action is being taken to reduce the projected forecast deficit of £14.7m to 

3.2 come

 

the £11.5m control total deficit – see section 3.6. 
 
In

A n n u a l F o re c a s t P ro p o rt io n A c tu a l V a ria n c e
B u d g e t O u t T u rn o f B u d g e t In c o m e / A d v e rs e (-) /
In c o m e / In c o m e /  E xp e n d itu re F a vo u ra b le

E xp e n d itu re E xp e n d itu re to  3 1 .1 2 .0 6 to  3 1 .1 2 .0 6 to  3 1 .1 2 .0 6
£ '0 0 0 £ '0 0 0 £ '0 0 0 £ '0 0 0 £ '0 0 0

T o ta l In c o m e 2 1 8 ,7 5 8 2 1 8 ,7 4 5 1 6 4 ,6 6 6 1 6 5 ,4 6 0 7 9 4

E X P E N D IT U R E
P a y 1 4 4 ,1 0 7       1 4 1 ,2 8 7       1 0 8 ,5 4 0      1 0 6 ,2 4 4       2 ,2 9 6
N o n -P a y 7 2 ,0 5 9         7 4 ,2 8 5         5 4 ,8 5 2       5 5 ,9 1 5         (1 ,0 6 2 )
U n a llo c a te d  S a v in g s  T a rg e ts (4 ,3 2 3 ) (3 ,2 4 2 ) 0 (3 ,2 4 2 )
R e s e rv e s 0 0
A g e n d a  fo r C h a n g e 8 0 0             8 0 0             
D e p re c ia tio n 9 ,8 1 5          9 ,4 2 7          7 ,3 6 1         7 ,0 4 2          3 1 9
T o ta l E x p e n d itu re 2 2 2 ,4 5 8       2 2 5 ,7 9 9       1 6 7 ,5 1 1      1 6 9 ,2 0 1       (1 ,6 8 9 )

O P E R A T IN G  S U R P L U S (3 ,7 0 0 ) (7 ,0 5 4 ) (2 ,8 4 5 ) (3 ,7 4 1 ) (8 9 6 )

D iv id e n d  P a y a b le (8 ,1 0 0 ) (8 ,0 2 6 ) (6 ,0 7 5 ) (6 ,0 2 4 ) 5 1
In te re s t R e c e iv a b le 3 0 0 3 4 7 2 2 5            2 6 0             3 5
F O R E C A S T  P O S IT IO N (1 1 ,5 0 0 ) (1 4 ,7 3 3 ) (8 ,6 9 5 ) (9 ,5 0 5 ) (8 1 0 )

 

Reconciliation 

here have been a number of budget changes since budgets were set earlier this 

, 

ttached, as Appendix 2.1 is a reconciliation of the changes to the budgeted 

ppendix 2.2 confirms the treatment of the risks (identified as £9.3m in the Month 

aving updated the budget to reflect the latest position and following scrutiny of 

ted 
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T
year. Rather than treat these issues as risks, as in previous months, we have 
now incorporated their impact into the budget and year-end forecast position 
since many issues, such as the transfer of Burns and Plastics and Paediatrics
have now actually occurred. 
 
A
income targets.  
 
A
8 report). In summary, all of these issues have now been incorporated in the 
forecast. 
 
H
each posting on the I&E statement, changes are made between the position 
reported in Month 8 and that in Month 9. However, the overall level of forecas
deficit remains within the range described last month. A reconciliation of the 
differences is given in Appendix 2.3. 
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est Herts PCTs 

 Year End agreement is proving hard to broker due to the complexity of the 
nth 

• Activity levels are broadly in line with last year even though £6.7m was 

• ainst this is a loss for the transfer of Burns and Plastics 
ues 

• e PCT, amounts relating to Critical Care 
e 

• 

• o pay £6m on account for over achievement in the first 

 

 
Hillingdon PCT 

 
Budgeted income has been reduced by £800k to reflect loss from the transfer of 

 
National Levies 

 
A deficit of £4,400k is forecast due to the loss of income on R&D funding and 

ther Income variances 

ther SLA and Income amounts reflect the known position as at Month 9. Further 

 

W
 
A
situation and the poor shared data between the organisations. However at mo
9 we have assumed a conservative year end overachievement of £8m based on 
the fact that: 
 

removed by the Hertfordshire PCTs based on an assumed reduction in 
referral rates and emergency admissions that has so far failed to 
materialise. 
Netted off ag
services from the Trust and a transfer in of Paediatrics, plus other iss
shown on the reconciliation. 
Pending an agreement with th
(Full year £321k), G.U.M  (Full year £2.2m) have been excluded from th
forecast income. However, it is our view that both these amounts are due. 
Community Midwifery (Full year £4.2m) has been assumed by the PCT to 
be part of the block payment and has therefore not been accounted for by 
the PCT – again pending an agreement we have excluded this income 
from the forecast. 
The PCTs agreed t
half year. We have taken a very prudent view that the outturn will be only 
a further £2m above this taking us to a year end over achievement of £8m
based on the PbR rules in operation.  This amount is in the M9 and year-
end forecast positions. 

Burns and Plastics services. Forecast outturn identifies that we will meet the 
remaining SLA targets. 

Junior Doctors top slice (Appendix 2.4). 
 
O
 
O
work is required to gain greater certainty on the year-end forecast. In all cases a 
prudent view has been taken so as not to overstate any income receivable at 31 
December 2006. The results of this more detailed examination of income will be 
included in the M10 report. 
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3.3 Expenditure 

Overall expenditure and non-pay trends are both down as shown in the graph 
 

below: 
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 detailed review of the expenditure position has been undertaken and both a 
s 

he total expenditure budget includes amounts for ‘unidentified savings’ and 
fic 

t, 

3.4 Ledger reconciliation

 
A
‘bottom up’ and ‘top down‘ forecast done. As a consequence the spend position
are believed to be accurate. All spend has been accounted for and all known 
commitments over the last 3 months included in the forecast. 
 
T
reserves.  Previously it was assumed that the reserves not used to fund speci
items such as inflation would be committed against future spend. The forecast 
review has confirmed that other than a potential £800k Agenda for Change cos
no other spend commitments exist. 
 

 

Following the detailed review, Appendix 1 is an accurate statement of the 
the 

 

 

he corrected budget figures on Appendix 1 will be loaded onto the ledger and all 

 
.5 Divisional performance

 

position at Month 9, given the stated assumptions of this report. However, 
financial ledger does not currently reflect these figures and the review identified
that it did not reflect the position reported to the Board in some previous periods 
either. The differences were on budget figures that had not been updated, 
income figures which had not been posted and reserves. These are all fully
reconciled now. 
 
T
income figures will be posted so that the Month 10 report will be based on the 
ledger figures. 

3  

Divisional performances are shown on the attached appendices 3.1 to 3.6. 
m 

 

In summary the divisions have delivered workstream savings to date of £6.6
and forecast further savings of £4.4m to year-end. 
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The additional requirement of £4.8m of unidentified savings has not been 
allocated against divisional cost centres. Accordingly divisional performance 
against budget does not reflect this additional savings requirement. 
Mandatory Trust wide controls on spend have enabled reserves of £4m, that 
were set aside for cost pressures that have not materialised, to be applied 
against the year-to-date result to compensate for the unidentified additional 
savings not realised by divisional workstreams. 
 

• Surgery & Anaesthetics Division shows an overspend position of £818k 
at M9. This is a £91k positive variance from the M8 position and is the first 
time in many a year that the Division has lived within its monthly budget.  

• Women’s and Children’s Division shows an under spend position of 
£806k at M9. This continues the month on month under spending position 
and is an improvement of £183k on the M8 position. 

• Medicine Division has overspent by £490k (£13k overspent in the month) 
which is 1.3% of the Divisional budget. The forecast for the rest of the year 
is at least break even. 

• Clinical Support Division is £358k under spent against the budget for 
the year to date reflecting a favourable movement in the month of £74k. 
The forecast outturn is £400k under spend. 

• Facilities and Estates Division is under spent by £87k at the end of the 
period, compared to an overspend of £24k at Month 8. 

• Corporate Services Division is overspent against the budget of £1,582k 
mainly due to exceptional items for R&D (Cancer) and the Burns and 
Plastics transfer. 

 
3.6 Year-end Forecast and Remaining Risks 
 

The forecast shows a projected deficit of £14.7m. Further action is being taken to 
reduce the projected forecast deficit to the £11.5m control total. Outstanding risks 
to this outturn are as follows: 
 

• There is no reserve, beyond the £800k for Agenda for Change. 
• The settlement with West Herts PCTs is still outstanding and may be 

determined by the SHA. This could reduce the income gain we are due 
below the £8m included in the revised forecast position, although we 
consider this estimate to be prudent 

• Income estimates for other contracts are based on the trend for the first 
nine months but this income is highly volatile under the PbR system. 

• Continuing delivery of existing turnaround work streams. 
 
 As part of the exercise to review the position, a full assessment of the 

opportunities to utilise flexibility has been conducted. 
 
 The balance sheet has been reviewed in detail and some opportunities have 

been discovered. These are under discussion with the Trust’s auditors. As part of 
this review, advisors inform us that the balance sheet provision for Agenda for 
Change could be adequate; in which case the reserve mentioned above would 
not be needed. It is assumed that up to £500k could be available. 
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 The Trust is of the opinion that income assumptions are prudent. If we were paid 
for the activity performed, there would be at least an additional £4 million 
generated. The table below estimates that 50% of this is secured from Herts 
Partnership Trust and West Herts PCTs. 

 
 The cost estimates are based on action in place at the current time.  
 

With these assumptions the Trust would deliver the control total. Should these 
assumptions not hold, it is highly unlikely that the control total would be met. This 
is summarised below: 

 
   £ million 
 

  Forecast Deficit     14.7 
   
  Review of Balance Sheet 

- Reduce provisions    (0.1) 
- Extended life of assets   (0.1) 
- Revised treatment of IT assets  (0.2) 
- Add to accounting stocks   (0.1) 
- Capital equipment from revenue  (0.2)  

  Agenda for Change     (0.5) 
  Obtain HPT income for Paeds   (0.5) 
  Improved income position    (1.5) 
 
  Deficit Control Total    11.5 
 

In addition Divisions have been asked to take action to reduce forecast 
expenditure for the rest of the year by 5%. However the forecast does not 
assume any further spend reductions as a result of such actions. 
 
In summary, the conclusion continues to be that the Trust can deliver the deficit 
control total of £11.5m in light of the current forecast of £14.7m and the action 
being taken to reduce this.  
 
 

4 OTHER SUPPORTING INFORMATION 
 
4.1 Balance Sheet 
 

This is attached as Appendix 4. This shows that the Trust has total Net Assets of 
£226m at the end of Month 9. There are no material changes to report. 
 

4.2 Cash Flow 
 

The Cash Flow statement (Appendix 5) shows that the Trust had cash balances 
of £ 9.3m at 31st December consisting of the following: 
 
Three payment runs to 15th January (when SLA cash received)   £5.1m 
3 month dividends (payable in March)                                           £2.0m 
Capital funds not yet spent                                                            £2.2m 
 
We are confident that through good cash management we will achieve the 
External Finance Limit target. 
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4.3 Turnaround Summaries 

These are attached as Appendix 6.1 and 6.2 and show: 

• Divisional work streams savings totalling £10.9m are forecasted. 

• Further schemes of £10.7m are forecasted to deliver the total savings 
target of £21.6m 

 
4.4 Capital Spending 
 

Appendix 7 shows that of the gross £10.4m allocation for 06/07 called-down,  
£5.5m has been spent to date. 
 

4.5 Activity 
 

Appendix 8 shows activity trends for the period and demonstrates that activity is 
above plan for spells, out patients and A&E. However, comparing with the same 
period last year, activity is down for spells and new out patients, although up for 
follow up out patients and A&E attendances. 
 

4.6 Manpower 
 

Appendix 9 provides manpower information. This shows that the trust is below 
establishment levels in all Divisions and that the trend is downward for agency 
and bank spending. 

 
 
5 SUMMARY 
 

As part of the testing of the numbers, we conducted a ‘bottom up’ forecasting 
method, which entailed all Divisions feeding in their end of year forecast 
positions. This exercise has indicated that, taking a prudent view on the income 
owed particularly from West Herts PCTs and without any further management 
action, the Trust would exceed the control total and post a deficit of almost £15m. 
 
The positive news is that costs continue to reduce due to the measures taken.  
 
However the tight financial controls, turnaround work streams and further actions 
related to delivering the £11.5m deficit control total must all be achieved. 
 
 
Ross Dunworth 
Interim Director of Finance and Turnaround 
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