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1 Overall Financial Position 
 

a) Forecast Revenue Outturn 
 

The Trust is forecasting a deficit of £11.5 million for 2006/07 based on an 
assumption that income from PCTs will be at least £8m above the SLA – 
priced at tariff the activity has a value of more than £12m. This outturn 
would be after a major turnaround plan that has already reduced the cost 
base by a significant amount. 
 
This report is based on the latest commissioning intentions received from 
PCTs.  
 
Following deficits in 4 years, the Trust is planning to return to ‘run rate’ 
surplus in 2007/08, although at the time of this submission we are still 
some way from securing that position. Therefore in this report we set out 
the underpinning assumptions and issues that are being worked through. 
 
In summary the planned revenue position is a surplus of £11.5m, as 
required by the SHA. This is an increase from the break-even position that 
the Trust had been planning to until recently notified.  This report confirms 
that the Trust is still some way from identifying all the savings required to 
deliver this result. 
 
b) Revenue Outturn – (the Recurrent Monthly Run Rate) 

 
The plan is to achieve a monthly run-rate that is in balance from 1 April 
rising to a monthly surplus by March 2008. 
 
c) Cash 

 
The underlying assumption about cash is that the depreciation charge is 
used to finance block capital spending and a further £12 million is 
borrowed to start the ‘Investing in your Health’ project. It is forecast that 
the Trust will meet its EFL target. It is assumed that the £12 million 
borrowings will be as Interest Bearing Debt. 
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2 NHS trust statutory breakeven duty 
 

The table below confirms that 2007/08 will be the fifth year of the 
break-even cycle. We do not believe it is possible to recover the 
cumulative deficit in the coming year. Discussions with the SHA and 
External Audit are required on the implications of this situation. 
 

 
2006/07 
Planned 
surplus/ 

(deficit) £000  

2007/08 
Cumulative 

surplus/ 
(deficit) £000 

Number of 
years failed 
as at end of 

2007/08 

State whether 
3 or 5 year 
breakeven 

duty 
(11.5 million) (52.717 million) 5 5

 
 
3 Assumptions, Issues and Risks 
 

Assumptions and Issues 
 
The plan reflects a number of assumptions, as follows: 
 

• Income from Tariff the latest stated intentions from West Herts. 
Other PCT contracts are at 2006/07 activity levels, unless otherwise 
notified. 

• Income from non-tariff is included in the total income notified by 
the PCT, as above 

• The MFF is estimated based on the latest commissioning offer – a 
detailed calculation is being performed 

• Transitional Relief does not include any adjustment for Paeds or 
Plastics – it is 25% of our original transitional position plus £750k for 
cancer to E&NHT 

• Income from other Non-NHS bodies is private patient income, 
reduced on account of the transfer of plastics 

• All other income has been inflated by 2.5% and adjusted for any 
know factors 

• Pay costs are outturn projections uplifted by 2.5%, allowing for 
reductions due to turnaround 

• All other expenses, bar drugs, are outturn projections uplifted by 
3.5% to reflect 2.7% general inflation and 12.5% drug inflation.  This 
is a prudent calculation of non pay inflation. Again outturn is then 
reduced by turnaround savings. 

• The PDC dividend payable is calculated based on 3.5% of net 
assets 

• Savings identified at this time (£12m) have been profiled as non pay 
 

The attached schedule shows the changes to 2006/07 budgets for all 
factors.  
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Work to construct a Turnaround Plan for 2007/08 is based on latest 
information from the turnaround team on the opportunities for financial 
savings. The project headings that will be worked up into more detail over 
the next few weeks are as follows: 
 
 

Project Details Full Year 
Saving 

2007/08 
Saving 

Theatre efficiency Initial indications are that 
theatre capacity could be 
reduced by 20% without any 
impact on the volume of 
activity. This project will be 
implemented from early in the 
new financial year. 

£500k £400k 

Bed reductions Work has been completed 
that indicates that significant 
length of stay reductions are 
feasible. 

£3,000k £1,000k 

Roster 
management and 
improved 
management of 
leave 

Initial work indicates that 
there is significant potential to 
reduce the cost of 
substantive staffing by 
improved planning processes 

£3,000k £1,500k 

Temporary staff 
reductions 

Linked to the above, 
reductions in the agency 
staffing bill 

£1,500k £1,000k 

Improved 
procurement 

Non-clinical supplies through 
e-auction 
Clinical Supplies 
Medicines Management 

 
£3,000k 
£3,000k 
£3,000k 

 
£1,000k 
£1,000k 
£1,000k 

    
Total  £17,000k £6900k 

 
At the time of drafting this paper, these schemes will be used to ensure 
that Divisions meet the 2.5% CIP target (which would equate to about 
£5.5m) and then goes some way towards eating into the deficit. 
 
The attached appendix shows the detailed backup to the FIMS. There are 
a number of key issues: 
 

• It is the intention of the Trust to achieve the proposed control total 
of a surplus of £11.5m 

• At the time of preparing this report the Turnaround schemes would 
generate insufficient savings to the tune of £15m. 

• This is an improvement on the position reported last month when 
there was a £23m unidentified problem to achieve a balanced I&E, 
but includes the additional requirement to achieve a £11.5m 
surplus.   
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• A reserve of £2m is proposed to cover unforeseen cost pressures 
 

Risks 
 
 There is still a large amount to be done to confirm purchasing intentions 

and the implications for service delivery. Whilst the plan represents the 
latest position, until there is a detailed clarification of the issues it is difficult 
to assess whether the activity is sufficient to meet emergency and elective 
targets.  

 
The key risk relates to expenditure. The Turnaround plans already 
identified are very significant and challenging. The reductions in beds, 
theatres and purchasing will all require significant managerial and clinical 
buy-in. To achieve a further £15.5m will place enormous pressure on the 
system and the capability of the Trust to respond. 
  
These risks will be mitigated to an extent through the robust approach to 
budget setting that is now underway. This entails the establishment of full 
income and expenditure budgets at a specialty level (known as Trading 
Accounts) so that clinical and managerial teams will be asked to reflect 
expenditure decisions in the context of the income that is attributed to their 
service. 
 

4 Management Action 
 
This report reflects the current position with regard to income and expenditure 
plans at this time. The turnaround team are engaged in a programme to 
maximise the saving potential in 2007/08 and it is expected that the ‘gap’ 
between identified and unidentified schemes will narrow over the following 
weeks. However, to eliminate this gap, assuming no change in the income 
offers from the PCTs, will require service cuts in addition to the savings plans 
above. 
 
These matters will be discussed by the Trust Board. 
 
 
Ross Dunworth 
Director of Finance and Turnaround 
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