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Delivering a Healthy Future – update on GMP and approval position 
 

 

1. Context 
 
This paper was discussed at Finance and Planning Committee on 29 October 
2007, providing an update on the FBC approval and Guaranteed Maximum 
Price and contract discussions with Medicinq Osborne.  Based on discussions 
at the Committee the Board is asked to note the conclusion of the 
negotiations and approve the outcome 
 

2. Business Case Approval Process 
The Business Case was formally approved by the Department of Health on 
15th October 2007.  The approved sum was a total of £39.55 million and is to 
be funded in the following way: 
 
 2007/8 2008/9 Total 

 £000 £000 £000 

PDC 9,715 - 9,715 

Assumed IBD - 27,071 27,071 

Trust funding 4,806 -2,046 2,760 

Total DAHF 14,521 25,025 39,546 

 
This reflects a different cashflow compared to the FBC and a different 
proportion of Interest Bearing Debt and Public Dividend Capital.  The cashflow 
for 2007/8 reflects the cash required to make payments for work completed in 
2007/8 by Medicinq Osborne but also includes anticipated compensation 
events, some contingency and fees outside of the GMP. 
 
The Trust will use £2.4 million more from the Capital Programme in 2007/8 
than anticipated, however the majority of this (£2.046 million) will be available 
to be used in 2008/9.  The Trust has spent £2.7 million of its capital allocation 
of £13 million in this financial year.  This is therefore not expected to cause 
any difficulties or require any curtailment of other capital schemes in 2007/8. 
 
The DH has approved the scheme on the basis of the trust repaying the loan 
as a result of generating I&E surpluses.  If this not possible for any reason 
then the Capital Programme or working balances will need to be used for 
repayment.  The loan principle repayments will be £2.7 million a year for 10 
years.  The Trust does have the option of repaying the loan earlier. 
 

3. GMP and Contingencies 
The anticipated approval sum of £37.975 million was based on anticipated 
outturn cost less optimism bias.  The actual approval sum includes optimism 



bias.  As a result the level of contingencies can be increased to reflect the 
higher approval sum.  In addition to this, the Trust’s Procure 21 VAT adviser 
has advised that the VAT charged on Medicinq Osborne’s overhead and profit 
can be reclaimed.  This provides a further £300,000 contingency.  No further 
allowance for VAT reclamation has been made at this point.  The updated 
position is therefore as follows: 
 

Description  £’000 
  
Approval Sum 39,546 
Additional non DAHF related expenditure 73 
Total Assumed Budget 39,619 
Current Assumed GMP 28,943 
Anticipated compensation events 2,571 
Trust Costs 5,104 
Trust Contingency 3,001 

Total 39,619 
 All expenditure includes VAT 
 
This now reflects a contingency of 8.2% of all expected costs.  The Trust will 
still need to develop a robust process for managing change control and the 
level of contingencies allowed for.  
 
Conclusion 
  The above analysis presents a better position that that reported to the Board 
in October.  The granting of PDC slightly improves affordability particularly in 
early years (albeit that this is offset by a recent increase in the interest rate 
charges for IBD) and enables the Trust to manage its cash position better.  
The approval of the total sum in the FBC allows the Trust to manage a 
workable contingency. 
 
Action Required 
 
The Board is asked to note the outcome of the negotiations and approve the 
outcome. 
 
 
 
 
 
 
Nick Chatten 
Interim Director of Planning 
October 2007 


