
  1 
 

 
 

Agenda item 9 
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Finance Director’s Report - to receive and discuss 
 
Presented By:  Ross Dunworth, Director of Finance  
 
Prepared By:   Phil Bradley, Vicky Flanagan 

 
 

Month 8 to November 2007 
Executive Summary  
 
This report provides a summary of WHHT finances as at M8.  At month 8,the Trust has 
maintained its surplus with a year to date under spend of £1.628m.  This is a small 
increase of £68k compared to M7’s position of £1,560k.   
 
However, the Trust is now forecasting a year-end surplus of £2.4m, which is £2.6m 
less than was originally budgeted and represents a deterioration from the £5m forecast 
at the end of October.  Whilst this is a deterioration, the £5m target was subject to 
some uncertainties.  Although many factors impact on the financial position, key issues 
which caused this deterioration surround Surgery and the transfer of elective activity to 
St Albans. Specifically Surgery has failed to achieve its planned cost improvements, 
performed at lower levels of activity and sent a large number of patients to the private 
sector therefore overspending its delegated budget.  The Trust is currently paying a 
premium to outsource this activity to other providers in order to meet waiting list 
targets.  These issues have been reported previously as risks but have now been 
included in the position because, after discussion with the Chief Executive, it appears 
that achievement of the budgeted surplus is no longer realistic. 
 
The positive news is that we now have much greater clarity and confidence about the 
income we will receive from our main contract so that this is a much more reliable 
forecast.  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  

£1.626m 
surplus 

£2.4m 
surplus 

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

• At M8, although it appears realistic 
for the Trust to achieve a surplus 
position, a shortfall of £(2.6)m 
against the planned £5m appears 
likely.    

Amber 

3 Remain within the 
External Financing 
Limit  

£8.975m 
 

£8.975m 
 
 

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

Green 
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5 Turnaround Plan  £5.04m 
 

£5.5m • The Trust has a target of £16.0m 
cost improvements.  

• This target was from the outset 
substantially beyond the Trusts 
requirements and very ambitious. 

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

Amber 

6 Better payment code 
- Non NHS 
payments  
Target 95% 

No. 50% 
Value 58.4% 

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. 61% 
Value 78.7% 

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 

 
 
1 Deliver a balanced Income & Expenditure position 
 
1.1 Summary Results 
 
The year to date and forecast out-turn position at Month 8 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:  
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Category Budget M8 (£m) Actual M8 (£m) Variance (£m)

SLA Income 108.926 112.311 3.4

MFF / Transitional charge 19.170 17.702 (1.5)

Other Income 22.126 22.001 (0.1)

Expenditure

Pay (90.953) (86.272) 4.7

Agency (0.500) (2.069) (1.6)

Bank (0.248) (2.977) (2.7)

Blood (1.377) (1.504) (0.1)

Drugs (6.296) (7.052) (0.8)

MSSE (6.584) (7.614) (1.0)

H'care from Other Bodies (2.767) (3.707) (0.9)

Reserves (3.528) 0.000 3.5

Cost Improvements 4.325 (4.3)

Other non-pay (27.110) (26.781) 0.3

EBITDA 15.184 14.038 (1.146)

Depreciation (6.911) (6.900) 0.0

Dividend Payable (5.438) (5.439) (0.0)

Finance Costs (0.060) (0.071) (0.0)

(Over)/Under Spend 2.775 1.628 (1.147)
Table 2 
 
At M8, the Trust has a surplus of £1.628m.  However, it should be noted that, without 
the inclusion of £3.7m non-recurrent income, the Trust would be showing a deficit.  An 
analysis of the Trust’s “run rate” (monthly financial performance) is included at 
Appendix 1b.  This gives more detail about 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. 
 
1.2      Income 

 
Service Level Agreements (SLAs) 
 
Income reflects 8/12ths 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 key Service Level Agreements: 
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Commissioner
Plan (£m)

Actuals 

(£m)

Variance 

(£m) Explanation

Hertfordshire 103.46        104.32       0.86            

Includes £1.45m 06/07 adjusted 

overperformance offset by 2007/08 

underperformance in elective activity. 

Harrow 1.08            1.63           0.55            

Activity levels are in line with previous 

years'.

Hillingdon 2.76            2.81           0.05            

Other PCTs 1.71            2.76           1.04            

£0.758m of this relates to agreed 

activity adjustments for 2006/07.  The 

balance relates to several contracts.

Total 109.01        111.51       2.50            
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.   
 
There is a loss of £(0.37)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).  This is substantially due to £(0.39)m lower 2006/07 actual MFF income 
compared against the year-end estimate. 
 
 
Other Income variances 
 
 
Other NHS Income is showing a shortfall of £(0.86)m reflected in a number of 
variances:  

 

• Design Team income is down £(0.02)m because less work has been 
contracted by local PCTs  

• There was a shortfall in Hertfordshire Partnership income of  £(0.49)m 
caused by over budgeting for the year of £(1.239)m for Paediatrics. 

• Investing in Your Health(IIYH) and LIS IT scheme income is £0.7m  over 
budget.  This reflects the inclusion of income deferred from 2006/07 and 
income due for 2007/08 Investing in Your Health.  Previously only income 
deferred from previous years was reported for IIYH. 

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

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 £(0.1)m below 
budget and Overseas Visitors is also £(0.08)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 £0.11m higher than budget.  This is due to the 
renegotiation of charges with insurers. 

 
1.3 Expenditure 
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Pay and non-pay costs are broadly in line with M7 although bank and agency costs 
have increased slightly.  
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Table 4 

Agency and Bank costs for November represent 6.9% 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%.  For M8, the % usage of bank and agency staff is 
6.9%.  Given that achievement of planned cost improvements depends on the 
management of staff costs, this is an area of concern for the Trust. 
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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 8.   
 
Non-pay is overspent against budget at the end of November by £(6.9)m. The 
significant variances are: 
 

• Blood Products are £(1.3)m overspent reflecting higher costs. 
 

• Consulting services are £(0.35)m over budget reflecting finalisation of 
work on Turnaround and work on Investing in Your Health.  

 

• Drug costs are £(0.75)m over budget.  Expenditure reflects cost 
pressures due to NICE approvals, especially for high cost drugs in 
Rheumatology and Clinical Haematology. 

 

• The cost of Healthcare from other bodies is £(0.94) 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 £(1.03)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.  

 
 

• Prostheses are £(0.34)m over budget to date.  This is partly due to the 
shift in cardiac activity which has affected MSSE.  This cost is driven by 
the casemix of activity in theatres.  

 
 

• The variance of £(4.3)m on “Cost Improvements” reflects savings 
adjustments to the non-pay budget that are still to be achieved.  Page 5 
gives further information about targeted savings. Although Divisions are 
continuing to target the delivery of efficiencies and they are continuing to 
be monitored on efficiencies achieved at PMO performance review 
meetings, it now appears unrealistic to assume that all targeted savings 
will be achieved, and the forecast reflects this. This target was from the 
outset substantially beyond the Trusts requirements and very ambitious 
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An analysis of key movements between M7 and M8 is set out below: 
 
Type M7 Income / 

Expenditure 
(£m) 

M8 Income/ 
Expenditure 
(£m) 

Variance 
(£m) 

Explanation 

Income  

Herts PCT income 14.128 12.538 (1.59) The month 7 position was adjusted 
for a “one off” £1.45m adjustment in 
respect of 2006/07 
overperformance. 

IIYH Income 0.129 0.663 0.533 The M8 position has been adjusted 
for 8/12 of income due for 2008/09. 

LIS Modernisation 0.05 0.406 0.356 The M8 position has been increased 
by the write back of accruals from 
2006/07. 

Expenditure  

Estates costs 0.231 0.369 0.138 Increased maintenance costs on the 
Hemel and SACH sites. 

Other non-pay 0.624 0.941 0.317 Payment of a personal injury claim. 
Table 6 

 
1. 4 Forecast 

 

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

to the M8 position.  
 
 

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

Income 225.5 229.2 3.7

Expenditure

Pay (136.9) (137.2) (0.3)

Non-pay (59.6) (69.6) (10.0)

Reserves (5.3) (1.5) 3.8

Turnaround exc CIPs 0.0

EBITDA 23.7 21.0 (2.7)

Depreciation (10.4) (10.4)

Dividend Payable (8.2) (8.2) 0.0

Interest Payable / Receivable (0.1) (0.0) 0.1

Surplus 5.0 2.4 (2.6)
Table 7 
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1.5 Assumptions 
 
The following assumptions have been included in the forecast £2.4m surplus: 
  

• no penalty will be levied for failure to achieve the 18 weeks as agreed by 
the PCT 

• Up to £2.0m will be deducted from the value of SLA activity payable for 
follow-up outpatient activity in excess of target ratios 

• £0.75m income due in respect of Investing in Your Health work in 
2006/07 and 2007/08 will be paid  

• premium costs of £0.8m incurred to work towards waiting list targets will 
be funded 

• £0.4m will be receivable in respect of 2007/08 additional high cost drug 
pressures 

• £1.4m income in respect of Work in Progress (inpatients in the hospital at 
31/3/8) will be included in final income due to the requirement of 
international financial reporting standards 

• A cost reduction of at least £5.5m will be achieved 

• A writeback from 2006/07 accruals, expenditure for which has not 
materialised, of £0.75 

• £0.32m funding will be received to fund Infection control costs 
 
 

2 Reserves 

2.1 £(1.57)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 training levy income 
following a review of income budgets, giving a General Reserve budget of 
£(1.4)m.  It is forecast that a further £(0.9)m will be utilised over the year, 
leaving a General Reserve of £(0.5)m at year-end. 

2.2 The pay reserve has being released to cover the 1.5% pay increase from 
01/04/07.  The charge of £(0.57)m against this reserve represents the cost of 
the additional 1% increase payable from November onwards.   

2.3 From the total reserves still available of £(5.3)m, it is forecast that £3.8m 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 £8.975m. 
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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 A summary of progress against the savings schemes is shown below.   
 

Scheme
Annual Planned 

Savings (£m)
Actual M1-M8 (£m)

Target to be 

Achieved (£m)

Pay Reductions CIP 5.08 2.63 2.63

Non-Pay CIP 2.55 0.80 0.80

Realignment of Workforce 2.49 0.24 0.24

Procurement 1.57 0.31 0.31

Length of Stay 1.26 0.00 0.00

Roster Management 0.26 0.02 0.02

Theatre Shutdown 0.16 0.00 0.00

Theatre Efficiency 0.82 0.11 0.11

E-Auctions 0.19 0.00 0.00

Corporate 0.58 0.39 0.39

Other 1.04 0.20 0.20

Total 16.00 4.70 4.70

Other New Schemes 0.40 0.34 0.80

Revised Total 16.40 5.04 5.50  
Table 8 
  

 
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 
Divisional meetings. Red will not be achieved in 2007/08 however the schemes 
will be re-evaluated for inclusion in the 2007/08 cost improvement programme. 

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

10.4 0.1 5.5 16.0  
Table 9 

 
 

 
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. Electronic authorisation, which will speed up the 
authorisation process for invoices, continues to be rolled out.  It is now being 
used within Theatres and Radiology and a programme of training has begun 
prior to implementation within the Estates and Facilities Division. 
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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 
 
 
8 Cash Management 
 
8.1  At 30th November the Trust had a net cash balance of £17.081m made up as 

follows: 
 
 
 £m 

Capital unspent 14.038 
Dividend provision 1.360 
Loan repayment provision 0.374 
Loan interest provision 0.138 
Creditor payments 1.171 
Total Cash Balance 17.081 

Table 11 

 
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 £7.1m and the cash 
balance of £17.1m.  
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9 Capital Spending 
 
9.1   The forecast is £21,968k.  This 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.  The Capital Programme Group met on 27th November to 
reduce its planned programme of operational expenditure to fund this transfer.  
Appendix 4 gives more detail about capital expenditure.  

 
 
10        Conclusion 
 
10.1  This report outlines the current financial position of the Trust as at M8. The 

Board is asked to comment / discuss its implications. 
 

Ross Dunworth 
Interim Director of Finance and Turnaround 

      December 2007                                                                                                               


