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1 Purpose 
 
Executive Summary 
 

1.1 This report has been prepared to seek Trust Board approval for the proposed 
2008/09 budget.  2007/08 was ultimately a successful year in that the Trust 
achieved a financial surplus for the first time in recent history.  The plan is now 
for the Trust to remain in surplus.  The Trust must therefore not only continue 
and develop the existing programme to reduce its cost base, but must also 
focus on achieving the Delivering a Healthy Future (DAHF) service 
improvements and efficiencies to ensure that its longer term financial model 
remains sustainable.   

 
1.2 This paper sets out the 2008/09 strategy for meeting this target.  It describes 

the current position at a Divisional level and sets out how Service Line 
Reporting (SLR) will support the strategy.  It should be noted that assumptions 
have been made based on the latest available information.  Not all forecast 
income can be predicted with certainty and work is still ongoing to adapt the 
DAHF activity model as Commissioners’ requirements evolve and plans for 
implementation are determined.  Budgets will need to be revised to take 
account of DAHF changes in due course.   

 
1.3 The following table sets out the Trust’s 2008/09 budget: 
 

Table 1 – Summary 2008/09 Trust Budget 
 

 £m
Patient Care Income 205.370
Other Income 27.319
Total Income 232.688
Divisional Expenditure
Medicine (51.661)
Surgery (46.183)
Women & Children’s (22.693)
Clinical Support (29.122)
Estates / Facilities (23.298)
Corporate (27.589)
Reserves (7.820)
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Total Expenditure (208.366)
EBITDA 24.324
Depreciation (10.374)
Financing (9.550)
Surplus / (Deficit) 4.400

Divisional budgets are for expenditure only – Divisional income is shown in Other 
Income. 

 
2  HISTORICAL PERSPECTIVE 
 

2.1 All NHS Trusts are required to break-even over a three-year cycle.  With the 
agreement of the Strategic Health Authority (SHA), this may be increased to a 
period of 5 years. 

 
2.2 At the end of 2006/07 the SHA recalibrated the Trust’s financial deficit by re-

setting 2006/07 as the base year for achievement of the break-even duty.  The 
Trust therefore commenced 2007/08 with a cumulative £11.4m deficit to repay.  
It has been agreed by the SHA that the Trust can repay this over a 4-year 
period.   

 
Table 2 – Planned Achievement of Break-Even 

 

Year 2006/07 2007/08 2008/09 2009/10

In year surplus / (deficit) £(11.4m) £2.4m £4.4m £4.6m
Cumulative surplus / 
(deficit) £(11.4m) £(9.0)m £(4.6)m £0m

 
3 TRUST LEVEL RECONCILIATION 
 

3.1 Attached at Appendix A is the draft Trust level Income and Expenditure 
budget for 2008/09.  This indicates that, after an assumed Cost 
Improvement (CIP) of £11.6m, the Trust should plan to achieve a surplus 
of £4.4m as at 31 March 2009.  

 
3.2 The baseline for budget setting was the 2007/08 budgets as at Month 10 

(January 2008).  These budgets were adjusted for non-recurrent items, eg 
the cost of outsourcing activity to achieve waiting list targets and the 
balance of 2006/07 Service Level Agreement (SLA), ie contract income.  
Allowance was also made for the full-year effects of 2007/08 events, eg 
savings schemes commenced in 2007/08 and the balance of the 2007/08 
staged pay award.  Budgets were funded for agreed cost pressures, 
including establishment pressures which were covered non-recurrently by 
vacant posts.  A CIP target was allocated against this level of budget but 
was capped at 8%, which was considered the maximum amount 
achievable.  Savings by Division are summarised in Table 5 below. 

 
3.3 It is planned that the Acute Admissions Unit (AAU) will open on 1 October 

2008.  This will involve the opening of a new hospital wing at Watford 
General Hospital, withdrawal of inpatient services from the Hemel site and 
service redesign to deliver a more intensive model of care.  This will impact 
on the Trust’s income and cost structure.  Some reduction in income is 
anticipated as the transfer of services from Hemel Hempstead to Watford 
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decreases the Trust’s catchment area.  The development of a more 
centralised and efficient way of working will be used to drive cost savings. 
Increased capital charges in respect of the new building will be £1.9m in 
2008/09. 

 
3.4 It has been assumed the total impact of DAHF changes will be financially 

neutral.  It is anticipated that decreased income and higher capital charges 
will be offset through lower costs from a more efficient model of working.  
Work is ongoing to allocate expenditure savings due to DAHF activity 
changes to Divisions and will be presented to the Board during the 
Summer.   

 
4  FINANCIAL STRATEGY FOR 2008/09 
 
 4.1 The Trust’s 2008/09 financial strategy is based on: 
 

• Continued delivery of the improvements in management which allowed 
the Trust to achieve a surplus in 2007/08. 

• Implementation of the DAHF service changes to realise financial 
efficiencies from an improved service model.   

 
4.2 The implementation of Service Line Reports, which link income earned to the 

costs incurred in delivering services, will be key to improving financial 
management further.  This will support the delivery of cost improvements as it 
generates improved understanding of the links between productivity and 
income.  Divisions will see the financial rewards or penalties arising from 
changes to their cost base and income earned.  

 
4.3 Divisions will be supported in the continued delivery of financial improvements 

through a number of corporately led projects eg on the efficiency of 
procurement, and increased productivity in the operating theatres.  Projects 
will be led by a Trust Director and a robust monitoring process will be used to 
ensure that savings are being delivered.   

 
4.4 The planned opening of AAU in October 2008 will provide the Trust with the 

opportunity to: 
 

• Deliver savings from site rationalisation and  
• Deliver savings from the provision of a more efficient and intensive model 

of care.   
 

4.5 The DAHF scheme, as with any substantial project, is subject to significant 
risks.  These risks can be split as follows: 

 
• Achievement of the efficiency / productivity requirements of the Business 

Case 
• Ensuring the merger of the clinical teams in line with the agreed 

operational policies of the AAU 
• Achievement of the savings identified in the Business Case 
• Impact on activity levels, and therefore income, as the Trust reduces 

services from Hemel Hempstead Hospital. 
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4.6 However, the DAHF strategy is key to providing the Trust with a sustainable 
long-term financial basis, including the achievement of the planned 2008/09 
surplus of £4.4m. 

 
5  2008/09 TRUST LEVEL BUDGETS 
 
 5.1 The Trust gains income in two ways: 
 

a) The provision of patient care.  This is rewarded through payment by 
Primary Care Trusts (PCTs), which act on behalf of their patients, and 
Practice Based Commissioning Groups.  Next year, the Trust anticipates 
approximately 95% of this income to be generated on a “cost and volume” 
basis (national or local tariff applied to the actual services delivered).  The 
balance will be generated through a block contract.  A process has been 
agreed with West Hertfordshire PCT to fully move this block contract onto 
a cost and volume basis in 2008/09, subject to the Trust being able to 
provide patient level data.  

 
b) The provision of non-patient care services to other NHS organisations, 

to non-NHS organisation (eg tablet packing services provided to Nursing 
Homes) and directly to the public or staff (eg car parking). 

 
5.2 Appendix A shows that the key changes to income plans are as follows: 
 

• A further £1.5m arising from the move of high cost drugs, critical care and 
direct access pathology from a “block” contract to a more accurately 
costed “cost and volume” contract. 

• The ending of the Payment by Results (PbR) national tariff transition 
charge means that the Trust no longer pays a subsidy back to the 
Department of Health.  This generates an additional £1.7m additional 
income in 2008/09. 

• Revisions to the PbR tariff are anticipated to increase the Trust’s income 
by £1m.  

• Income loss from Hillingdon Hospitals and East & North Hertfordshire NHS 
Trusts relating to the transfer of facilities contracts from WHHT to 
Hillingdon Hospital on the Mount Vernon Hospital site.  However, this is 
more than offset by expenditure reductions within Facilities. 

 
5.3 For 2008/09 the Trust has been clear that for Orthopaedics and Gynaecology 

it is not able to meet the proposed demand from PCTs.  Currently, 
negotiations with West Hertfordshire PCT, the Trust’s largest commissioner, 
have not achieved agreement to downsize contracted activity although the 
financial values reported below recognise this position. 

 
5.4 However, excluding this issue, the PCT has recognised an activity and 

funding position that is broadly in line with the Trust’s view of the activity 
required to maintain current access times and deliver the 18-week target.  
The impact of any reduction linked to the opening of the AAU will require a 
contract adjustment and this has been noted in the contract.   

 
5.5 West Hertfordshire PCT has issued an activity plan at HRG level to provide 

the supporting information as to the income figure of £163.8m.  This is 
essential in order for the Trust to build the Service Line Reports plan.  The 
activity requirements are summarised in the table below: 
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Table 3 - Income and Activity 

 
2007/08 

Forecast 
Outturn

Activity Type West 
Herts

East Herts Hillingdon Other 
SLA / 
NCA 

Total

 Activity      
 Emergency IP 23,834 36 980 1,329 26,179
 Non-Elective IP 8961 16 329 671 9,977
 Elective 29,560 146 596 1,105 31,407
 OP - New 86,681 269 2,162 4,782 93,894
 OP – Follow Up 171,088 726 4,472 10,013 186,299
 A&E  120,000 846 0 503 121,349
 Other 923 3 53 12 991
    
£m Income £m £m £m £m £m

49.405 Emergency IP 48.863 0.054 2.309 2.833 54.059

13.418 Non-Elective IP 13.776 0.015 0.492 1.023 15.306
36.019 Elective 33.036 0.181 0.662 1.383 35.262
15.017 OP - New 14.127 0.046 0.322 0.735 15.23
12.405 OP – Follow Up 14.033 0.060 0.333 0.763 15.189

8.709 A&E  7.295 0.050 0 0.035 7.38
36.125 Other 32.268 0.042 0.446 0.558 33.21

    
29.356 MFF   29.629

(1.688) 
 

Transitional 
Charge 

  0

    
198.765 Total Income 163.399 0.449 4.564 7.33 205.370

NB Forecast activity is as at M 11. 
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Notes 
 
All PCTs 

 
The proposals from the Trust were developed using a combination of referral and 
waiting list calculations to deliver the achievement of the 18-week target in 
December 2008.  The calculations were then fine-tuned to reflect known 
forthcoming changes such as further Clinical Assessment Treatment and Support 
referral management services (CATs), coding changes etc.  Emergency work for 
the PCTs was based on forecast outturn but a reduction in activity was assumed 
for Buckinghamshire PCT and Bedfordshire PCT due to the changes in 
emergency care at Hemel later in the year.   
 
Hertfordshire PCTs 
 
Broad agreement has been reached subject to finalising capacity, and hence 
income issues, related to Orthopaedics and Gynaecology.  
 
Hillingdon PCT 
 
The table reflects an amended proposal for the cash envelope that Hillingdon has 
available.  At the time of writing, this had not been formally agreed but it is not 
expected to change significantly.  Hillingdon have already confirmed that should 
the SLA over-perform they will fund the excess because they recognise that there 
is a risk they have under-commissioned.   
 
Other SLAs and Non Contracted Activity (NCA) 
 
NCA figures are based on last year’s activity adjusted for known changes.  The 
Trust has agreed the smaller SLA contracts included in this category.  
 

 6



Table 4 - Movement from 2007/08 to 2008/09 Plan 

£m £m

Opening Budget Position 2.4

2008/09 Pressures

2007/08 cost pressures -8.6

2008/09 Efficiency Requirement -6.1

Backlog maintenance provision -1.0

Isolation wards -0.9

-16.6

2008/09 Opportunities

2007/08 Savings - FYE 2.8

PBR tariff revision 1.0

Gain on Transitional Relief 1.7

Move to Cost & Volume contracting 1.5

7.0

Deficit before Savings -7.2

CIPs 11.6

Current Target Surplus 4.4

 
In summary: 
 

• Before 2008/09 CIPs and income opportunities, the Trust faces a deficit of 
£16.6m. 

• Income opportunities and the full-year effects of 2008/09 savings reduce 
this deficit to £7.2m. 

• Cost Improvements of £11.6m will be required to generate a £4.4m 
surplus. 

 
 
6 2008/09 EXPENDITURE BUDGETS 
 

6.1 CIPs 
 
6.2 The 2008/09 tariff allows for an increase in costs of 5.3% with Trusts required 

to finance 3% themselves through Cost Improvement Plans.  In order to fund 
this CIP and recurrent pressures on budget from 2007/08, a cost 
improvement of £11.6m is required.  

 
6.3 This CIP target has been allocated to Divisions on the basis of the 2007/08 

forecast outturn adjusted for either 4%, 5% or 8% cost improvement targets.  
The three clinical Divisions: Medicine, Surgery and Women & Children’s were 
allocated a CRES of 4%.  Clinical Support and Estates and Facilities were 
given a cost improvement target of 5%, which reflects the fact that they have 
retained 2007/08 under spends against their budgets.   

 

 7



 
The Corporate Division has been allocated an 8% cost improvement because of 
the continuing need to reduce management overheads. 

 
6.4 It should be noted that these cost improvements exclude changes to budgets 

due to activity changes from DAHF.  Changes in respect of the effect of the 
AAU and associated service effects will be made as a second stage of the 
budgets and are likely to be finalised during April and brought back to the 
Board.  

 
7. Savings Targets 
 
7.1 Responsibility for the achievement of the Divisional savings targets will be 

delegated, as other budgets are, to each Division.  However a number of 
corporately led projects will be set up to support Divisions in delivering these.  
These projects are as follows: 

 
• Delivery of efficiencies from the set up of the AAU 
• Savings from rationalisation of the Hemel site 
• Delivery of further productivity gains from the centralisation of all 

planned surgery at St Albans 
• Bed capacity – achieving optimal stays 
• Medical and non-medical staffing 
• Theatre efficiencies 
• Outpatient productivity 
• Improved data capture and quality 
• Corporate efficiencies and use of the Trust’s asset base 
• Procurement savings 
 

7.2 Divisions will work together to identify and achieve savings from these Trust-
wide schemes, as well as identifying savings specific to the circumstances of 
their individual Divisional business units.  

 
7.3 The overall delivery of savings will be overseen by the Delivery Support 

Group, made up of Executive Directors, with additional input from clinicians.  
Accountability, timescales and target outcomes will be agreed for each 
scheme.  The development and achievement of savings will be linked into 
Divisional and Trust-wide business planning. 
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Table 5 - Total Savings per Division 
 

 2007/08 
balance 

cfwd

2008/09 
CIPs

Savings exc. 
DAHF

% of Divisional 
Exp 

 £m £m £m % 
Medicine 1.8 2.0 3.8 7.6% 
Clinical Support (0.8) 1.5 0.7 2.4% 
Surgery 2.9 0.7 3.6 8.0% 
Women and 
Children 

0.1 0.9 1.0 4.5% 

Estates & 
Facilities 

(0.6) 1.4 0.8 2.9% 

Corporate  1.7 1.7 8.0% 
Total 3.4 8.2 11.6  

 
7.4 The breakdown of the £11.6m of savings in Table 5 is illustrative and requires 

final agreement by the Chief Executive and Finance Director with the 
divisions.  These savings are based on a prudent view of income levels. As 
the SLA is finalised any changes in agreed contracted income relating to 
DTCs and surgical activity will allow a reduction in the divisional savings 
targets.   

 
7.5 Once schemes have been worked up, there may need to be some 

realignment of targets for individual Divisions.  It is envisaged that any 
changes will occur within the first quarter of the year in order that there is 
sufficient time to deliver a changed savings profile at Divisional level.   

 
7.6 A more detailed report on this issue will be considered by the Board in April. 
 
8. Reserves 
 
8.1 Corporate reserves have been established to cover the following: 
 

• Pay pressures – A pay reserve of £5.9m (4.3% of payroll costs) has been 
set up.  Pay awards for 2008/09 are expected to be in the region of 2%.  
This reserve also includes an allowance for incremental drift and the full-
year effect of the staged 2007/08 pay award.   

 
• Non-pay – A reserve to fund non-pay inflationary pressures has been set 

in line with the issued tariff guidance.   
 

• General Reserve – includes amounts to fund improvements to the quality 
of services in line with national guidance, a provision for backlog 
maintenance associated with a more intensive use of the Watford site, and 
a 1% contingency. 

 
8.2 The budget setting process included a process to review cost pressures from 

2007/08.  Pressures on non-pay and staff establishment have been funded.  
 
8.3 It is not anticipated there will be further cost pressures, but if there are, 

Divisions will be required to manage these within their overall budget.  One 
potential use of the General Reserve, if not fully committed by later in the 
financial year, could be on spend to save schemes.   
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9 Service Line Reporting (SLR) 
 

9.1 As described above, SLR, formerly described as Trading Accounts, is at the 
heart of the proposed financial strategy for the year ahead.  The Trust 
believes that it will: 
 

• Help managers make the right decisions on resource allocation based 
on the income levels delivered by various service lines 

• Help engage clinical staff in financial management – many have 
expressed a willingness to work in an environment where income is 
properly reflected 

• Support the Board in making the right strategic decisions and in 
performance managing the organisation 

 
9.2 Significant steps have been taken in 2007/08 to address data issues and to 

implement monthly Service Line Reporting.  However this is simply the first 
step and there is a long way to go to enhance the functionality and use of 
reports across the organisation to achieve the organisational benefits 
envisaged.  Development in 2008/09 will be led by the Director of Delivery.  

 
 
10.  Cash Limit and Capital Availability  
 

10.1 The key elements of the capital financing regime for 2008/09 are: 
 

• The Trust’s operational capital allocation equals the cash the Trust can 
generate to fund capital expenditure (depreciation and I&E surplus 
adjusted for any capital carry forward from the previous year and 
repayment of capital loans).  

• Capital funding in addition to operational capital will usually be in the form 
of interest-bearing loans. 

• Trusts will need to generate surpluses to generate the cash to repay loans 
and interest. 

• International Financial Reporting Standards (IFRS) will apply. 
 
10.2 The forecast External Finance Limit (EFL), that is cash required from 

the Department of Health to fund the Trust’s 2008/09 capital spend, 
was recently submitted to the Strategic Health Authority.  This is 
£21.385m : 

 
Table 6 – Forecast 2008/09 EFL  

 
 £m
Interest Bearing Debt to fund capital programme 27.000
Capital loan principal repayments (3.375)
Repayment of 2006/07 working capital loan (2.240)
2008/09 EFL 21.385

 
10.3 Alongside the EFL, the Trust anticipates a Capital Resource Limit 

(CRL), that is, permission from the Department of Health to incur 
capital expenditure, to the value of £34.42m: 
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Table 7 – Forecast 2008/09 CRL 

 
 £m
Interest Bearing Debt to fund capital programme 27.000
Capital loan principal repayments (3.375)
Cash released from I&E surplus 2.160
Cash released from depreciation 10.374
Donations from charitable funds 0.200
Unspent capital cash from 2007/08 (1.739)
2008/09 CRL 34.620

 
10.4 Plans for allocating operational capital to specific schemes exist in 

draft but have yet to be approved by the Capital Programme Group.  A 
paper will be submitted for approval of a capital budget in April 2008. 

 
10.5 The difference between the CRL and the EFL is cash which the Trust 

is able to generate internally from its activities.  This is set out in Table 
8 below. 

 
Table 8 – Reconciliation of 2008/09 CRL and EFL 

 
 £m
Trust 2008/09 EFL 21.385
Cash from planned I&E surplus to repay working capital 
loan 

2.240

Cash from planned I&E surplus to fund capital 
expenditure 

2.160

Cash in respect of depreciation received as SLA income 10.374
Donated assets 0.200
Cash charge re: 2007/08 capital expenditure paid in 
2008/09 

(1.739)

Trust 2008/09 CRL 34.620
 
11  RISKS 
 

11.1 The Trust will need to manage a number of issues in order to achieve its 
planned surplus.  Key risks are set out below: 

 
 

• Timing – the new financial year is a matter of weeks away and there are 
currently no detailed CIP plans.  The level of cost improvement required is 
high however achievement of the targets will be key to delivering financial 
balance.  

• Income – this is volatile and varies according to case-mix and the number 
of patients referred.  In addition, income in respect of the Investing in Your 
Health programme is potentially at risk.  This income stream has 
previously been agreed and funded by the local health economy however 
negotiations are still ongoing to secure this for 2008/09. 

• Activity - In 2007/08 the Trust incurred premium costs in outsourcing 
activity to private providers in order to achieve waiting list targets.  In 
2008/09, the Trust’s capacity will have to be managed to ensure that 
contracted levels of activity, including the achievement of waiting list 
targets, can be delivered.   
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• Workforce – Recruitment to specific staff groups, including theatre nurses 
and some technicians, is challenging for the Trust.  The DAHF service 
reorganisation may also impact on staff retention.  Steps are being taken 
to increase recruitment however there is a risk that the Trust will continue 
to incur premium costs through the use of agency staff / and or have 
difficulty staffing non-urgent theatre lists. 

• DAHF – It will be necessary both to manage any disruption arising from 
the transfer and redesign of services and to deliver significant financial 
savings from the service reorganisation.   

 
12 TIMELINE FOR THE YEAR 
 

12.1 This budget has been based on the latest available information.  Negotiations 
with PCTs continue and could alter the funding available.  

 
12.2 Similarly, discussions with the SHA continue and this may affect the surplus 

target for the Trust.  
 

12.3 A significant amount of work remains to be done to identify all planned cost 
improvements and work through the detailed impact of the AAU service 
model on department and Divisional budgets.  

 
12.4 After approval of the Budget by the Trust Board, a detailed budget will be 

issued to every senior and clinical manager, as it was in 2007/08.  This will 
set out budgets at departmental levels.  Thereafter, the Trust will monitor 
performance as a variance from the overall budget.  Subsequent adjustments 
to the budget (budget virements) will be approved and reported to the Board 
in line with the Trust’s Virement Policy. 

 
SUMMARY 
 

The Trust Board is asked to support the budget set out in this paper.   
 
 
 
 
Presented by: 
Ken Sharp  Interim Director of Finance 
 
March 2008 
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