
 

 
 

Agenda Item: 71/08 
 
 

Public Board Meeting, 24 April 2008 

Finance Report as at 31 March 2008  This paper summarises the 2007/08 financial 
position of the Trust and reviews its performance against statutory financial duties. 
 
Presented by: Ken Sharp, Interim Director of Finance 
 
1. Purpose  
 
1.1 This paper is intended to inform members of the Board about the financial performance 

of the Trust in 2007/08 and to note consequences this will have for 2008/09. 
 
 
2. Background 
 
2.1 This paper updates previous monthly reports to the Trust Board. 
 
 
3.  Recommendations  
 
3.1 The Board are asked to note this report and discuss its implications.  
 
 
 
 
 
Ken Sharp 
Interim Director of Finance 
16/4/08 
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FINANCIAL REPORT 

 
Provisional Position for year to 31 March 2008 

 
Executive Summary   
 
This report provides a preliminary summary of WHHT finances as at 31 March 2008. 
Figures may alter as the final accounts and audit process is completed. However it is 
not anticipated that adjustments will materially affect the overall result. The original 
planned surplus of £5.0m was reduced in December to £2.4m. At the end of the 
financial year the Trust has achieved and slightly exceeded this with an expected 
surplus of £2.5m. This represents a significant achievement for the Trust.  
 
The table below summarises the key performance indicators (KPI’s) used by the 
Strategic Health Authority (SHA) in monitoring the Trust. 
 

Section Target Achieved Key Issues Performance Status 
1 Deliver a surplus Income

& Expenditure position  
£2.5 

surplus 
• The Trust has achieved its planned 

current year surplus.  
• This reduces the Trust’s historic 

(cumulative) deficit and provides a 
basis for sustaining a sound financial 
platform for the Trust. 

Green 

3 Remain within the 
External Financing 
Limit  

£7.855m 
 

• The Trust has contained 
expenditure within its allocated 
External Financing Limit. 

  Green 

4 Remain within the 
Capital Resource Limit 
(CRL)  

£21.984 
 

• The Trust has contained expenditure 
within its Capital Resource Limit. 
The Trust has spent £21.984m out 
of its £22.228m CRL. The remaining 
£0.244m will be carried forward and 
spent in 2008/09. 

Green 

5 Turnaround Plan  £16m 
 

• At the start of 2007/08, the Trust 
targeted £16m cost improvements. 

• Savings of £7.557m have been 
achieved in respect of planned 
savings schemes. 

• However, the Trust has identified 
other savings, including additional 
income and under spends against 
budgeted reserves. These have 
enabled the Trust to achieve its 
planned savings target.  

Green 

6 Better Payment code - 
Non NHS payments  
Target 95% 

No. 51% 
Value 57% 

• West Herts Hospitals has failed to 
achieve this target although 
performance has improved 
significantly from 2006/07. 

Red 

6 Better Payment code - 
NHS payments 
Target 95% 

No.59%  
Value 81% 

• West Herts Hospitals has failed to 
achieve this target although 
performance has improved 
significantly from 2006/07. 

Red 

Table 1 
 
Key Risk Status: 
 
Red Not Achieved 
Amber Partially Achieved 
Green Achieved 

 



 
 
1 Deliver a balanced Income & Expenditure position 
 
1.1 Summary Results 
 
Summary results for 2007/08 are shown below. Appendix 1 gives further detail. 
 
Category Budget M12 (£m) Actual M12 (£m) Variance (£m)

SLA Income 165.0 172.4 7.3
MFF / Transitional charge 27.1 27.0 (0.2)
Other Income 33.6 34.0 0.3
Expenditure
Pay (137.3) (129.8) 7.5
Agency (0.8) (3.6) (2.8)
Bank (0.4) (4.9) (4.5)
Blood (2.0) (2.2) (0.1)
Drugs (9.4) (10.6) (1.2)
MSSE (9.9) (11.9) (2.0)
H'care from Other Bodies (4.2) (8.3) (4.1)
Reserves (4.0) 0.0 4.0
Cost Improvements 6.5 0.0 (6.5)
Other non-pay (40.6) (40.6) (0.0)
EBITDA 23.6 21.3 (2.3)
Depreciation (10.4) (10.4) 0.0
Dividend Payable (8.2) (8.2) 0.0
Finance Costs (0.1) (0.3) (0.2)

(Over)/Under Spend 5.0 2.5 (2.5)
Table 2 
NB Planned surplus reduced to £2.4m in December 2007 
 
The Trust has achieved a surplus of £2.5m. After allowing for the effect of non-
recurrent income and expenditure, the Trust has delivered a recurrent surplus of 
£0.8m.   
 
The Trust received £5.2m in respect of non-recurrent income and incurred non-
recurrent expenditure of £3.5m on outsourcing surgical activity, i.e. a net £1.7m non-
recurrent surplus. 
 
The achievement of recurrent financial surplus represents a significant improvement 
over previous years’ financial results. It reflects the strenuous efforts of staff to deliver 
efficiency savings over the financial year. However, there was considerable 
underspending of pay budgets during the year and a number of the vacant posts have 
now had to be filled. The maintenance of financial stability in 2008/09 relies on the 
continued good management of budgets and the delivery of further revenue 
improvement through the 2008/09 Intelligent Savings Programme. 
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1.2      Income 
 

Service Level Agreements (SLAs) 
 
Income is based on 2007/08 activity. Income for April to December has now been 
finalised. In line with national practice for agreeing income with Commissioners, 
income for January to March may be subject to some adjustment as data is finalised 
and reviewed. The table below sets out likely performance against key Service Level 
Agreements: 
 

Commissioner Plan (£m) Actuals 
(£m)

Variance 
(£m) Explanation

Hertfordshire 155.2 160.8 5.6

This includes £1.4m adjusted 
overperformance in respect of 2006/07 and 
£1.4m in respect of Work in Progress as at 31 
March. It also includes additional income for 
such items as high cost drugs, outpatients, 
outsourcing premiums and Audiology.

Harrow 1.6 2.5 0.9

Hillingdon 4.1 4.1 (0.0)

Other PCTs 2.6 3.7 1.1

£0.758m of this relates to 2006/07.  The 
balance relates to 2007/08 overperformance.

Total 163.5 171.1 7.6
Table 3 
 
There is a loss of £0.1m 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 relates to a loss of £0.39m in respect of 2006/07, which has been 
mitigated by 2007/08 overperformance.  
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Other Income variances 
 
Other NHS Income is £0.6m over budget: 
 

• Income in respect of Investing in Your Health (IIYH) is lower than budget; this is 
matched by a lower spend on expenditure.  

• Local Implementation Strategy (LIS) income in respect of IT developments is 
£380k over budget due to the write back of a 2006/07 provision which did not 
materialise. 

• Income from providing services to other NHS bodies was £692k over budget. 
This reflects a range of services, including site recharges and the provision of 
pharmacy and pathology services. £170k reflects renegotiation of recharges 
with Hillingdon Hospitals and East & North Herts NHS Trust for the provision of 
site services at Mount Vernon. 

 
 
Non-NHS Income is £0.259m below budget. Key reasons for this are: 
 

• Income from Accommodation is £0.198m lower than budget reflecting the 
closure of a number of rooms due to the condition of the accommodation. 

• Income from Overseas Visitors has decreased following the accession of 
new member countries to the European Union.   

• Private Practice income has decreased following the transfer of 
Orthopaedic activity from the Hemel site to Watford. 

 
 

1.3 Expenditure 
 
2007/08 pay and non-pay costs are shown in Table 4 below: 
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Table 4 
 
Total 2007/08 pay costs were £138m. £11.3m of this cost represented temporary 
staffing. In total, 9% of the Trust’s staff costs represented agency staff, bank staff or 
overtime.  
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Staff Costs by Type 2007/08

Agency
3%

Bank
4%

Overtime
2%

Permanent
91%

Table 5 
 
The use of agency and overtime staff is inefficient because it incurs the additional 
costs of agency commission or higher pay rates. Use of temporary staffing has also 
increased over 2007/08, as set out in Table 6 below. Staff costs represent around 60% 
of the Trust’s total expenditure budget. Management of staffing costs will continue to 
be key to financial performance in 2008/09. 
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Table 6 
 
Appendix 1a provides an analysis by Division and staff group of cumulative costs and 
average worked whole time equivalents for months 1 to 12.   
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Non-pay is overspent against budget at the end of March by £10.4m. The significant 
variances are: 
 

• Blood Products are £2.1m overspent reflecting higher costs. 
 
• Computer Equipment is £0.46m overspent because of unbudgeted 

PACS radiology imaging system maintenance costs. 
 
• Consulting services are £0.54m over budget reflecting work on 

Turnaround and workforce planning and moves to strengthen the 
management of the Surgical Division. 

 
• Drug costs are £1.188m over budget. Expenditure reflects cost pressures 

due to NICE approvals.  
 

• The cost of Healthcare from other bodies is £4.131m over budget which 
is due to the cost of work outsourced to private providers to achieve 
waiting list targets for surgery and gynaecology.  

 
• Medical and Surgical supplies (MSSE) are £2.004m over budget. MSSE 

expenditure has increased following a shift of cardiac activity to the Trust 
in 2006/07; which increased Catheter Laboratory and cardiac costs.  
Costs associated with this transfer are offset by an increase in Trust 
income.  

 
• Prostheses are £0.65m over budget to date. This cost is driven by the 

casemix of activity in theatres.  
 

• The variance of £6.487m on “Cost Improvements” reflects savings 
adjustments to the non-pay budget that have not been achieved. Section 
5.1 gives further information about targeted savings.  

 
An analysis of key movements between M11 and M12 is set out below: 
 
Type M11 

Position 
(£m) 

M12 
Position 

(£m)

Variance 
(£m)

Explanation

Income from 
West Herts PCT 144.538 160.795 16.257

The Trust has received £1.4m income 
as a year-end adjustment in respect of 

Work in Progress. 

Healthcare from 
Other Bodies (5.261) (8.328) (3.067) Outsourcing activity increased 

compared to previous months. 
Table 7 
 



  8 
 

 
 
1.4 Divisional Position 
 
The table below analyses the Trust’s M12 position by Division:  
 

Division 2007/08 
Budget (£m) 

2007/08 
Actuals 

(£m)

Variance 
(£m) Reason for Variance 

Medicine (46.070) (48.486) (2.417) Unfunded high cost drugs and failure 
to deliver cost improvements 

Clinical Support (25.258) (23.783) 1.474 High level of vacancies within the 
Division 

Corporate (13.376) (16.827) (3.451) Failure to achieve planned cost 
improvements 

Estates (10.018) (9.450) 0.518 Savings arising from withdrawal from 
Mount Vernon site 

Facilities (9.645) (9.455) 0.189  

Surgery (42.089) (49.701) (7.611) Cost of outsourcing activity and 
failure to deliver cost improvements 

Women & 
Children’s (19.757) (21.429) (1.672) 

Premium costs of outsourcing activity 
and failure to deliver planned cost 
improvements 

Other (22.277) (18.227) 4.051 Under spend against central reserves 

Trust Income 193.490 199.908 6.418 
SLA overperformance in 06/07 and 
07/08; income in respect of WIP and 
high cost drug funding 

TOTAL (5.000) (2.500) (2.500)  

Table 8 

 

2 Reserves 

2.1 The following budget transfers have been charged against the General Reserve 
in 2007/08: 

 

  Amount (£m)

Opening Balance 2.00

Agenda for Change costs (2.26)

Backdated pay claim (0.1)

Additional training funding 1.1

Infection Control costs (0.31)

Junior doctor training posts (0.1)

East of England Procurement Hub (0.1)

Inflation on Support Services contract (0.09)

Balance at 31/03/08 0.14
Table 9 

 



 

2.2 At the end of 2007/08, £4.0m remained in budgeted reserves. This represented 
a budget for contingencies which was not required. This underspend against 
budget supported the Trust’s financial position, especially the shortfall against 
planned cost improvements.   

 

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 has succeeded in limiting spend to its 07/08 EFL of £7.855m. 

 
 
 
4 Remain Within Capital Resource Limit (CRL) 
 
4.1 The Trust’s total CRL for 2007/08 was £22.228m. 
 
4.2 The Trust has met its financial duty to contain capital expenditure within the 

capital resource limit. Total capital expenditure for 2007/08 was £21.984m 
(98.9% of the CRL).  

 
4.3 As in previous months, the CRL reported here is lower than that reported to the 

SHA as the Trust has based its CRL on the availability of cash funding. 
 
 
 
5 Turnaround Plan 
 
5.1 Table 10 summarises progress against the savings schemes below: 
 

Scheme
2007/08 Planned 

Savings Schemes 
(£m)

Savings Achieved 
(£m) Variance (£m)

Pay Reductions CIP 5.08 3.51 (1.57)
Non-Pay CIP 2.55 1.27 (1.28)
Realignment of Workforce 2.49 0.68 (1.82)
Procurement 1.57 0.49 (1.08)
Length of Stay 1.26 0.00 (1.26)
Roster Management 0.26 0.02 (0.24)
Theatre Shutdown 0.16 0.00 (0.16)
Theatre Efficiency 0.82 0.11 (0.71)
E-Auctions 0.19 0.00 (0.19)
Corporate 0.58 0.59 0.01
Other 1.04 0.57 (0.47)
Total 16.00 7.23 (8.77)
Other New Schemes 0.40 0.32 (0.08)
Revised Total 16.40 7.56 (8.84)  

Table 10 
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5.2 In addition to the Turnaround Savings, the Trust has achieved other savings in 

2007/08 which have supported its financial position. These relate to: under 
spends against budgeted reserves, technical accounting adjustments and 
additional income in respect of 2006/07 overperformance. In total, these  
additional savings have allowed the Trust to achieve its overall plan. Further 
detail about savings can be found in Appendix 5.  

 
 
6 Better Payment Practice Code (BPPC)(BPPC) 
 
6.1 The target of paying 95% of invoices received within 30 days has not been 

achieved. Current figures are Non NHS 57% by value and NHS 81% by value. 
Delays in processing have been due to the time required for departments to 
check and authorise invoices for payment. However, performance has improved 
significantly compared to 2006/07, when only 32% of invoices by value were 
paid within the terms of the BPPC. 

 
6.2 Electronic authorisation of invoices has been successfully implemented in pilot 

departments in 2007/08. In 2008/09, this will be rolled out to all Trust 
departments. This will speed the process of invoice checking and approval for 
payment. It will therefore assist the Trust in further improving its performance 
against this target.   

 
7 Balance Sheet 
 
7.1  The Balance Sheet as at 31  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)    1.8 
AfC provision reduction (used to pay creditors at 31/03/07)   3.5

            5.3 
  

2007/08 Capital funding not spent      (0.3) 
            5.0 

Funded by: 
 
Increase in debtors                                 (2.3) 
Increase in creditors                                      7.0 
I/E net surplus (£2.5m less loan repayments £2.2m)    0.3 

  
            5.0 
 
8 Cash Management 
 
8.1 At 31 March, the Trust had a nil cash balance, which enabled it to achieve its 

target EFL.  
 
 
 



 
 
 
8.2  The Trust has not experienced significant cash management issues, which is 

evidenced by its improved performance against the Better Payment Practice 
Code. Invoices have been 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 £10.9m and the cash 
balance of nil. 

 
9 Capital Spending 
 
9.1 Total capital spend for 2007/08 was £21.984m. This represents £7.754m on 

operational capital expenditure and £14.230m in respect of Delivering a Healthy 
Future (DAHF). Please see Appendix 4 for more detail. 

 
9.2 Due to finalisation of the Acute Admissions Unit project timetable, the forecast 

technical deficit has not materialised. The £0.244m capital under spend will be 
carried forward to fund 2008/09 capital expenditure.  

 
 

10 Financial Risk Metrics 
 
10.1 The Trust now reports its financial position to the Strategic Health Authority 

based on the risk ratings used by Monitor to appraise the financial standing of 
Foundation Trusts. This will assist the Trust in preparing for Foundation Trust 
status.  

 
10.2 Overall ratings are calculated on a weighted average of five metrics as set out 

below. The average score is then subject to “Overriding Rules”. Monitor usually 
expects Foundation Trusts to achieve an overall rating of at least 3.  

 

Table 11 

Monitor Key Performance Indicators

Financial Risk Rating for the year 2007/08

Metric Criteria Weight Actual 
Score

Actual 
Rating

Good <<Score>> Bad
5 4 3 2 1

EBITDA margin Underlying Performance 25% 9.1% 4 11 9 5 1 <
EBITDA achieved Achievement of Plan 10% 101.5% 5 100 85 70 50 <50
ROA Financial Efficiency 20% 4.7% 3 6 5 3 -2 <-
I&E surplus margin Financial Efficiency 20% 1.1% 3 3 2 1 -2 <-
Liquid ratio days Liquidity 25% 12 2 35 25 15 10 <10

Average 3.2
Overriding rules -0.2
Overall rating 3.0

Risk Ratings Table

1

2
2
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10.3 The Trust has achieved an overall score of 3, which is acceptable. The liquidity 
position triggers an overriding rule “One financial criterion scored at two limits 
the maximum financial rating to 3”. The Trust’s Medium Term Financial Plan  
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 includes a strategy to strengthen the Trust’s cash position. However, the 

application of this rule underlines the importance of cash management to the 
Trust as it prepares for Foundation Trust status.  

 
11 Conclusion 
 
11.1  This report outlines the provisional financial position of the Trust for the year. 

Subject to audit approval, the Trust has achieved its planned I&E surplus, CRL 
and EFL. The challenge in 2008/09 will be to build on this success and improve 
financial performance further. The Trust plans to achieve a higher surplus of 
£4.4m in 2008/09, so continued focus on the delivery of cost improvements will 
be critical to the Trust’s financial performance.  

 
11.2 The Board is asked to comment on this report and discuss its implications. 
 

Prepared by: 
Vicky Flanagan 
Corporate Reporting Accountant 

 
Presented by: 
Ken Sharp 
Interim Director of Finance 

 
       16 April 2008                                                                                                               
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