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Agenda item: 34/09 

 
2009/10 Budget 

 
 
 

1.    Executive summary 
 
 
1.1  Purpose 
 
This report has been prepared to seek Trust Board approval for the Trust’s budget for 2009/10.  Having 
delivered surpluses in each of 2007/08 and 2008/09, the Trust is now required to deliver a surplus of £4.6M 
in 2009/10 to eliminate its historic deficit, and to generate sufficient cash to meet its in-year loan repayments.  
It should be noted that the capital schemes proposed in 2009/10 assume receipt of £1m central funding in 
relation to the Mixed Sex Wards initiative. The schemes in the budget are being prioritised by the Capital 
Programme Group. 
 
 
1.2 Summary Revenue 
 
The table below sets out the Trust’s summary revenue budget.  Appendix A gives a  breakdown of  this by 
Division. 
 

 £m 

Income  

SLA income 215.0 

Other Income 25.4 

Total Income 240.4 

  

Expenditure  

Pay 150.2 

Non Pay 82.1 

Capital Charges 22.0 

Total Expenditure 254.3 

  

Savings 18.5 

  

Surplus 4.6 

 
 
 
1.3 Summary Capital 
 
The Trust’s current Capital budget for 2009/10 is £13.7m based on depreciation of £11.3m, agreed cash 
carried forward of £1m, under spend of £0.4m rolled over from 2008/09 and assumes receipt of £1m central 
funding in relation to the Mixed Sex Wards initiative. The carry forward cash has been ring-fenced to fund 
national de-contamination projects within the Trust.  

 



 2 

 
 

 
 
 

 
2. Financial Strategy for 2009/10 
 
The Trust’s financial strategy for 2009/10 is based on: 
 

1. Continued delivery of an in year surplus 
2. Management of working capital to ensure sufficient cash to repay loans and interest 
3. Implementation of the AAU model of care  
4. Investment of capital funds to support delivery of Trust’s objectives 
5. Achievement of Foundation Trust status 

 
 
 
2.1 In year surplus 
 
All NHS Trusts are required to break even over a three year cycle.  At the start of 2007/08 the Trust had a 
cumulative deficit of £11.4m to repay.  The table below shows planned breakeven in 2009/10.  As this paper 
is being finalised before year end, the final position for both surplus and cash has not yet been finalised. 
However, it is anticipated that the plan surplus of £4.4m will be achieved.  Working capital will be managed to 
ensure that loan repayments due in March 2009 are made as planned. 
 
 
 

Planned achievement of breakeven 

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

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

Cumulative 
surplus/(deficit) 

£(11.4m) £(9.0m) £(4.6m) £0m 

 
 
 
2.2 Management of working capital 
 
The Trust is required to repay a principal of £5m and interest of £1.6m in relation to working capital and 
capital loans, in 2009/10.   
 
 
2.3 Implementation of the AAU model of care 
 
The opening of the AAU will provide the Trust with the opportunity to: 
 

• Deliver savings from site rationalisation 

• Realise financial efficiencies from the provision of an improved service model. 
 
 
2.4 Investment of capital funds 
 
The Trust’s operational capital allocation is equal to the cash the Trust can generate to fund capital 
expenditure (i.e. depreciation plus I & E surplus adjusted for repayment of capital loans).  Capital funding in 
addition to operational capital will usually be in the form of interest-bearing loans.  Attached at Appendix B is 
the budget for the capital programme. 
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2.5 Achievement of Foundation Trust status 
 
The Trust is on a timeline to become a Foundation Trust during 2009.  Achievement of Foundation Trust 
status will mean that the Trust will be able to develop and implement an investment strategy that is not 
limited by its level of depreciation. 

3.  Assumptions 
 
The following assumptions are currently included within the figures being presented: 
 

• Activity levels as agreed with the PCT 

• The full year effect of part year savings in 2008/09 have been included in the baseline 

• Current non recurrent savings have been made recurrent wherever possible. The working 
assumption is £1.7m from non-recurrent to recurrent. 

• A 3% efficiency target has been applied 

• The impact of the introduction of HRG4 and the new Market Forces Factor (MFF) % will be cost 
neutral  

• Transition funding of £890K will be provided by the PCT relating to the AAU 

• The £4.4m surplus for 2008/09 will be achieved 

• Costs and savings from the opening of the AAU will be as planned 

• Site rationalisation savings at Hemel Hempstead General Hospital will be delivered 

• Agreed Business Planning developments have been reflected in budgets. 

• The Capital charge impact of the 2009/10 Capital programme is included 

• Budgetary cost pressures have been fully evaluated and funded where appropriate. 
 
 
 

4. Risks  
 

Mitigation of the following risks forms part of the finalisation of the budget for 2009/10: 
 
Cost improvement Programme (CIP) - NHS operating framework assumes a 3% CIP to be made by all 
Trusts. Further financial pressures result in a CIP of nearer 8%. The Trust’s CEO launched in early February 
its 2009/10 savings programme, entitled ‘BRIGHT’. A proactive programme of performance managed 
initiatives will lead to the delivery of potential savings. 
Income – PCT commissioning intentions present a challenge to the Trust.  
CQUIN – the new quality regime means that a small amount of funding will be dependent on the delivery of 
agreed quality standards.   
Penalties – strict penalties in relation to performance, including completeness of coding, come into force in 
2009/10. 
Activity – capacity to be managed to ensure that contracted levels of delivery will be delivered.  Early winter 
pressures, as has occurred in 2008/09, make this a challenging risk to mitigate fully. 
Savings – non recurrent savings in 2008/09 put pressure on the 2009/10 position.  Non-recurrent savings in 
2009/10 will add to this pressure.  Non cash releasing savings will affect the Trust’s working capital position 
and the ability to repay loans when required.   
Transitional support – PCT proposed funding falls far short of the amount of transitional funding sought. 
AAU – realisation of the planned efficiencies, and delivery of the savings associated with the reconfiguration 
of the Hemel Hempstead site are essential to support delivery of the I & E position. 
Recruitment and retention – pay budget overspend in 2008/09 must not recur in 2009/10.    
 
 
 

5.  Service Line Reporting 
 
Service Line Reporting (SLR) links income earned in delivering services to the cost incurred in this delivery.  
The Trust’s plan is to roll out a pilot SLR reporting system within Paediatrics in 2009/10.  
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6.  Revenue Budget 2009/10 
 
 
6.1 Income 
 
 
Income is earned through the provision of patient care and the provision of non-patient care services. 
 
The most significant impact on 2009/10 revenue budgets is the implementation of HRG 4. HRG4 is a 
‘designed for purpose’ healthcare tariff system that has been designed to support the delivery of services 
regardless of setting. The tariff is more sensitive to the complexity of treatment than the version 3.5 tariff. The 
change in tariff basis has benefited the Trust in overall terms (£2.3m) with the effects on individual specialties 
varying widely. This gain has mostly been offset, however, by the discontinuation of the ‘Emergency 
Threshold’ (£2.6m), which guaranteed the fixed costs of providing Emergency care. 
 
In addition to the above, changes in the Market Forces Factor (MFF) have resulted in a gain of £370K for the 
Trust.  Taken together, HRG4, the loss of the ‘Emergency Threshold income’, and MFF are expected to have 
a neutral effect. 
 
The basis of negotiation for emergency activity was the forecast activity outturn for 2008/09. This was 
adjusted in respect of loss of activity due the transfer of emergency activity to Watford. Contract income from 
elective activity has been agreed on the basis of current referral patterns and reflected a reduction due to the 
18-weeks target having been met in 2008/9. In addition, there has been an increase in commissioned activity 
in respect of elective cardiology which will be repatriated from tertiary centres following the opening of the 
second cath lab. 
 
Out-patient activity has been agreed on a similar basis to elective activity but also reflecting the shift of work 
towards primary care, in line with the PCT’s strategy “Delivering quality healthcare for Hertfordshire”. 
 
The PCT assumed growth of ½ % for population growth across all types of activity. In addition, certain 
services such as SCBU and some specialist drugs are now commissioned for the East of England specialist 
commissioning group and form the basis of a separate SLA. 
 
With the move of A&E to Watford, minor illness and injury previously seen at Hemel Hempstead will now be 
treated in the Urgent Care Centre at Hemel Hempstead. The activity will be commissioned through a block 
contract for 2009/10, and will be outside the main SLA.  
 
In line with National Guidance, A&E services and GUM are fully de-hosted from 2009/10. This means that 
PCTs will now be responsible for their own commissioning of these services.    
 
The table at Appendix A shows the detail of patient care activity and income 
 
The calculation of Non-contracted activity (NCA) has been on the same basis as commissioned categories 
described above. 
 
 
6.2 Expenditure 
 
 
Total budgeted expenditure is  £232m identified under four main headings:  Pay, Non Pay, Reserves and 
Depreciation.   
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6.2.1   Pay 
 
The pay budget of  £150m has been calculated on the basis of planned establishment levels and based on 
the staff in post. An allowance for Incremental drift has been funded, as has planned staff absence. 
 
 
6.2.2 Non pay  
 
Non-pay budgets reflect planned spending in 2009/10. Cost pressures have been funded where appropriate, 
and reserves set aside for inflation. Non pay budgets are planned at a level consistent with assumed activity 
levels. 
 
 
6.2.3 Reserves  
 
Reserves are held centrally by Finance.  Reserves of £3.9m for wage awards and other reserves amounting 
to £2.4m are included in the budget.   
 
 
6.2.4 Depreciation 
 
Depreciation for 2009/10 is £11.3m and is calculated as follows: 

 

Asset Maximum years Minimum years 

Buildings 62 9 

Dwellings 41 19 

Furniture/Fittings 32 2 

Medical equipment 10 5 

IM&T 5 5 

 
 
 
6.3 Cost Improvement Plans (Savings target) 
 
In order to deliver the surplus required to eliminate the historic deficit, and to generate sufficient cash to meet 
the 2009/10 loan repayment, the Trust has identified a maximum cost improvement programme of £18.5m. 
In order to launch the 2009/10 savings programme as early as possible, an initial target of 6% savings on 
each budget was allocated to Divisional budgets. Divisions have already come forward with schemes 
amounting to around 40% of this target and are developing implementation plans. Further detail around the 
delivery of the remaining savings is in the process of being drawn up and will come from a combination of 
pan - Trust initiatives and further targets within the Divisions. It must be noted that the delivery of this amount 
(8% of Trust Expenditure) puts a significant amount of pressure into the Trust.  The main areas identified as 
being key to the delivery of these savings are: 
 

• Agency staff spending 
• Skill mix 
• AAU ways of working  
• Increased day work 
• Reducing cancellations 
• Recording activity 
• Recording complex activity acurately 
• Improving the efficiency and effectiveness of the Trust’s processes  
 

Specific schemes include: 
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• Greater efficiency through more effective procurement, in particular in theatres with the 
standardisation of prosthesis. 

• Improvements in energy management through the implementation of a combined heat and power 
plant. 

• Increases in private patients income following the upgrade of Knutsford suite in maternity. 

• Estate rationalisation. 

• Theatre efficiency. 
 
 

7.  External Finance Limit (EFL) 
 
The Trust will stay within it’s allocated EFL 
 
 
 

8.  Capital Resource Limit (CRL) 
 
The Trust’s CRL represents the amount authorised for capital spend by the Department of Health.  The 
2009/10 amount stands at £12.7m.  
 
 
 

9. EFL and CRL reconciliation 
 

The difference between the EFL and the CRL represents the amount of cash that the Trust generates 
internally.   
 
 
RECONCILIATION OF 2009/10 CRL and EFL £m 
Trust 2009/10 EFL (5.012) 

Cash from planned I&E surplus to repay working capital 2.240 

Cash from planned I&E surplus to fund capital expenditure 2.360 

Cash in respect of depreciation received as SLA income 11.312 

Cash carry forward from 2008/09 capital under spend  1.370 

  
Trust 2009/10 CRL 12.270 

 
 
 

10.  Balance Sheet 
 
Appendix C shows the budgeted closing Balance Sheet as at 31

st
 March 2010, compared with the 

(unaudited) opening position at 1
st
 April 2009.  The major movement is a reduction in tangible fixed assets of 

£10.1m. This is the net of incremental indexing less devaluation of the Hemel Hempstead site in line with the 
service reconfiguration strategy. It also includes the write off of the AAU professional fees, estimated at 18% 
total AAU cost, in anticipation of a DV valuation occurring in 2009. 
 
 

11.  Budgeted cash flow 
 
Appendix D shows the budgeted cash flow for 2009/10.  Loan repayments are made in September and  
March. 
 

12.  Monitor’s financial ratings 
 
Appendix E shows the Trust’s rating for each of Monitor’s financial ratings. 
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13. Management of budgets  
 
Divisions are required to manage within their total budget.  Alternating fortnightly performance management 
meetings are held to review the detail of the delivery of the Cost Improvement Plan and the in month and 
year to date position for each of the Divisions. A detailed review of forecast outturn is added after Q1. The 
Trust Board receives a monthly report from the Director of Finance which details the in month, year to date 
and forecast outturn position against approved budget, and includes a Capital programme report, a Balance 
Sheet and cash flow statement, and a financial rating report. 
 
 
 

14.  Recommendation 
  
The Trust Board is asked to approve the budget for 2009/10. 
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Appendix A 
 

Revenue Budget 2009-10 
 
 
 

    

DIVISION SUMMARY   2009/10 Proposed budget 

    WTE Pay Non-Pay Income Total 

     £ £ £ £ 

              

Acute Medical Care   1069.53  (43,772,981)  (16,083,568)  9,172,059  (50,684,490)  

Clinical Support   620.99  (24,368,585)  (8,348,474)  3,727,583  (28,989,476)  

Corporate   558.53  (20,028,481)  (11,828,161)  6,559,020  (25,297,622)  

Surgery   847.31  (38,085,943)  (12,341,002)  2,955,361  (47,471,583)  

Womens and Childrens   528.99  (23,376,645)  (3,675,648)  1,912,825  (25,139,468)  

Estates and Facilities   99.62  (3,682,064)  (21,030,181)  3,470,083  (21,242,163)  

SLA & Central Income   0.00  0  0  212,327,378  212,327,378  

Reserves   0.00  3,079,247  (8,756,271)  250,000  (5,427,024)  

Capital Charges   0.00  0  0  0  (21,975,551)  

Savings target   0.00  0  0  0  18,500,000  

              

Total   3724.97  (150,235,452)  (82,063,306)  240,374,308  4,600,000  
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Appendix B 
 

Capital Budget 2009-10 
 
 

  £m Specific Schemes   

�       Endoscopy Unit upgrade at 
WGH and HHGH - £400k 

�       Needed to address 
decontamination 
compliance issues. 

�       HHGH Backlog and fire issues - 
£188k 

�       Schemes required to 
address backlog 
maintenance issues 

�       Replacement generator at WGH 
- £900k 

�       Urgently required to 
address power continuity 
issues at WGH 

�       Theatre upgrade at WGH £700k �       Existing plant in 
urgent need of 
replacement. Equipment 
failure would have an 
adverse effect on Trust 
performance 

  �       Various minor Fire 
safety issues to address 

  �       Decontamination 
compliance issue 

  �       Space to be used to 
accommodate offices from 
HHGH on a temporary 
basis 

�       Legal compliance across sites - 
£250k 

  

�       TSSU upgrade at SACH £100k   

PACS Air conditioning £65k   

Estates and 
Facilities  

2.783 

�       Portacabin remodelling at WGH 
£180k 

  

�       Part implementation of Pathology 
IT system - £1m 

�       Procurement and 
implementation to be 
spread over 2 years 

�       Implementation of Bed 
Management system - £225k 

�       Improves efficiency of 
bed management 
processes  

�       Implementation of Maternity 
Interface - £26k 

�       Essential link to PAS 

�       Implementation of Order Comms 
in Radiology. £240k 

�       Completion of Trust 
wide Order comms project 

�       Service line Reporting System - 
£75k 

�       FT requirement 

Audit Requirents - £138k   

Wrist Bands £41k   

IM&T  1.911 

Email and Network storage £66k   
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Desk Tops £100k     

SACH Network resilience (reserve)   

Equipment  1.250 Completion of the MRI scanner 
installation at WGH £1150 

MRI implementation spread 
over two years 

    Essential Equipment £100k   

To ensure comply with 
latest Government 
guidance regarding mix sex 
ward accommodation. 

Service 
Development  
Mixed  Sex 
Accomodation 

1.500 Alterations to ward accommodation at 
WGH and SACH (estimate) 

  

To achieve significant 
revenue savings and 
ensure appropriate patient 
and staff environment. 

  

Invest to Save  5.500 HHGH site reconfiguration. £5 million 

Work continuing to reduce 
capital costs whilst 
maximising revenue 
savings 

    Bright Schemes £500k   

�       £50k – X ray tube replacement 
fund 

�       Impossible to predict 
when tubes need replacing 

  £56k general  contingency � 

Contingency 
and retention 

0.406 

�       £300k contingency for mis-
coded revenue items 

�       Prudent assumption 
to cover possible future 
miscodings 

Salaries 0.350 Salaries for Capital Planning project 
Management staff. 

If not funded from capital 
will become a revenue hit. 

        

Total 13.700     

Funding 
available 

12.700     

Additional 
Funding Mid 
Sex 
Accommodation 

1.000     

Total Funding 
Available 

13.700     
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Appendix C 
 

Planned Balance Sheet 2009-10 
 
 
 

Balance Sheet Reporting 2009-10
West Herts Hospitals NHS Trust

Forecast Movement

as at as at as at

01 Apr 2009 31 Mar 2010 31 Mar 2010

Fixed assets

Total tangible fixed assets 291,078 280,964 (10,114)

Total intangible fixed assets 3,899 3,550 (349)

Total fixed assets 294,977 284,514 (10,463)

Current assets

Stocks and work in progress 2,987 2,987 0

NHS trade debtors 7,474 7,474 0

Non NHS trade debtors 1,879 1,879 0

Other debtors 0 0 0

Accrued income 298 298 0

Prepayments 467 467 0

Cash at bank and in hand 1,539 1,539 0

Total current assets 14,644 14,644 0

Current liabilities (amounts due in less than one year)

Bank overdraft 169 169 0

Drawdown in committed facility 0 0 0

NHS Creditors 7,198 7,198 0

Trade creditors 1,755 3,807 2,052

Other creditors 5,643 5,643 0

PDC dividend creditor 0 0 0

Capital creditors 2,072 2,072 0

Interest payable creditor 79 67 (12)

Payments on account 0 0 0

Accruals 6,627 6,627 0

Deferred income 183 183 0

Total current liabilities 23,726 25,766 2,040

Net current assets (liabilities) (9,082) (11,122) (2,040)

Long term debtors 1,408 1,408 0

Total assets less current liabilities 287,303 274,800 (12,503)

Creditors :amounts falling due after more than one year0 0 0

Finance leases 0 0 0

Provisions for liabilities and charges 6,408 6,150 (258)

Total assets employed 280,895 268,650 (12,245)

Financed by

Loans

Total Loans 31,659 26,647 (5,012)

Total Loans 31,659 26,647 (5,012)

Taxpayers equity

Public dividend capital 171,600 171,600 0

Income and expenditure reserve (49,445) (44,845) 4,600

Revaluation reserve 125,305 113,615 (11,690)

Donated asset reserve 1,776 1,633 (143)

Total funds employed 280,895 268,650 (12,245)

Opening Bal

APPENDIX C

                             2008/09                2009/10                 2009/10
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Appendix D 

Planned Cash-Flow 2009-10 

Cash Flow Reporting 2009/10 Cumulative
West Herts Hospitals NHS Trust

Plan Forecast

Mar 10 Mar 10 Diff

£,000 £,000 £,000

EBITDA

Excluding non cash operational items 26,365 26,365 0

Movement in W orking Capital

Stocks & work in progress 0 0 0

NHS trade debtors (increase)/decrease 0 0 0

Non NHS trade debtors 0 0 0

Other debtors 0 0 0

Accrued income 0 0 0

Prepayments 0 0 0

NHS Creditors 0 0 0

Trade creditors 2,052 2,052 0

Other creditors 0 0 0

PDC Dividend Creditor 0 0 0

Capital Creditors 0 0 0

Interest Payable Creditors 0 0 0

Payments on account 0 0 0

Accruals 0 0 0

Deferred income 0 0 0

Provisions & liabilities -258 -258 0

CF from operations 28,159 28,159 0

Capital expenditure

Maintenance -12,682 -12,682 0

Non maintenance 0 0 0

Cash receipt from asset sales 0 0 0

CF before financing 15,477 15,477 0

Movement in LT debtors 0 0 0

Movement in LT creditors 0 0 0

Interest

Interest paid on loans & leases -1,645 -1,645 0

Interest received on cash balance 240 240 0

Loans

Drawdown of Loans and leases 0 0 0

Repayment of loans & leases -5,012 -5,012 0

Other

Public Dividend Capital received 0 0 0

Public Dividend Capital repaid 0 0 0

Movement in other grants/capital received. 0 0 0

Dividends paid -9,060 -9,060 0

Net cash outflow / inflow from financing -15,477 -15,477 0

Opening cash balance 1,370 1,370 0

Net cash outflow / inflow 0 0 0

Closing cash balance 1,370 1,370 0
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Appendix E  
Monitor’s financial ratings 

 
 
 

 

West Hertfordshire Hospitals NHS Trust

Financial Risk Ratings

Criteria Metric Weight 5 4 3 2 1

Annual 

Plan 

rating 

08/09

Underlying 

performance EBITDA margin % 25% 11 9 5 1 <1
5

Achievement 

of plan EBITDA achieved % 10% 100 85 70 50 <50
5

Financial 

efficiency Return on assets % 20% 6 5 3 2 <-2
3

I&E surplus margin % 20% 3 2 1 -2 <-2
3

Liquidity Liquid ratio days 25% 35 25 15 10 <10
1

Average
3.20

Overriding 

rules Overriding rules
2

Overall 

rating Overall rating
2

2009/10

At least one criteria on Plan 1 or 2

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


