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Agenda Item: No – 45/13 
 
 
Public Board Meeting, 28 March 2013  
 
2013/14 Financial Plan  

 
Presented by: Anna Anderson, Director of Finance 
 

1. Purpose  
 
The purpose of this paper is to present the Trust’s draft revenue and capital budgets 
for 2013/14.   
 
Key assumptions underpinning the plans were presented to the Finance Committee, 
on the 14th March 2013. The Committee agreed that the position outlined provided 
the appropriate balance between service quality and finance and positioned the Trust 
to manage short term requirements against longer term aspirations for Foundation 
Trust (FT) status. Key points agreed will be identified in the body of this document. 
 
Note that budgets may be subject to further review should any material changes 
arise from the conclusion of commissioner negotiations or the internal validation 
process.  If this is the case a revised budget paper will be presented to the Board.  
 

2. Background – 2012/13 Forecast Outturn  
 
The Trust planned to achieve a surplus of £3.1m in 2012/13.  In December this was 
revised to breakeven, prior to technical adjustments, in light of operational 
performance and cost improvement programme (CIP) delivery.  After all technical 
adjustments, including the revaluation of the estate, the forecast outturn is expected 
to be a deficit of £0.9m. 
 

3. Planned Revenue Surplus for 2013/14  
 
The Trust is planning a surplus for 2013/14 of £0.6m.  This is the minimum level to 
allow the Trust to make some investment in quality and cost pressures whilst also 
meeting the criteria for a new loan application (to be described in a later section) and 
maintaining a Financial Risk Rating (FRR) of 3. 
 

4. Income Budgets  
 
For the 2013/14 financial year, the Trust expects to achieve £281.6m of income: 
£252m from contract income and £29.6m from other sources.  
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Contract Income 
 
Income for patient care is based on Payment by Results (PbR) guidance, using the 
national tariff and incorporating local agreements.  
 
The latest Trust proposal made to NHS Herts is for a value of £220.8m. Under the 
new commissioning arrangements effective from 1st April 2013, £204.9m has been 
apportioned to Hertfordshire Valleys (HV CCG) and £15.9m in total to E&N Herts 
CCG, NHS Specialised Services, Local Area Team and the Local Authority.  This re-
organisation adds a level of complication and risk to the planning process. 
 
The Trust has now received a positive offer, of £204.5m, from HV CCG.  The 
contract proposal is based on Trust calculations, incorporating 2012/13 recurrent 
outturn, at 2013/14 tariffs, demographic growth of 1.2% and agreed counting and 
recording changes.   Of note is the significant change in the payment mechanism for 
maternity care to a whole pathway system which will give the Trust a benefit of £3.7m 
in 2013/14.  This is discussed further in the risk section. 
 
The CCG offer details an affordability gap of £5.5m, which the CCG expect to be 
delivered by QIPP schemes relating to procedures of limited clinical value, outpatient 
reductions and ambulatory care. However plans to deliver QIPP are not yet 
developed so the Trust plan assumes that only £2m of savings will be achieved. 
 
The financial plan is based on £209.1m income from HV CCG, incorporating the 
Trust planning assumption on QIPP and delivery of the 18 week tail; this is £4.6m 
higher than the current CCG proposal. 
 
Contract proposals for non-Hertfordshire commissioners have been calculated on the 
same basis as the Hertfordshire plan and equate to £27m. 
 

Other Income 
 
Within this category, the main item is training & education and the remainder relates 
to income for: high cost devices, road traffic accidents, private patients, car parking 
and staff accommodation. Included in this figure is £2.7m of Transformation Funds 
relating to the Strategic Estates Rationalisation Project (SERP (£0.5m)) and ‘estates 
double running costs’ in advance of site redevelopments (£2.2m).  Continuation of 
funding in support of the latter has not been confirmed and, at this stage, is a 
significant risk. 
 

5. Expenditure 
 
Pay and non-pay budgets 
 
Draft expenditure budgets for 2013/14 are based on recurrent outturn i.e. forecast 
outturn, at Month 9, adjusted for the impact of non-recurrent benefits and expenditure 
and full-year effect of agreed investments.  Opening budgets also include, where 
appropriate, the impact of 2013/14 planned changes in activity.  Appendix A contains 
a summary of the budgets for 2013/14. 
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Cost Pressures 
 
Within the overall revenue plan there is £7m for investment in quality and cost 
pressures. Of this £4m is unavoidable and relates to: decontamination compliance, 
procurement of an IT infrastructure service, estates compliance and increasing the 
midwife:birth ratio to 1:29. The balance remaining is £3m and one of the priorities for 
this is enhancing staffing in response to the Francis Report. The executive team will 
review all calls on the funding available and finalise what is supported. 
 
The budgets incorporate the full-year effect of 2012/13 investments, the main one is 
c£2m for the extra surge capacity.   Also included is continued support of £0.3m for 
CDU, OPAL and ambulatory care, previously supported by non-recurrent PCT 
funding.  
 

Reserves 
 
The table below shows the inflation and contingency reserves required in 2013/14: 

 
   

Pay, Prices & Contingency £'m 

    

Pay – 1% pay award, incremental drift and new CEAs. 2.9 

Inflation – drugs, utilities, transport, third party contracts & CNST. 2.1 

Contingency Reserve – to fund emerging risks. 2.6 

    

Total 7.6 

 

6. Cost Improvement Target 2013/14 
 
The Finance Committee earlier this month supported the proposal that any ambition 
to save more than £15m is not realistic and so £15m has been set as the target. The 
Board is well aware of the difficulties experienced in delivering savings in the current 
financial year and, as a result, a different approach is being taken for the new year. 
KPMG have been appointed to work with the Trust to complete a savings plan for 
approval by the board at the end of May. This work is now starting and will cover a 
review of governance and advice on how to strengthen it, an assessment of the 
deliverability of existing Getting Better plans, benchmarking and further identification 
of the scope for savings, and work alongside clinicians and senior managers to 
convert ideas into detailed plans and to implement them.   
 
Pay is approximately 63% of total expenditure and as such savings in the region of 
c£10m, or 200 w.t.e., are expected.  Although savings can be made from agency 
spend this will be insufficient to achieve to the pay reduction target so a focus on 
headcount reduction will be required. 
  
The Trust has a good system, called QPID, to track savings but its use is not yet 
embedded in the organisation. In the absence of this it is not easy to assess how 
developed existing savings measures are; however there is sufficient evidence to 
give confidence that approximately a third of schemes will deliver, i.e. c£5m, and 
KPMG will need to support the Trust to increase this rapidly. As with cost pressures, 
the executive team needs to assess the overall picture and lead the work with KPMG 
to rise to the £15m challenge.   
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7. Capital Programme 

 
Internal funding for the capital programme will come from depreciation of £8m. In 
addition, £10.4m of PDC was provided in 2011/12 and 2012/13 for specific projects, 
namely the link road, the combined heat and power plant and improvements to the 
birthing unit in the Maternity block. £1.6m of this PDC has been spent in 2012/13 with 
£8.8m remaining. 
 
The Board is aware of the high level of backlog maintenance in the Trust and the 
updated Six Facet survey, completed in 2012, indicated that £67m of investment is 
required, with the main pressure being on the Watford site. The Board has committed 
to spending £4m - £5m pa to address this. This was felt to be the maximum level of 
funding possible within internally generated funds; this is against a requirement of 
£12.7m for 2013/14. 
 
Recent discussion with the Trust Development Authority, which replaces SHAs on 1 
April 2013, has indicated that PDC funding for Health and Safety related backlog 
maintenance may be available. In the light of this, the Trust is submitting a bid for 
£12.7m to cover the urgent investment needed in 2013/14. If the full amount is 
received this would release an element of depreciation funding to address more of 
the local capital priorities identified in the business planning process. It is important to 
note also that the backlog calculations do not cover medical equipment and IT, and 
both these categories include significant levels of assets approaching, or beyond, 
their normal asset lives and which need replacement.  
 
In the absence of any extra DH funding the depreciation funds available internally 
would be used as follows: 
 
Backlog maintenance        £4.5m 
Recovery of part of the over commitment in 2012/13    £0.5m 
Urgent medical equipment (inc. surgical instruments) and IT   £2.0m 
Balance available for all other capital proposals    £1.0m 
          £8.0m 

 
Divisional business plans have highlighted capital aspirations of over £20m, including 
works in endoscopy to meet JAG accreditation, investment in a vascular theatre to 
support the Trust’s aspiration to be a centre for vascular surgery, replacement of high 
value diagnostic equipment and a Children’s Decision Unit. It is normal in all NHS 
organisations for aspirations to exceed funding available; nevertheless the Trust will 
need a rigorous prioritisation process to decide what can be afforded. DH funding for 
backlog maintenance would greatly assist with the management of overall capital 
needs. 
 
The option of funding some capital from revenue does exist, e.g. through leasing or 
generating a higher surplus to fund capital, however the Trust’s revenue position is 
equally challenging and this approach is not generally recommended.  

 

8. Cashflow and Liquidity 
  
Liquidity and cash continue to be key issues for the Trust and have been discussed 
by the Finance Committee. On a non recurrent basis the position has been improved 
by the £7m received in 2011/12 as PDC for the link road.  This is to be paid to WBC 
as a grant as work on the road progresses; £5m of the £7m in 2013/14 and the 
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remaining £2m in 2014/15.  2012/13 year end cash is expected to be c£12m less 
than planned, mainly due to the Trust’s loans not being refinanced and not achieving 
the planned surplus. This is manageable in the first six months of 2013/14 through 
phasing of payments from HV CCG. As discussed by the Finance Committee, a 
£15m loan is needed and an application will be made to the DH early in 2013/14, 
subject to support by the board, and, if approved, this loan will support existing 
planned capital spend and enable the Trust to maintain a positive cash balance for 
the year. 

 
 A high level cash flow statement for the year is shown at Appendix C.  Without the 

proposed £15m loan the Trust will be overdrawn from September which is 
unacceptable. The cash flow reflects the planned surplus of £0.6m, substantially 
short of the loan repayments required of £4.2m.  The impact of the delivery of 
savings is prudently weighted towards the second half of the year.  With the £15m 
loan, a year-end cash balance of £5.6m is planned reflecting the unspent capital 
borrowing needed for capital spend in 2013/14. 

 
 It is a DH requirement that aspirant FTs have 10 days of cash. The budget proposed 

achieves 7.5 days of cash and further savings/reduced investment of £1.9m would be 
needed to achieve this target.  
 

9. Statement of Financial Position (Balance Sheet) 
 

 The planned statement of financial position (Appendix B) illustrates the following: 

 

 A year-end cash balance of £5.6m at 31 March 2014 which represents the 
unspent capital borrowing in 2013/14.  

 £5m increase in the fair value of property plant and equipment, reflecting 
capital expenditure above depreciation; 

 Increased current and longer term loan liability reflecting the new loan of 
£15m planned in September 2013; 

 £2.1m increase in PDC relating to funding for the combined heat and power 
project and the maternity project;  

 £0.6m surplus together with a forecast impairment of £5m, relating to the link 
road, reflected in retained earnings. 

 

10. Financial Risk Rating 
 

 The Trust Development Authority has introduced quarterly financial risk scores. The 
following shows the FRR for the year in two scenarios: one excluding the £15m loan 
and the other assuming receipt in September 2013.   

 
 It shows the Trust achieving a rating of 2 without the loan and a rating of 3 with the 

loan. The financial risk rating calculated below, based on the TDA metric calculates 
the liquidity ratio using the current year working capital. Using Monitor’s FRR, which 
is being revised, the Trust would score an FRR of 2 in both cases.  

 



 

6 
 

 
 

11. Statutory and Other Duties 

 
The Trust will ensure that it meets the following statutory duties in 2013/14: 
 

 External Financing Limit  (cash balance at year end); 

 Capital Resource Limit (capital spending net of asset sales);  

 Break even duty (achieve a surplus) and the 

 Payment of dividends of 3.5% (based on average assets employed). 
 

12. Risks and potential upside 
 

 The Trust faces a number of financial risks in 2013/14 which need to be managed 
through the remainder of the planning process and by rigorous financial 
management throughout the year. The main ones are set out in Appendix D. 
 
The potential upsides are more limited but include: 

 An increase in activity that can be delivered at marginal cost 

 Receipt of PDC for backlog maintenance 

 
 

 13. Recommendations and Conclusions 

 
The budget for 2013/14 shows a small surplus position, achieves an FRR of 3, and is 
based on the key assumptions highlighted within this report.  It is recommended to 
the board as the best balance between competing financial pressures and between 
finance and investment in quality of patient services and other improvements. It will 

Financial Risk Ratings 

Criteria Metric Weight 5 4 3 2 1 
S 
c 

Underlying  
Performanc EBITDA margin % 25% 11 9 5 1 <1 

2 # 2 

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

5 # 5 

Financial  
efficiency Net return after financing % 20% >3 2 -0.5 -5 <-5 

3 # 3 

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

Liquidity Liquid ratio days 25% 60 25 15 10 <10 
1 # 3 

Average 
2.25 2.75 

Overriding  
rules Overriding rules 2 0 

Overall rating Overall rating 
2 3 

Additional Financial Risks 0 

Excluding  
£15m  
Loan 

 
At least one criteria on Plan 1 or  
2 

Risk ratings 
 2013/14 

Including  
£15m  
loan 
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be challenging and will require focussed management attention to ensure full 
delivery. 
 
The Board is asked to: 

 approve the proposed financial plans for 2013/14 which have been prepared 
on a going concern basis; 

 approve the application to the DH for a £15m capital loan; 

 support the application to the DH for PDC to fund Health and Safety related 
backlog maintenance; 

 note the potential requirement for an update following finalisation of the NHS 
Hertfordshire contract negotiations and/or in the light of the outcome of work 
by KPMG on savings. 

 
 

 
Anna Anderson 
Director of Finance 
19 March 2013 
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Appendix A 
 
Summary Financial Statement  
 

Proposed

2013/14

Budget

£'m

Income

Contracts 252.0

Other 29.6

Total Income 281.6

Expenditure

Acute Medical Care 81.7

Surgery 63.4

Women's and Children 31.2

Clinical Support 32.3

Estates and Hotel Services 26.5

Corporate 33.4

Sub total for Divisions - Pay and non pay 268.5

Pay & Prices 5.0

General contingency 2.6

Cost Pressures 7.0

Savings Target -15.0

Total Expenditure 268.1

EBITDA 13.5

Depreciation -8.2

Dividend -3.4

Interest payable -1.3

Surplus 0.6  
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Appendix B 
Statement of Financial Position 2013/14 

31 March 31 March

2013 2014

£,000 £,000

Non Current Assets

    Property Plant and Equipment 125,761 131,193

    Intangible Assets 1,386 1,041

    Other Assets 1,187 1,187

Total Non Current Assets 128,334 133,421

Current assets

    Inventories 3,031 3,031

    Trade and Other Receivables 3,252 3,252

    Other Assets 6,126 6,126

    Cash and Cash equivalents 3,300 5,600

Total current  assets 15,709 18,009

Total  Assets 144,043 151,430

Current liabilities (amounts due in less than one year)

    NHS Trade Payables 923 923

    Non  NHS Trade Payables 5,918 6,088

    Other Liabilities 12,434 11,844

    DH Loan Principal Repayments 4,172 4,772

    Provisions for Liabilities and Charges 811 541

Total current  liabilities 24,258 24,168

Net current  assets/(liabilities) (8,549) (6,159)

Total assets less current liabilities 119,785 127,262

Non Current Liabilities (Due > 1 Year)

    DH Loan Principal Repayments 12,479 22,407

    Provisions for liabilities and charges 5,106 4,918

Total Non Current Liabilities 17,585 27,325

Total assets employed 102,200 99,937

 

Financed by Taxpayers Equity

    Public Dividend Capital 181,968 184,105

    Retained Earnings (93,345) (97,745)

    Revaluation reserve 13,577 13,577

Total Funds Employed 102,200 99,937
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Appendix C 
Monthly Cash Flow Plan 

April May June July August September October November December January February March Total

£m £m £m £m £m £m £m £m £m £m £m £m £m

RECEIPTS

Hertfordshire Valleys CCG 19.1 19.1 19.1 17.1 17.1 17.1 16.1 16.1 16.1 16.1 16.1 16.1 204.90

Other NHS Contracts 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 47.10

Other Divisional Income 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 29.60

Agreed Public Dividend Capital 0.5 0.0 0.0 0.6 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 2.14

TOTAL RECEIPTS 26.0 25.5 25.5 24.1 24.5 23.5 22.5 22.5 22.5 22.5 22.5 22.5 281.60

PAYMENTS  

Pay and Non Pay 23.4 23.2 23.0 22.8 22.6 22.4 22.2 22.1 21.9 21.7 21.5 21.3 268.1

Capital Investment 1.9 1.4 3.9 1.5 2.1 1.6 0.6 0.6 1.5 0.5 0.5 2.2 18.1

Loan Principal/Interest 0.0 0.0 0.0 0.0 0.0 2.7 0.0 0.0 0.0 0.0 0.0 2.7 5.4

Dividend Payments 0.0 0.0 0.0 0.0 0.0 1.7 0.0 0.0 0.0 0.0 0.0 1.7 3.4

Other Payments 0.1 0.0 0.0 0.1 0.1 0.3

TOTAL PAYMENTS 25.3 24.6 26.9 24.4 24.7 28.4 22.9 22.6 23.4 22.3 22.0 27.9 295.34

CASH INFLOW/(OUTFLOW) 0.7 0.9 (1.4) (0.4) (0.2) (4.9) (0.4) (0.1) (0.9) 0.2 0.5 (5.4) (11.6)

CASH BAL START OF MONTH 3.3 4.0 4.8 3.4 3.0 2.8 (2.1) (2.5) (2.7) (3.6) (3.4) (2.9) 3.3

CASH BAL END OF MONTH 4.0 4.8 3.4 3.0 2.8 (2.1) (2.5) (2.7) (3.6) (3.4) (2.9) (8.3) (8.3)

£15m Borrowing 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0

Less additional capital spending -1.0 -1.0

Loan repayment /adjustment working balance -0.1 -0.1

CASH BAL AFTER LOAN 4.0 4.8 3.4 3.0 2.8 12.9 12.5 12.3 11.4 11.6 12.1 5.6 5.6  
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Appendix D  
Risk Summary 
 
Income 
 

 Operational Performance – avoiding fines for performance shortfalls, particularly C diff and the 18 
weeks target. Although in 2012/13 penalties of c£5.5m were largely mitigated through negotiation 
with the PCT, this is a risk for 2013/14 should performance not improve;  

 Maternity Pathway Payment – there are risks associated with the new tariff and the accurate capture 
of data to support payment. There is also uncertainty about the handling of the transition from the 
current payment mechanism to the new one which means that in the first year the Trust should be 
paid for more than one year’s activity. The potential risk is some £2m. 

 Readmission Penalties – there is a planning assumption in the CCG contract that avoidable 
readmissions are 18% (£3m), which is below what the CCG believes is appropriate and this is to be 
tested with an audit at the end of Q1. There is a risk that the penalty could increase. 

 Transformation Funding – Continuation of £2.2m support for ‘Estates Double Running Costs’ in 
advance of site rationalisation is included in the plan but has not been agreed yet.   

 Lost Income – Draft budgets assume that income lost of c£0.75m in 2012/13 will be avoided in 
2013/14. Concerted action across the Trust will be required to achieve this.  

 Commissioner re-organisation - Though difficult to quantify, the Trust recognises that there is a risk in 
relation to the re-organisation of commissioner bodies and in particular the changes in billing 
arrangements. 

 

Expenditure 
 

 Delivery of cost improvement and efficiency plans is the key risk. 

 If activity levels continue to exceed plans there is a risk that the cost of treating extra patients 
exceeds income, especially for emergency activity where the 30% tariff applies. 

 

Cash Flow & Capital 
 

 Prioritising and managing capital investment and backlog maintenance within the finances available; 

 Loan refinancing: If a new loan is delayed or not secured the Trust would need to take radical steps 
to avoid becoming overdrawn and breaching the EFL.   

 The Trust year-end cash balance is lower than DH requires which may affect the FT application. 
 

Other 
 

 FT application – risks in relation to CIP performance and cash balance as previously mentioned.  In 
addition, based on the current budget proposal, only c4% will be achieved against the implied 
efficiency target of 5%. 

 
 


