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SOUTHAMPTON UNIVERSITY HOSPITALS NHS TRUST 

 
Finance Report 

 
Report to: 
 

Trust Board – 31st January 2011 

Report from: 
 
Sponsoring 
Executive: 
 

Andrew Wood, Deputy Director of Finance 
 
Alastair Matthews, Director of Finance & Investment 

Purpose of Report: 
 
 
 

To update the Trust Board on the financial, activity and savings performance of the 
Trust for the period ending 31st December 2010. 

Review History to 
Date: 

The Trust Board has previously agreed the income and expenditure budgets for 
2010/2011 with a full year plan pre-impairment surplus of £4.9m. 
Monthly updates have been provided with a more detailed discussion of the 
challenges relating to the Trust’s forecast presented at the December Trust Board. 
 

Recommendation: The Trust Board is asked to note: 
 

(1) In December, the Trust delivered a pre-impairment surplus of £0.8m, and has 
delivered a cumulative surplus of £1.2m at 31st December 2010. 

(2) Cost Improvement Programmes (CIPs) delivered remain below Plan, 
although almost 80% of the shortfall relates to profiling in twelfths. This 
remains a key area of concern and management focus as actual delivery of 
savings remains behind last year’s profile. Identified CIPs remain at over 
100% of target. 

(3) The Trust as a whole underspent against its expenditure budgets by £0.1m in 
December as a result of unspent pay budgets offset by a reduction in the 
level of uncommitted reserves.  

(4) The Trust’s financial performance remains dependent on payment from the 
PCTs for activity in excess of contract values; whilst the contractual 
arrangements should support this; this position is not sustainable in the 
medium and long term. 

(5) Due to significant pressures on the Trust’s planned full year surplus of £4.9m 
and following a detailed review, the Trust’s most likely forecast has been 
reduced to a surplus of £3.5m. This is because not all of the required 
improvement actions are now likely to be identified. The Trust continues to 
work with its major customers to agree actions to help manage the activity 
levels and impact of spend. 

 
Commentary for  
December: 
 
 

Key Issues (Schedule 1) 
 
The Trust delivered a surplus of £0.8m in December, slightly less than the planned 
surplus of £1.3m. This does, however, return the Trust to the improvement trajectory 
within the Trust’s Remedial Action Plan. The year to date surplus of £1.2m  is £3.3m 
worse than planned year to date. This is based on CIP delivery phased in twelfths; 
based on what divisions had actually planned to do by this stage there was a smaller 
adverse variance against Plan of £0.4m year to date. 
 
Revenue in December was £0.8m less than Plan, due to lower clinical income and 
deferred R&D income offset by higher CRU income. Income to 31st December is 
£3.6m over plan with £6.9m of favourable NHS clinical income variance offset by 
shortfalls in other income (principally private patients (£1.2m), R&D and hosted 
services). 
 
The paybill was £0.8m less than planned in December due to high levels of savings 
and reduced agency spend; worked wtes were however 101 wte more than the 
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workforce plan. Pay costs to the period ending December 2010 are £9.0m more than 
planned and reflect slippage on CIPs and Activity Management, unfound vacancy 
factor and high levels of Agency usage. 
 
There continue to be shortfalls in delivery against CIPs leading to significant adverse 
variances in the Divisions. Although over 100% of schemes have now been 
identified, of which 99% are green or amber rated, the prime concern currently is the 
level of actual delivery which remains noticeably behind the profile of earlier years 
and is a key area of management attention.  
 
The period end cash balance at £18.9m is £4.1m higher than plan, due mainly to the 
early payment of block invoices by SCPCT of £5.2m. The early draw down of £4m 
capital loan and lower capital expenditure to date of £2.0m has been largely offset 
by increased working capital (mainly due to lower accruals) and a lower cash 
contribution from the Income and Expenditure account. 
 
The year end forecast cash position has been reduced from £11.9 to £9.8m 
reflecting the reduction in the pre impairment deficit and an anticipated increase in 
working capital. The cash balance may have to be increased at the year end by 
delaying supplier payments to meet the Trust's External Financing Limit (£4.1m 
projected shortfall). 
  
 
The Trust’s year to date financial performance would give rise to a risk rating of 3 
under the Monitor compliance regime. At the year end a rating of 3 is forecast which 
in particular is dependent on delivering the revised forecast surplus and a liquidity 
ratio of more than 10 days. 
 
Income and Expenditure (Schedules 2, 4 and 5) 
 
The Trust is cumulatively short of its I&E Plan by £3.3m at the end of December, 
having delivered a pre-impairment surplus of £1.2m compared to a planned surplus 
of £4.5m. Income was £3.6m more than Plan and operating expenditure £8.9m more 
than Plan, offset by a £2.0m net improvement on non-operating items, mainly due to 
lower depreciation. 
 
Income 
 
NHS Clinical Income for the year to date is estimated to be £6.9m over plan. 
 
The starting point for clinical income for most PCTs has been to take actual activity 
to month 8 (final activity data for months 1-7 and first cut for month 8).  As activity 
data is produced one month in arrears, one month's budget is used as a proxy for 
December.  Budget phasing ensures that this is likely to provide a reasonable 
estimate of activity in that month.  For NHS Hampshire and NHS Southampton City, 
overperformance reflects the estimated position agreed with these commissioners, 
plus cost per case income invoiced outside the contract.  An additional £400k of 
income has been included for these PCTs for known activity omitted from the 
eCAMIS system (of which the PCTs are aware).   In addition, income relating to the 
initial incentive schemes has been included for these commissioners plus 
60% (£1.05m) of Delivery schemes achieved.   
 
Some provision has been made for the likely impact of very high nonelective activity 
in December, overperformance on which will be paid at only 30% (rather than 
approximately 605 on elective work), and lower elective activity. 
 
The anticipated clinical total includes income for the Cardiac transitional funding and 
Cancer PFI schemes, for Bowel screening and for the most recent Paediatric 
Cardiac surgery work from outside the South central area, which is billed on an 
individual patient basis. 
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 In cash terms, payment for overperformance continues to be received in line with 
contracts. 
 
Non-NHS Clinical income for the year to date is £0.4m under Plan as high 
compensation recovery unit (CRU) income, £0.8m over Plan, has been offset by 
continuing low private patient income (£1.2m under Plan). 
 
Other Operating Income is cumulatively £2.9m less than plan; of this, £0.9m is 
deferred R&D income to match reduced spend and £1.6m is hosted services income 
deferred for the same reason.  
 
Expenditure 
 
Operating Expenses underspent by £0.1m in December but are £8.9m overspent 
cumulatively.  
 
Pay underspent by £0.8m in December (£9.0 overspent cumulatively) due to higher 
levels of savings and lower agency spend. Underspends in all pay groups were 
offset by agency and locum spend of £0.9m (last month £1.1m),  £0.7m of unfound 
activity management savings and £0.3m of unfound vacancy factor. 
 
Drug costs are £0.8m and Clinical Supplies and Services are £2.4m above budget 
cumulatively, principally in Surgery and Medicine. Other operating costs are £3.3m 
underspent mainly because of uncommitted reserves (£2.5m) and underspent other 
operating expenses (including hosted services). These have been offset by unfound 
nonpay CIP savings of £1.9m.  
 
Non-operating income budgets are showing an adverse variance of £0.3m due to 
low interest received, whilst non-operating expenditure is £2.2m lower than budget 
due to low depreciation charges, as a result of lower asset values arising from 
indexation and valuation adjustments during closure of the 2009/10 accounts. 
 
Divisional Performance (Schedule 6) 
 
Schedule 6 provides a number of key metrics relating to divisional performance. 
 
The Workforce Plan included in the Finance report is based on the Trust wide 
Workforce Plan submitted as part of the FIMS Plan to the SHA. It is a topdown Plan 
(although informed by the individual divisional Plans it does not reconcile to them) 
which takes the opening wte and adjusts for CIPs, activity management and new 
investment. A further adjustment has been made to adjust the Plan to a “worked” 
basis as opposed to a “contracted“ basis (e.g. taking out staff that are on unpaid 
maternity leave). 
 
Division A 
 
Division A was £0.6m over plan in month and £8.4m overspent cumulatively. The 
overspend in month related to CIP unidentified and slippage (£0.3m) and delivery 
remains a concern and the key area of focus. This accounts for 61% of the in month 
position.  
 
In terms of workforce, the planned elective shutdown reduced elective capacity in 
Critical Care which contributed to the reduction in wte's to 1,644 compared with 
1,668 last month (a reduction of 24wte) and the associated savings on the pay bill. 
 
In additional to activity management slippage the Division also has increased run 
rate pressures around nursing where agency usage is above forecast levels due to 
continued unfunded beds on F6 (to be funded by the trust winter capacity funds from 
January) and exceptionally high levels of outliers due to Trust bed capacity issues 
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associated with D&V, swine flu and black alerts. This has also led to higher drug 
usage on Surgical wards but this was offset by reduced Cancer Drug costs as 
planned numbers of treatments drops in December. Urgent cost mitigation is being 
sought by the Divisional Management and Care Group teams and overtime usage 
continues to fall. 
 
The Division was higher than its previous month forecast for December by £0.1m, 
due to a service transfer for the Cancer Centre and the balance due to the drugs and 
agency pressures mentioned above. 
 
Activity information is only available up to month 8, however this shows IPPD activity 
over achieving with a significant increase in IPPD drugs (as reflected in spend 
above).  
 
Division B 
 
In the month the Division spent £0.2m more than its previous month’s forecast 
although in variance terms it is underspent by £0.9m.  This underspend is due to the 
Division receiving £1m of devolved over-performance funding in the month to cover 
performance up to November. The Division remains significantly overperformed at 
month 9. 
 
The actual expenditure position in month compared to forecast is over due to 
respiratory drug spend in the Specialist Medicine and Emergency Care Groups 
(£0.1m) and low income within Pathology (£0.1m).  The forecast position going 
forwards for the Division is under pressure resulting mainly from the drug related 
activity management schemes (£0.5m) still pending a decision from local PCTs. 
 
Workforce numbers in the month indicate a usage of 1,750wtes compared to a plan 
of 1,790wtes and a November position of 1,768wtes.  Vacancies have increased 
across most staff groups in December and agency use has not increased in line with 
this resulting in fewer WTEs than plan and compared with last month. 
 
Additional bed capacity (in F9) is still required with the actual expenditure being 
funded month on month by the COO.  The Trust has been on black alert within 
December although the impact on the financials have been limited. However, this 
will be more apparent in financial terms in January as the operational pressures 
have continued into January and will not have been absorbed without financial 
impact. The bed status in the main is due to H1N1 outbreak leading to wards being 
closed in December for admissions and has caused significant levels of medical 
outliers across the Trust . 
 
Division C 
 
Division C overspent by £0.4m in December, £39k more than the previous month’s 
forecast (£3.7m overspent year to date), largely due to unidentified and slippage on 
activity management and the cost improvement programme (CIP). In addition, Child 
Health activity has been higher than normal for this time of year with a resultant 
impact on costs - in particular, the Paediatric Intensive Care Unit (PICU) had high 
costs and high activity/income in the month.  
 
The Division is over performing with respect to activity (£1.1m to Month 8 excluding 
the Oxford Cardiac work) largely in Paediatric (critical care and trauma and 
orthopaedic) areas. The Divisional pay bill has reduced to £6.3m this month (£6.4m 
last month), principally due to vacancies being held (especially in the Women & 
Newborn Care Group), agency reductions being maintained (£60k spent in the 
month) and continued work to reduce overtime (the Division started the year at £80k 
per month, it had reduced to £60k last month, and has reduced further to £40k this 
month). Headcount has reduced to 1,882 from 1,917 the previous month. 
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The Division has identified 99% of the full year target for CIP and year to date 76% 
of the target has been delivered on the ledger, however there are several red/amber 
rated schemes that are being worked on intensively, facilitated by additional time 
being set aside each week to focus on delivery.  
 
In terms of general recovery against run rate, the Division has saved through 
negotiations on security which will crystallise from January; through control action 
the Division has recouped Pharmacy Clinical Trials income in December; the 
Division has progressed the ambulance activity issue with Procurement & 
Contracting and raised consciousness of the issue at Core Brief in January. In terms 
of risks, there are issues with the ISTC regarding Gynaecology which will affect the 
forecast levels of spend for the remainder of this financial year. 
 
Division D 
 
Division D is £4.4m over plan to December 2010, which represents a favourable 
movement of £0.2m in the month. 
 
The main issue relating to the year to date overspend is unfound and slippage on 
the Cost Improvement Programme £0.6m and Activity Management £1.4m, which 
leaves the Division with a run rate problem of £2.4m. In total the Division has 
identified 100% of its CIP target (£6.3m). 
 
The main run rate issue relates to activity levels in Spinal and T&O, Cardiac Sub 
Contracting, Drug costs, low private patient Income and Nursing costs in 
Neurosciences. 
 
The Division has spent £6.2m on average each month, although this does vary 
month on month depending on activity levels. Agency expenditure is £1.3m to 
December and headcount has decreased to 1,049 WTE from 1,054 WTE last month. 
 

Trust HQ 
 
Trust HQ budgets underspent by £0.8m in December 2010 and are £3.1m 
underspent cumulatively 
 
Pay underspent by £0.5m and is cumulatively underspent by £1.3m. Nearly all THQ 
Directorates underspent on pay in December as the result of holding vacancies, but 
in addition there were favourable variances produced by back-dated funding in IM&T 
(from the Further, Faster reserve) and Clinical Governance (from NESC), and in 
Other Services pay underspent by £0.1m because of the reduction of the accrual for 
back-dated Associated Specialists regradings costs. Non-pay underspent by £0.2m 
and is underspent cumulatively by £3.4m. 
 
Income over-recovered by £0.1m but is cumulatively under-recovered by £1.5m 
mainly due to deferred income in R&D and hosted services. 
 
Cost Improvement Plans (CIPs) and activity management (Schedules 7 and 8). 
 
The Trust is cumulatively overspent against its forecast ‘runrate’ expenditure by 
£5.2m, as shown on schedule 6.  In total Clinical Directorates and HQ budgets were 
£6.9m above agreed ‘run rates’ and central budgets were £1.7m below. This 
overspend is worsened by undelivered CIPs. 
 
At the end of December savings of £21.4m had been delivered, compared to the 
Plan of £25.1m.  Of the variance of £3.7m, £0.8m relates to differences between 
what Divisions identified for delivery and what they actually delivered (£1.8m in 
month 8).  Differences in profiling between budgets and the savings profile the 
Divisions have committed to deliver account for the additional £2.9m variance 
(£3.4m at month 8). 
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CIPs 
  Month   YTD  
Variance due to: Actual Plan Variance Actual Plan Variance 
 £m £m £m £m £m £m 
       
Divisional profile 4.3 3.9 0.4 21.4 23.3 (1.9) 
Unidentified 0 (0.6) 0.6 0 (1.1) 1.1 
       
 4.3 3.3 1.0 21.4 22.2 (0.8) 
       
Phasing in 
1/12ths 

0 (0.5) 0.5 0 2.9 (2.9) 

       
Total 4.3 2.8 1.5 21.4 25.1 (3.7) 

 
 
At 31st December 64% (£21.4m) of CIP schemes had been delivered.  This 
compares to 68% (£14.7m) at 31st December 2009. Over 100% of schemes have 
been identified of which 99% of those identified are green or amber rated. 
 
Schedule 7 shows the analysis of plans by Divisions, Headquarters Directorates and 
central schemes and Schedule 8 shows the detail of the overall savings programme. 
 
Activity Management 
 
Activity management schemes were profiled into Trust budgets to start to deliver in 
July 2010. Other than some very immaterial delivery (just over £30k) there has been 
little evidence to date that the targets will be achieved. This shortfall should be offset 
by the payment of the marginal amount according to the contract risk share but there 
remain risks of non payment if activity continues to significantly exceed Plan. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Cash, liquidity and risk rating 
 
Schedule 9 shows the Trust’s cashflow. The Statement of Financial Position is in 
Annex 3 of the report. 
 
The period end cash balance at £18.9m is £4.1m higher than plan, due mainly to the 
early payment of block invoices by SCPCT of £5.2m. The early draw down of £4m 
capital loan and lower capital expenditure to date of £2.0m has been largely offset 
by increased working capital (mainly due to lower accruals) and a lower cash 
contribution from the Income and Expenditure account. 
 
The year end forecast cash position has been reduced from £11.9 to £9.8m 
reflecting the reduction in the pre impairment deficit and an anticipated increase in 
working capital. The cash balance may have to be increased at the year end by 
delaying supplier payments to meet the Trust's External Financing Limit. (£4.1m 
projected shortfall) 
 
Assuming a 30 day working capital facility was in place, the current financial position 
would result in a liquidity rating of 2 and an overall Monitor risk rating of 3. The 
overriding rule relating to Liquidity is a key factor to consider in relation to the FRR. 
The receipt of the new loan to fund additional parking and other capital expenditure 
has improved the Trust’s current liquidity, such that the overall risk rating may 
remain a 3 at the year end despite the Trust missing its planned surplus, provided 
the liquidity remains above 10 days.     
 
Annex 4 shows capital expenditure for the period compared to Plan. £12.5m has 
been spent to date, compared to plan of £14.2m. 
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Forecast  
 
The Trust continues to review its forecast in light of current performance and 
expected developments. Pressures on the forecast are significant and delivering the 
planned surplus now appears unlikely given the amount of additional savings 
needing to be identified. 
 
The Trust’s forecast surplus has therefore now been formally reduced to £3.5m, 
reflecting non-achievement of all of the improvement actions included within the 
Trust’s Remedial Action Plan. A further reduction of £0.4m was previously made to 
reflect the cost of MARS schemes which have not been funded by the SHA. 
 
 
Risks 
 

Risks 
Identified 

Description Potential 
Value £m 

Likeli
hood 

Weighted 
value £m 

Mitigation 

Income & 
Contracts 

“Over performance” 
above contract 
levels not paid for 

£8m L – 
25% 

£2m Ensure that the Trust 
works to capacity and 
thresholds etc and 
complies with 
contractual terms. 

CIPs Non-delivery of 
CIPs 

£5m M- 
50% 

£2.5m Strong performance 
management 

Activity 
Management 

Cost reduction 
required in 
response to 
successful Activity 
Management. 

(NB:  This risk and 
the risks regarding 
“overperformance” 
above cannot be 
compounded). 

£3m M- 
50% 

£1.5m Ensure full 
engagement in Activity 
Management, ensure 
costs which can be 
removed are removed 
and develop new 
income streams to 
compensate. 

Divisional 
overspending  

Pressures 
experienced in 
09/10 flow through 
into 10/11 

£10m M- 
50% 

£5.0m Strong performance 
management and risk 
reserve provided in 
Budget setting. 

 
  

Movement to a full Payment by Results basis 
 
The Trust is currently not operating on a full “Payment by Results” (PbR) basis in 
line with national guidance. This is due to marginal rates and block elements of 
contracts being used in the current year plus large historic discounts and 
adjustments. Discussions on a suitable pace of change to move the Trust to a full 
PbR basis have commenced but given the affordability issues within the local health 
economy this is not going to be straightforward. In total, discounts and adjustments 
on contracts amount to £20.8m, as shown in the table below: 
 
 
 Counting & 

Coding 
Affordability Total 

 £m £m £m 
Hampshire 2.2 7.7 9.9 
Southampton 2.6 4.6 7.2 
Southwest PCTS 0 3.7 3.7 
    
TOTAL 4.8 16.0 20.8 

 
The Counting and Coding reserve was a recurrent adjustment given by the Trust to 
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be used to cover any significant issues that arise where it is agreed with the PCTs 
that the Trust is overcharging. To date no significant specific items have been 
identified and agreed to offset these reserves. 
 
The affordability discounts bring the value of activity costed on a PbR basis back to 
the PCTs' affordable cash envelope. This basis of setting affordable “envelopes”, 
which has been imposed for the past 2 years, not only means the Trust receives 
significantly less than tariff for its activity but it also means that the impact of 
increasing acuity (arising from local health economy changes and large volumes of 
lower complexity work moving to the ISTC for example) is not reflected in the 
payments received from PCTs. 
 
A recent third party review has confirmed the existence and calculation of the 
affordability discount and two further phases of review are going to look at coding 
and counting issues (completing 19th January) and local prices (completing 31st 
January). At this stage PCTs have included £5.3m of unwound discount in their 
QIPP Plans for 2011/12. 
 
This analysis excludes the impact of marginal rates in the 2010/11 contractual 
framework with NHS Hampshire and NHS Southampton which will also need 
resolving as part of the 2011/12 contracting round. 
 

 
 


