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SOUTHAMPTON UNIVERSITY HOSPITALS NHS TRUST 
 

Finance Report 
 
Report to: 
 

Trust Board – 27th September 2011 

Report from: 
 
Sponsoring 
Executive: 
 

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

Purpose of Report: 
 
 
 

To update Trust Board on the financial, activity and savings performance of the Trust 
for August 2011. 

Review History to 
Date: 

The Trust Board has previously agreed the income and expenditure budgets for 
2011/2012 with a full year plan pre-impairment surplus of £5.2m. 
 

Recommendation: Trust Board are asked to note: 
 

(1) In August, the Trust has delivered a pre-impairment surplus of £93k, £582k 
better than Plan. For the year to date the Trust has incurred a deficit of 
£568k, £652k better than Plan. 

(2) Cost Improvement Programmes (CIPs) delivered were cumulatively £0.8m 
below Plan.  The target was 96% identified at 31st August 2011 (95% at 31st 
July). 

(3) The slippage on CIPs was offset by run-rate positive variances although 
divisions and headquarters combined were £0.5m adverse against Plan in 
month. Whilst the overall expenditure position is in line with Plan for the year 
to date, review meetings for divisions that are overspent are taking place with 
the CEO, DoF and COO to agree appropriate recovery plans. 

(4) The August position is based on a number of assumptions on income and 
activity management as explained below. 

(5) If the Trust is Authorised as a Foundation Trust from 1st October, formal 6 
month accounts will be prepared and will require audit. In addition the 
budgets will require analysis to establish 6 month budgets from 1st October. 
A paper for discussion at the Strategy and Finance Committee and TEC 
covers these matters in more detail. 

(6) As part of its month 6 close and the changes necessary if the Trust is 
Authorised as a Foundation Trust, a detailed forecast will be prepared. 
Divisions are forecasting overspends for the full year and their extent and 
level of mitigation actions being taken will be assessed as part of that review. 

 
Summary 
 
The Trust made a small surplus of £93k overall in August, £582k better than 
planned. EBITDA was £2.5m compared to a Plan of £1.9m (for the year to date 
EBITDA is £11.1m against a plan of £10.6m). 
 
NHS Clinical Income for the year to date is estimated to be £2,503k above budget.  
 
Budgets have been updated to reflect signed contracts.  A phased budget is being 
used this year, as in 2010/11, to reflect expected actual activity more accurately than 
using a straight-line, unphased approach.   
 
Actual activity reported at month 5 is a total of months 1 to 4 actual activity reported 
via SLAM plus the year to date average activity as a proxy for month 5 activity. In 
using this proxy we have taken into account the activity trend in 2010/11.  In 
addition, some additional income has been anticipated relating to work to clear the 
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backlog of patients who have been waiting longer than 18 weeks for treatment, 
which will be reimbursed at full tariff rates.  
 
There is a significant (£0.3m cumulatively) under recovery of non-NHS clinical 
income due primarily to lower levels of private patient income. 
 
Other operating income is £1.6m adverse cumulatively; this is due mainly to deferred 
income on hosted services (£1.5m). 
 
Shortfalls in delivery against planned CIPs and other pressures meant that divisions 
and headquarters functions combined were £0.5m adverse against Plan. 
 
The underlying runrate position within Divisions and THQ combined was £2.8m 
favourable, offset by an adverse variance on reserve budgets to give a £0.6m 
positive run rate variance overall. However, delivery of CIPs continues to be below 
Plan (£0.8m).  
 
In August, savings of £2.2m were delivered (£2.3m in July), leading to a year to date 
variance against Plan of £0.8m.  
 
The post impairment year to date position is now a surplus of £3.2m. This is due to a 
change in the position on impairments. Whereas negative impairments for the year 
of £3m were originally anticipated, the recently published quarterly land and building 
indices have indicated an unexpected rise in asset values. This has led to a reversal 
of impairments charged in previous years and thus a credit to the Income and 
Expenditure account. 
  
The cash balance at £15.3m was £3.8m higher than plan, mainly due to the early 
payment of block income by Southampton City PCT. Lower capital expenditure to 
date has been offset by increased working capital balances. The Plan assumed no 
overperformance against income contracts; the lag in getting paid for 
overperformance (albeit in line with the billing timetable) has led to an unplanned 
increase in other financial assets. 
 
The Year end forecast balance at £20.1m is £10m lower than Plan, due to a 
reduction in the working capital loan from £20m to £10m. Receipt of the loan is 
conditional upon Authorisation as a Foundation Trust. 
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Key Messages for  
August: 
 
 

Delivery of the Trust’s financial targets in 2011/2012 will principally be determined by 
performance in four areas: 
a)   Divisional and Headquarter Directorates controlling expenditure to within their  
      budgetary targets 
b)   Delivery of in-year financial savings of at least £27.7m plus activity  
       management savings of a further £12m.  Activity Management cost savings are  
       phased into the corporate budget from 1st July 2011. 
c)    Delivery of activity levels in line with contracts and the Capacity Plan. 
d)    Development of a contingency reserve to offset any unexpected variations on  
       the above, and to manage the risks associated with Demand Management  
       and other unforeseen risks emerging. 
 
This report provides an update on these four areas. 
 
a) Controlling of expenditure to within budgets 
 
In overall terms the Trust was cumulatively slightly overspend on operating 
expenditure (£8k) at the end of August.  Unlike previous years, when they were 
phased in twelfths, Cost Improvement Programmes are now phased broadly 
accordingly to a historic delivery profile. The adverse variance on CIPs is offset by 
positive variances on “runrate”. 
 
The Trust is cumulatively underspent against its forecast ‘runrate’ expenditure by 
£0.6m, as shown on schedule 6.  In total Clinical Directorates were £0.8m above 
agreed ‘run rates’ and Headquarters Directorates and central areas were £1.4m 
below.  This latter number includes £1.9m which is the impact of adding back the 
adverse variance on divisional income, to give a true expenditure variance. 
Divisional performance is analysed on Schedule 6. 
 
Paid wtes rose by 59 wte in August to 7,363. There has been a 89 wte increase 
since 1st April. 
 
Division  A 
 
Division A overspent by £0.6m in August and the year to date variance was £1.3m; 
the net expenditure in the month was £8.9m which was £0.2m lower than July. 
 
The in month position relates to shortfalls in both CIP (both slippage and un-
identified) and activity management targets (reduction in follow up outpatients for 
which the division has not yet realised the savings). This was partially offset by the 
receipt of funding for costs incurred in delivering the surgical recovery plan to restore 
the 18 week position by providing additional weekend lists. 
 
The Division experienced continued pressures in Surgery & Critical Care nursing 
with the continuation of high agency usage due to acuity, vacancies and sickness 
and maternity leave levels. There was also continued pressure on non pay spend in 
Cancer Care largely due to chemotherapy activity and increased costs of BMT 
searches. High levels of agency staffing in Surgery, and non pay cost pressures 
in theatres, were experienced as the effects of continuing to achieve the 18 week 
target and capacity pressures were felt. 
 
In terms of workforce, the divisional paybill has increased by £0.2m with the 
headcount used in August being 1,674wte compared with 1,644 in July. The 
increase is attributable to extra capacity being open during the month. 
 
 
Division B 
 
In August the Division spent £0.3m more than the £9m budget. Actual expenditure in 
the month was £0.2m over the average seen in the first four months of this financial 
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year. 
 
Pay costs are slightly lower than last month with this being reflected in fewer wtes. 
Non-pay spend was higher, mainly in drugs. The income position was also lower 
after providing for some risk crystallising within the consultant OPA agreements with 
neighbouring NHS providers of £0.1m. 
 
Whilst nursing agency usage was consistent compared to previous months, the 
Division continues to spend at a higher rate than the level of funded vacancies with 
the majority being seen in A & E.  The Division was close to plan in terms of CIP 
delivery as it was only £0.1m behind the target of £0.6m. Nearly half of the £0.5m 
delivered in the month related to the backdated element of the length of stay 
scheme.  The increasing CIP target and monthly activity management reduction is 
still the major focus for the Division in terms of recovering to a month on month 
break-even. 
 
The total activity position to the end of July for the Division, after adjusting for agreed 
marginal rates, totals £36.7m against an internally phased plan of £36.9m even 
though non-elective spell based activity continues to over-perform. 
 
Division C 
 
Division C over spent by £0.2m in August, mainly due to unidentified and slippage 
against the CIP programme in Child Health. In addition, drug costs in Clinical 
Support are high this month as the manufacturing unit is closed for refurbishment. 
Ambulance transport costs are low this month due to continued control action by the 
Division. 
 
Run rate for the Division as a whole has increased by £15k since month 4, though 
this is largely attributed to the temporary closure of the drug manufacturing unit.  
 
The Divisional pay bill is consistent with last month’s spend of £6.4m. Both Agency 
and overtime spend has remained below the internally set target thresholds. 
 
The Division has identified 86% of the £6.3m CIP target for financial year 2011/12 
and has delivered 51% of schemes to August. The Divisional Management Team is 
focussed on closing the 14% gap between the target and identified schemes. The 
drive to improve productivity to generate cost savings (which was launched in 
February) is showing measures moving in the right direction in particular 11am 
discharge and average length of stay in Women & Newborn.  
 
Division D 
 
Division D is cumulatively overspent by £0.3m to August, which is an adverse 
movement of £0.3m in the month. 
 
The main issues are unfound Activity Management, CIP profiling, nursing costs in 
T&O and Neurosciences and low Private Patient income. The Division has identified 
100% of its £4.3m CIP target, although a number of schemes still need to be 
finalised and implemented. 
 
The Division spent £6.8m in August with agency expenditure at £0.2m. Headcount 
was 1,110 wte which is 20 wte up on the July position. 
 
THQ 
 
THQ budgets underspent by £1.0m in August and are cumulatively underspent by 
£2.1m. 
 
Pay underspent by £0.1m in August, taking the cumulative underspending to £0.8m. 
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Most THQ Directorates underspent on pay as the result of holding vacancies. 
 
Non-pay underspent by £0.7m in August and is cumulatively underspent by £3.0m. 
There were three notable variances on non-pay. Other Services underspent by 
£0.8m after a review of provision levels, and SWPHO underspent by £0.3m. Partly 
off-setting these favourable variances were overspendings of £0.3m in R&D, mainly 
on externally-funded projects (these were balanced by favourable variances on 
income). 
 
Income over-recovered by £0.2m but is cumulatively £1.7m under-recovered. 
 
b) Delivering an in-year financial saving of £27.7m 
 
At the end of August savings of £7.6m had been delivered, compared to the Trust 
Plan of £8.4m.   
 
  Month   YTD  
Variance due to: Actual Plan Variance Actual Plan Variance 
 £m £m £m £m £m £m 
       
Trust profile 2.2 2.2 0.0 7.6 8.0 (0.4) 
Unidentified 0 0.1 (0.1) 0 0.4 (0.4) 
       
Variance to 
Plan 

2.2 2.3 (0.1) 7.6 8.4 (0.8) 

       
Divisional profile 0 (0.2) 0.2 0 (0.2) 0.2 
       
Total 2.2 2.1 0.1 7.6 8.2   (0.6) 

 
At 31st August 27% (£7.6m) of CIP schemes had been delivered.  This compares to 
21% (£7.2m) at 31st August 2011. 
 
Identified schemes have increased by 1% to 96%, of which 97% of schemes were 
Green or Amber rated, leaving 3% Red or Unidentified.  
 
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. 
 
 c) Achieving the agreed volumes of activity to deliver the income plan 
 
Due to the time lag in activity information being available (1 month in arrears); 
activity numbers for August are not yet available. However, given the size of the 
activity management programmes required this year, and the fact that many of the 
plans are not yet fully worked up, a level of overperformance has been assumed in 
August’s income budgets. For Hampshire and Southampton PCTs, August’s actual 
position has been based on the average for the year to date plus an estimate of the 
further amounts due as a result of clearing the 18 week backlog. Income in July was 
significantly lower than the assumption made in last month’s numbers and the 
difference is reflected in this month’s figures. 
 
The anticipated clinical income total consists of income expected for some pending 
SAVOs and some miscellaneous items of income.   
 
There are provisions for potential liabilities relating to 30 day readmissions, for which 
the Trust may have to give credits in the future, and around the application of best 
practice tariffs to specific areas of activity.  Small provisions have been made for 
potential future credits relating to queries raised by PCTs. 
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There is a significant (£0.3m cumulatively) under recovery of non-NHS clinical 
income due primarily to lower levels of private patient income. 
 
Other operating income is £1.6m adverse cumulatively; this is due mainly to deferred 
income on hosted services (£1.5m). 
 
d) Creation of a contingency to cover unexpected variations on the above 
 
The approach for 2011/12, as in previous years, is based on identifying contingency 
reserves to cover the likely risk from variations in costs against Plan, and additional 
workload to the extent that activity management delivers more slowly than Plan. If 
risks are successfully managed out, these reserves will become available to put into 
the central “bank” to which bids for funding to improve services, quality and the 
hospital environment, can be made. The level of identified contingency reserves at 
the start of the year was £2.5m.  
 

Cash and liquidity 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Forecast 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Annex 3 and Schedule 9 show the Trust’s current Statement of Financial Position 
and Cashflow. 
 
The cash balance at £15.3m is £3.8m higher than plan, this is due mainly to the 
early payment of block income by Southampton City PCT. Lower capital expenditure 
to date has been offset by increased working capital balances. The Plan assumed 
no overperformance against income contracts; the lag in getting paid for 
overperformance (albeit in line with the billing timetable) has led to an unplanned 
increase in other financial assets (£5.8m over Plan at 31st August). 
 
The Year end forecast balance at £20.1m is £10m lower than Plan due to a 
reduction in the working capital loan from £20m to £10m, which is only receivable on 
condition the Trust is Authorised as a Foundation Trust. 
 
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 2, due 
mainly to the year to date loss. (Schedule 1). This is forecast to rise to a 3 by the 
year end.   
 
Schedule 1 also shows some key balance sheet indicators.  
 

Annex 4 shows capital expenditure for the month compared to Plan. £7.1m was 
spent by the end of August, compared to Plan of £6.8m. £3.8m of this related to 
finance leases. 
 
 
A review of the year end forecast was carried out in the light of June's results. Whilst 
there appears to be no reason to change the forecast from the current plan of a 
preimpairment surplus of £5.2m, continuing non delivery of activity management 
schemes means that it is now sensible to recognise an element of non-delivery in 
the forecast. Overperformance against clinical income contracts of £9m has 
therefore been included within the forecast. This relates specifically to SCPCT and 
HPCT combined and this is what we understand was recognised in their forecasts 
on the basis of the July results. This extra income is offset by the extra costs of 
delivering this extra activity. 
 
Whilst CIP delivery is in line with last year it is £0.8m behind the Trust plan. Divisions 
are forecasting overspends for the full year and their extent and level of mitigation 
will be assessed and reported following the September period end. Recovering the 
CIP slippage and fully delivering the identified savings will be instrumental to 
delivering the Plan. 
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Risks 
 
 
 
 

 
 
 

Risks 
Identified 

Description Potential 
Value £m 

Likeli
hood 

Weighted 
value £m 

Mitigation 

Income & 
Contracts 

“Over performance” 
above contract 
levels not paid for 
(gross value) 

£20m L – 
25% 

£5m 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 
“over performance” 
above cannot be 
compounded). 

£12m M – 
50% 

£6m Ensure full 
engagement in Activity 
Management; ensure 
costs which can be 
removed are removed. 

Divisional 
overspending  

Risks of 
overspending due 
to operational 
pressures etc 

£10m M- 
50% 

£5.0m Strong performance 
management with 
regular reviews 
between DMTs and 
CEO, DoF, COO.  

 
 

 


