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Key facts

-£471m

net deficit of NHS bodies
(NHS England, clinical
commissioning groups, NHS
trusts and NHS foundation
trusts) overall in 2014-15

-£843m

net deficit of NHS trusts
and NHS foundation trusts
in 2014-15

61%

of acute trusts (94 out of
155) reported a deficit at
the end of 2014-15

115 out of 240 (48%)

-£958 million
26

83%

£1.8 billion

181 out of 239 (76%)

NHS trusts and NHS foundation trusts in deficit
in 2014-15

net deficit of acute trusts in 2014-15 (those NHS
trusts and NHS foundation trusts that provide
acute healthcare services)

acute trusts in 2014-15 with deficits that made
up more than 5% of their income

of planned efficiencies were achieved by acute
trusts in 2014-15

additional funding given to NHS trusts and
NHS foundation trusts in financial difficulty as
a cash injection, loan or other financial support
in 2014-15

NHS trusts and NHS foundation trusts reporting
deficits in the first 6 months of 2015-16
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Summary

1 In 2014-15, the Department of Health (the Department) allocated £98 billion of
its £111 billion budget to its largest arm’s-length body, NHS England, to plan and pay
for NHS services. The 211 clinical commissioning groups spent the greatest share

of this, largely buying healthcare from 90 NHS trusts and 150 NHS foundation trusts.
The Department spent the remainder of its £111 billion budget on the work of its
other arm’s-length bodies, special health authorities, funding for public health, and
its own functions.

2 There has been significant change in the NHS since the introduction of the Health
and Social Care Act 2012. These changes have come at a time of increased financial
pressures in government arising from austerity. Health is an area of public spending
that the government has protected in recent years compared with most other areas of
government spending. However, finances have become increasingly tight with health
funding rising at a historically low rate of 1.8% in real terms between 2010-11 and
2014-15. The Department is ultimately responsible for securing value for money for this
funding. In 2014-15, it came close to exceeding its £111 billion revenue expenditure
budget authorised by Parliament, underspending by just £1.2 million or 0.001%.

3  The NHS Five Year Forward View, published in October 2014, set out proposed
changes to the provision of healthcare services. NHS England expects that the NHS will
need to continue to adapt in response to increasing patient demand, new treatments and
technologies and funding constraints. The Five Year Forward View estimated there will be

a £30 billion gap between resources and patient needs by 2020-21. It estimated that if the
NHS had £8 billion more funding, the gap between resources and patient needs would be
£22 billion by 2020-21. In November 2015, the government committed to increasing funding
for the NHS by £8.4 billion by 2020, with £3.8 billion of this given to the NHS in 2016-17.

Our report

4 NHS trusts and NHS foundation trusts achieve financial sustainability when they are
able to successfully manage activity, quality and financial pressures within the income
they receive. In recent years, the growth in spending by NHS trusts and NHS foundation
trusts has outpaced growth in their income (Figure 1 overleaf). This indicates that trusts
are increasingly unable to keep their spending within budget.
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Figure 1
Cumulative increase in NHS trusts’ and NHS foundation trusts’
income and spending since 2011-12

Percentage

8

hd T T T

2011-12 2012-13 2013-14 2014-15

@ Trusts’ total spending

Trusts’ total income

Notes
1 NHS trusts’ and NHS foundation trusts’ spending and income figures are adjusted to remove the effects of
impairments, transfers of functions from, or, to other health bodies, and charitable funds.

2 Figures are adjusted for inflation using the GDP deflator, as used by HM Treasury in setting departments’ budgets.

Source: National Audit Office analysis of Department of Health annual accounts, NHS Trust Development Authority
and Monitor data

5  We have reported three times on financial sustainability in the NHS, most recently
in November 2014." The subsequent Committee of Public Accounts report, published in
February 2015, concluded that the financial health of NHS bodies had worsened in the
previous two financial years. The Committee was concerned that the savings required
across the NHS will be difficult to achieve solely by continuing with the same approach
used in recent years.

1 Comptroller and Auditor General, The financial sustainability of NHS bodies, Session 2014-15, HC 722, National Audit
Office, November 2014. Available at: www.nao.org.uk/report/financial-sustainability-nhs-bodies-2/
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6 Inthis fourth report on financial sustainability in the NHS:

e  We report the summarised financial position of NHS England, clinical commissioning
groups, and the NHS trusts and NHS foundation trusts providing ambulance,
acute, community, mental health and learning disability services. We take a closer
look at the two-thirds of NHS trusts and NHS foundation trusts that are acute
trusts providing acute healthcare services such as accident and emergency (A&E)
services, inpatient and outpatient, and in some cases specialist, and, or, community
care (Part One).

e \We examine the factors affecting the financial sustainability of acute trusts
(Part Two). Acute trusts received 78% of NHS trusts’ and NHS foundation trusts’
income in 2014-15. Due to its size, understanding the financial position of the acute
trust sector is important for assessing risks to overall NHS financial sustainability.

e We consider the approaches taken by the Department, NHS England, Monitor
and the NHS Trust Development Authority (NHS TDA) to support trusts to achieve
financial sustainability (Part Three). In the medium- to long-term, the health service
must be financially stable to be able to deliver high quality services for patients.

7  We set out our audit approach in Appendix One and evidence base in

Appendix Two. Technical notes explaining how we have used financial data are in
Appendix Three, including an explanation of how we have calculated the financial position
of NHS trusts and NHS foundation trusts. The report does not look at primary care, social
care, public health or similar services.

Key findings

The financial performance of NHS bodies

8 In 2014-15, NHS commissioners, NHS trusts and NHS foundation trusts
together overspent for the first time, reporting an overall deficit of £471 million.

In 2014-15, the surplus reported by commissioners was not enough to compensate for
the deficit reported by NHS trusts and NHS foundation trusts together. The £471 million
deficit was made up of:

e NHS England spending £30,808 million of the £30,998 million available for its
national functions and centrally commissioned services, achieving an underspend
of £190 million;

e  clinical commissioning groups together spending £66,852 million of the
£67,034 million available for locally commissioned services, achieving an
underspend of £182 million; and

e  NHS trusts and NHS foundation trusts reporting a combined deficit of £843 million
against their total income of £74,539 million (paragraph 1.3 and Figure 7).
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9 The financial position of NHS bodies overall has continued to decline since
2012-13. The £471 million deficit reported by commissioners, NHS trusts and NHS
foundation trusts together represents a worsening financial position from the £722 million
surplus achieved in 2013-14 and the £2.1 billion surplus in 2012-13 (paragraph 1.3).

Performance of NHS trusts and NHS foundation trusts

10 The deterioration in the financial position of NHS trusts and NHS foundation
trusts has been severe and worse than expected. Their £843 million net deficit in
2014-15 reflects a sharp decline from trusts’ £91 million deficit reported in 2013-14,

and trusts’ £592 million surplus reported in 2012-13. Trusts’ deficit on 31 March 2015
was significantly greater than the forecast deficit (£512 million) set on 30 June 2014
(paragraphs 1.5 and 1.7, Figure 3).

11 The number of NHS trusts and NHS foundation trusts reporting a deficit rose
by 80% between 2013-14 and 2014-15. Overall, 115 trusts were in deficit in 2014-15
compared with 64 in 2013-14 and 25 in 2012-13. The number of trusts with a surplus fell
to 125 in 2014-15 from 181 in 2013-14 (paragraph 1.6 and Figure 3).

12 The average earnings before interest, tax, depreciation and amortisation
(EBITDA) margin for existing NHS foundation trusts fell below the threshold used
by Monitor to assess long-term financial sustainability. It is the government’s
intention that all NHS trusts will become NHS foundation trusts that are financially
robust. Monitor assesses that an EBITDA margin of 5% or greater demonstrates
financial strength. It uses this measure to test whether an NHS trust is ready to be
authorised as an NHS foundation trust. At the end of 2014-15, the average EBITDA
margin for NHS foundation trusts was 3.7% and 99 NHS foundation trusts (66%) were
below the 5% threshold (paragraph 1.11).

13 Monitor and the NHS TDA expect the number of trusts under strain to rise.
The net deficit of NHS trusts and NHS foundation trusts together is forecast to rise further
in 2015-16, to £2.2 billion by 31 March 2016. The number of trusts forecasting a deficit by
the end of 2015-16 is 156. But halfway through the financial year at 30 September 2015,
181 trusts reported deficits. This is a 57% increase on the number of trusts that reported
a deficit 6 months earlier on 31 March 2015 (paragraph 1.8).
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Pressures on the financial sustainability of acute trusts

14 Acute trusts are under financial stress, with 6 in 10 reporting a deficit

in 2014-15. Acute trusts were more likely to report a deficit in 2014-15 (61%) than
ambulance trusts (20%), community trusts (16%) or mental health and learning disability
trusts (29%). Acute trusts together reported a net deficit of £958 million (equivalent to
1.6% of their total income). This was 3 times the size of acute trusts’ deficit in 2013-14
(£306 million or 0.5% of total income). A significant number of acute trusts face severe
financial difficulties, with 26 reporting deficits that made up more than 5% of their income
in 2014-15. Of these 26 acute trusts, 14 had deficits greater than £20 million, and 20 are
planning to be in deficit for a third consecutive year in 2015-16 (paragraphs 1.15, 1.16
and 1.19, and Figure 7).

15 Some common features of acute trusts’ income and spending help to explain
their performance. Acute trusts’ financial performance is affected by factors within the
local area, and a combination of income and spending pressures, and their success in
managing these. Our analysis shows:

e  The growth in acute trusts’ spending outpaced the growth in their income between
2013-14 and 2014-15, with their total spending increasing by 5% and their income
rising by 4% over this period.

e  Acute trusts that received a greater share of their income from providing healthcare,
including work funded by the national tariff, were more likely to be in deficit than
acute trusts with proportionately more non-healthcare income.

®  Acute trusts’ spending on non-permanent staff as a share of their total income
increased by 24% between 2012-13 and 2014-15. Acute trusts have increasingly
incurred the premium costs associated with using non-permanent staff, such as
agency staff. Monitor has reported that a rise in spending on agency staff has been
exacerbated by the difficulties of recruiting staff into permanent posts and by new
requirements for safe staffing levels following the Keogh and Francis reviews.

®  Acute trusts with private finance initiatives (PFl) spent an average of £28 million
on interest, service and capital payments for their PFl commitments in 2014-15.
PFl schemes provide new facilities and can lead to quality improvements. However,
high levels of spending on PFI commitments can put at risk the financial sustainability
of some trusts. For 11 acute trusts, spending on PFI commitments made up more
than 10% of their yearly spending (paragraphs 2.5, 2.7 and 2.14 to 2.15).
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16 Acute trusts made significantly fewer efficiencies in 2014-15 than in 2013-14.
They reported efficiencies of £2.2 billion in 2014-15, compared with £2.3 billion in 2013-14.
Acute trusts achieved efficiencies by making cost savings and generating new income.
Overall, acute trusts achieved 83% of their planned efficiencies in 2014-15. But if all trusts
had achieved their planned efficiencies, the deficit for acute trusts together would have
more than halved and 75 acute trusts rather than 93 would have ended the year in deficit
(paragraphs 2.19 and 2.21).

17 Acute trusts’ have increasingly planned to make efficiencies that are
unsustainable. Around 62% of the efficiencies reported by acute trusts in 2014-15
(£1.35 billion) were recurrent (permanent) cost savings. Trusts achieve recurrent
savings by, for example, reducing the length of hospital stays. In 2014-15, trusts made
£322 million of non-recurrent (one-off) cost savings, up from £317 million in 2013-14.
These included savings from measures such as stopping recruitment. Where savings
are one-off, the NHS will have to find more savings in future to replace them. Guidance
by Monitor and the Audit Commission on delivering sustainable cost improvement
programmes advised that trusts’ schemes to generate more income were not
sustainable in the long-term. However, trusts’ planned efficiencies through such income
generation schemes had risen to £507 million in 2014-15. This was up from £374 million
in 2013-14 and £330 million in 2012-13 (paragraphs 2.19 and 2.20).

Managing financial distress

18 NHS trusts and NHS foundation trusts under financial stress continue to rely
on cash support from the Department. The Department provides additional funding

so0 that trusts in difficulty have the cash they need to pay creditors and staff and to fund
building works considered essential to support patient services. In 2014-15, NHS trusts
and NHS foundation trusts received £1.8 billion of additional financial support as a result
of being in financial difficulty. More trusts received revenue-based support in 2014-15 than
in 2013-14 (30 NHS trusts and 19 NHS foundation trusts, up from 21 and 10 respectively).
Fifteen NHS trusts in financial distress received cash support (£176 million in total) that
improved their reported financial position. Without this, the deficit for NHS trusts and

NHS foundation trusts together would have been £1 billion (paragraphs 3.2 to 3.4).

19 The response by the Department, Monitor and the NHS TDA to cut trusts’
deficits might come too late to improve the 2015-16 financial position. In June 2015,
the Department announced limits on some elements of trust spending in response to the
worsening financial position of NHS trusts and NHS foundation trusts. However, some of
these limits were not enforced by the Department, Monitor and the NHS TDA until halfway
through the year. This reduces the scope of the spending limits to improve finances in
2015-16. Furthermore, it is not clear if the ‘stretch targets’ identified by the NHS TDA and
Monitor for all NHS trusts and some NHS foundation trusts will reduce trusts’ forecast
deficit for 2015-16 as intended (paragraphs 3.6, 3.7, 3.12 and Figure 17).
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20 Despite recent efforts to work together, interventions from the Department
and arm’s-length bodies risk creating perceived or actual competing priorities

for trusts. Trusts must manage central decisions on funding and spending, alongside
maintaining operational standards and meeting guidelines. One area where advice

to trusts could have created actual or perceived conflicts between meeting quality

and safety standards, and improving finances, is on safe staffing. The Department’s
interventions to reduce trusts’ spending on agency nursing staff came at a time when
acute trusts were finding they needed to recruit more nurses to meet safe staffing
guidelines. It is important that the Department and its arm’s-length bodies work together
to provide timely and clear messages to trusts (paragraphs 3.15 to 3.17).

21 The revisions and restatements to trusts’ 2015-16 financial plans undermine
effective financial planning. Following a review of NHS trusts and NHS foundation
trusts draft plans, Monitor and the NHS TDA intended to review trusts’ final plans in
April 2015. But this was delayed after the rejection of the 2015-16 national tariff by
providers and subsequent negotiations with NHS England and Monitor. The introduction
of stretch targets in July and August by the NHS TDA and Monitor meant that all

NHS trusts and 57 NHS foundation trusts had to review their plans and restate their
end of year forecast. NHS trusts’ financial plans were resubmitted to the NHS TDA in
September 2015, 6 months into the financial year. NHS foundation trusts’ financial plans
were still under review by Monitor in October 2015, 7 months into the financial year.

This unsettled planning period might make it difficult for NHS trusts, NHS foundation
trusts, the NHS TDA, and Monitor to set and agree targets, measure progress and
ultimately manage resources effectively (paragraphs 3.8 to 3.12).

Achieving long-term financial sustainability

22 The Department and its arm’s-length bodies are taking steps to learn how
trusts could reduce costs but the wider use of this learning is not clear. Monitor has
looked at how NHS foundation trusts can find savings from planned healthcare services.
In his review of hospital productivity and efficiency, Lord Carter of Coles examined a
sample of 22 trusts and estimated that the NHS could save up to £5 billion each year to
2020 by making better use of staff, using medicines more effectively and getting better
value from the products it buys. The productivity measures developed in this work are
based on trusts’ reference costs from 2014-15. These were the average unit costs to the
NHS of providing healthcare. However, there were concerns about the accuracy of the
reference cost data in previous years. Concerns remain over the extent to which the cost
savings identified apply to all trusts, and how the learning should be used by trusts in their
financial planning (paragraph 3.20).
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23 The Department and its arm’s-length bodies agree there will be a £22 billion
gap between resources and patient needs by 2020-21 but it is not clear how the
NHS will close this gap. NHS England has estimated that demand and efficiency gains
of 2%-3% a year are needed to make savings of £22 billion. However, the NHS has
achieved a much lower rate of efficiencies in recent years. Expected financial savings
from the Five Year Forward View will not help the immediate financial position of trusts,
as estimates suggest these will not be realised until nearer the end of the five years.
The Department told us that its Finance and Efficiency board is developing a plan that
will be informed by funding decisions made by government in November 2015, and will
allow the NHS to close the gap between resources and patient needs. But it is not yet
clear how and when most of the £22 billion of savings will be made, or the contribution
that individual organisations and sectors are expected to make. We would expect the
Department and its arm’s-length bodies to develop and implement a coherent plan that
shows how the gap between resources and patient needs will be closed by all parts

of the NHS. This plan should be aligned with resources and requirements for patient
care, and should be communicated so that trusts can plan for financial sustainability
(paragraphs 3.19 and 3.21).

24 The redesigned models of healthcare are new and untested, and making
savings through these will be challenging. The NHS new models of care aim to
breakdown the boundaries between primary, hospital and community care, and
integrate services around the needs of the patient. NHS England has made some
assumptions about the savings it expects from the new models of care and when
these will be realised. But achieving savings through redesigned healthcare is not
easy. Acute trusts have fixed costs and, in many cases, large-scale changes requiring
investment are needed for them to make savings. This suggests that closing the
efficiency gap is ambitious. Furthermore, the Five Year Forward View makes the case
for sustained social care services and a radical upgrade in public health and prevention
as a way to reduce demand for acute services. But the cut in public health funding
could make it even more challenging for local health economies to deliver efficiency
improvements (paragraphs 3.22 to 3.27).

Conclusion on value for money

25 We said in our November 2014 report on NHS financial sustainability that the trend
of NHS trusts’ and NHS foundation trusts’ declining financial performance was not
sustainable.? At that time, trusts overall, including acute trusts, were in a better financial
position. But since then, acute trusts’ financial performance has deteriorated sharply.
And their financial position is forecast to worsen. With financial problems endemic,

we repeat our view that these trends are not sustainable.

2 See footnote 1.
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26 The Department, NHS England, Monitor and the NHS TDA have responded to
trusts’ financial distress with measures to help improve financial performance. But trusts’
financial management has been undermined by a turbulent planning period and the
multiple interventions by the Department, Monitor and the NHS TDA that seek to control
trusts’ spending. Effective oversight by the Department and its arm’s-length bodies will
become harder if the number of trusts in financial distress rises further.

27 Running a deficit seems to be becoming normal practice for acute trusts. And there
is a risk that poor financial performance is not taken as seriously as poor healthcare
provision. This weakens the effectiveness of market-style mechanisms designed to
improve hospital productivity and efficiency. The government’s commitment to increase
funding for the NHS could be a significant step towards acute trusts achieving financial
balance. But this depends on how the funding is used and the impact of wider changes
to healthcare services. The Department, NHS England, Monitor and the NHS TDA

need to take a more holistic, coordinated approach to tackling trusts’ persistent
financial problems and move beyond quick fixes to cut trusts’ spending. Until there is

a clear pathway for trusts to get back to financial stability, we cannot be confident that
value for money, defined as financial and service sustainability, will be achieved.

Recommendations

a  The Department, NHS England, Monitor and the NHS Trust Development
Authority (NHS TDA) should work together to improve the trust planning
process and their oversight of financial risk. Unexpected delays in the 2015-16
planning process meant that financial plans were still being reviewed and restated
more than halfway into the financial year. As a result, these plans were of limited
use in monitoring risk to trusts’ finances.

e  Monitor and the NHS TDA should work together to ensure that NHS trusts and
NHS foundation trusts have financial plans in place at the start of the financial year.

e  NHS trusts, NHS foundation trusts and commissioners should plan finances
together to take account of the needs of the local health economy.®

e NHS England, Monitor and the NHS TDA should strengthen processes for
testing and aligning the assumptions of commissioners and trusts.

o  The Department, NHS England, Monitor and the NHS TDA should improve
financial risk management by going beyond one-year planning time frames.

3 Alocal health economy includes all local NHS organisations such as GP practices, and voluntary and independent sector
bodies involved in the commissioning, development and provision of health services for particular population groups.
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b  When designing measures to control costs, the Department should consider
how these measures will be implemented successfully. The Department has
introduced a number of controls on trusts’ spending, but it is unclear how much
impact they will have within trusts. The controls need to be introduced at the right
time so they can be coordinated with trusts’ financial planning. Monitor and the
NHS TDA should share best practice to highlight how interventions may be put
into practice.

¢ The Department, NHS England, Monitor and the NHS TDA should put in
place a clear plan for improving financial sustainability. It will take time to
achieve savings from changes under the Five Year Forward View. Interventions to
reduce trusts’ deficits create a constantly changing environment that could lead
to ineffective financial management. The Department and its arm’s-length bodies
should help create a period of financial stability to enable trusts and local health
economies to make change while maintaining operational standards.

d  The Department must move ambitiously and more thoroughly to set out
savings goals to secure financial sustainability. In order to close the expected
funding gap of £22 billion, it needs the NHS to make efficiency savings to 2020-21.
The Department must set out how much it expects acute trusts to contribute
towards this goal. It must work with Monitor, the NHS TDA and NHS England to
set out clear plans for trusts to achieve this. Monitor and the NHS TDA should look
in more detail at the ambition and achievability of trusts’ cost improvement plans.

e Price and tariff setters (NHS England and Monitor) should move faster
to ensure that payment systems support change and promote financial
sustainability. The different ways in which acute hospital trusts generate income
affects their overall financial performance. Payment systems do not always support
financial sustainability. This led to an increase in the amount of extra financial
support in 2014-15. The Department, NHS England, Monitor and the NHS TDA
should develop and share a clear pathway for stability which reduces the need
for reactive financial support.
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Part One

Financial performance in the NHS

1.1 In this part of the report we examine the financial position of the NHS overall and
the trends in the performance of NHS trusts and NHS foundation trusts. We also take
a closer look at the financial position of acute trusts.

NHS funding and spending in 2014-15

1.2 In 2014-15, the Department of Health (the Department) allocated £98.0 billion to
NHS England to commission NHS services (compared with £95.2 billion in 2013-14).
NHS England spent a significant proportion of this on primary care and specialised
services. The greatest share of the budget was spent by 211 clinical commissioning
groups, which largely bought healthcare from 90 NHS trusts and 150 NHS foundation
trusts.* These provide a range of hospital, community and mental health services.
Figure 2 overleaf gives a summary of the financial performance of NHS commissioners,
NHS trusts and NHS foundation trusts in 2014-15.

1.3 NHS bodies overall ended 2014-15 with a £471 million deficit. This was the first
time NHS commissioners and trusts together were in deficit. It is a significant decline
from the £722 million surplus achieved in 2013-14 and the £2.1 billion surplus in 2012-13.
In 2014-15, the £471 million deficit was made up of:

e NHS England spending £30,808 million of the £30,998 million available for its
national functions and centrally commmissioned services, achieving an underspend
of £190 million;

e  clinical commissioning groups together spending £66,852 million of the
£67,034 million available for locally commissioned services, achieving an
underspend of £182 million; and

e  NHS trusts and NHS foundation trusts reporting a combined deficit of £843 million.

1.4 The Department came close to exceeding its £111 billion revenue expenditure
budget authorised by Parliament, underspending by just £1.2 million or 0.001%.
Resources are tight across the NHS and the Department will struggle to cover any
shortfalls should the NHS continue into further financial difficulty.

4 This report refers to 150 NHS foundation trusts in existence on 31 March 2015. This excludes Mid Staffordshire NHS
Foundation Trust, which is an unlicensed NHS foundation trust that ceased to provide services on 1 November 2014,
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Figure 2
The summarised financial performance of NHS commissioners, NHS trusts and
NHS foundation trusts against allocations in 2014-15

Allocation/ Underspend/
Department of Health income overspend
2014-15 2014-15
(£m) (£m)
élrl]ocl::r:g?r(t)(:nNHS £08.032m1 Allocation used by NHS England for 30,998 190
thegDe artment ' centrally commissioned services, underspend
P including primary care, specialised (surplus)*
services and public health
\ 4
{ NHS England J Allocation to clinical 67,034 182
commissioning groups underspend
(surplus)*
Total income for NHS trusts and 74,5393 843
. NHS foundation trusts2 overspend
Payment for services Clinical (deficit)
NHS England commissioning
commissions directly groups Net overspend by commissioners 471
from trusts and NHS providers overspend
i (deficit)
\

[ NHS trusts and NHS foundation trusts J

Notes

1

The core measure for the financial performance of NHS England is its Revenue Departmental Expenditure Limit (DEL), which is £98,032 million.
NHS England’s total revenue budget set by the Department was £98,692 million. This includes other expenditure limits totalling £660 million.

NHS trusts and NHS foundation trusts generate income as opposed to receiving ‘allocations’. This is because they operate on a more commercial
basis than NHS England and clinical commissioning groups, which operate within an annual resource limit.

NHS trusts and NHS foundation trusts receive income from clinical commissioning groups, NHS England and other sources including services
provided to other trusts. The £74,539 million income shown here is the gross income from all these sources.

The combined underspend of NHS England and clinical commissioning groups was £372 million. Figures may not sum exactly because of
rounding differences.

NHS England and clinical commissioning groups also buy healthcare services from other providers.

Several NHS trusts and NHS foundation trusts dissolved in 2014-15 as described in Appendix Three. Figures shown here include the results for
these trusts up until the point of dissolution. All other data are for the whole 2014-15 financial year.

Source: National Audit Office analysis of Department of Health, NHS England, Monitor and NHS Trust Development Authority data

Financial position of all NHS trusts and NHS foundation trusts
1.5 In 2014-15, there were 90 NHS trusts and 150 NHS foundation trusts.
e 40 NHS trusts and 75 NHS foundation trusts reported deficits.

e  The net deficit of NHS trusts and NHS foundation trusts (equal to 1.13% of their
total income, or £843 million) was 9 times the size of the deficit reported by trusts
in 2013-14 as a proportion of income (0.13% of total income, or £91 million).

e  The average surplus for NHS trusts and NHS foundation trusts fell to £3.3 million
in 2014-15, down from £3.6 million in 2013-14 and £4 million in 2012-13.
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1.6 Figure 3 shows that the financial performance of NHS trusts and NHS foundation
trusts significantly declined between 2012-13 and 2014-15.

e  The number of NHS trusts and NHS foundation trusts reporting a deficit increased
by 80% between 2013-14 and 2014-15, rising to 115 in 2014-15, up from 64 in
2013-14. Just 25 NHS trusts and NHS foundation trusts were in deficit in 2012-13.

®  The gross deficit of all NHS trusts and NHS foundation trusts that had reported
deficits rose to £1.25 billion in 2014-15 (equivalent to 1.7% of their total income),

up from £740 million in 2013-14 (1% of total income).

e  The number of NHS trusts and NHS foundation trusts with a surplus fell to
125 in 2014-15 from 181 in 2013-14.

1.7 The deterioration in the financial position of NHS trusts and NHS foundation
trusts was not reflected in their financial plans submitted at the start of the 2014-15
financial year. Trusts’ net deficit on 31 March 2015 (£843 million, or 1.1% of income)
was significantly greater than the forecast deficit (£512 million, or 0.7% of income) set

on 30 June 2014.

2013-14
Number of Number of
trusts in surplus  trusts in deficit
75 23
106 41
181 64
Surplus Deficit
(£m) (£m)
217 -424
432 -316
649 -740
-91

Figure 3
Surpluses and deficits of NHS trusts and NHS foundation trusts
2012-13
Number of Number of
trusts in surplus  trusts in deficit
NHS trusts 95 5
NHS foundation 125 20
trusts
Total 220 25
Surplus Deficit
(£m) (£m)
NHS trusts 238 -139
NHS foundation 651 -158
trusts
Gross total 889 -297
Net total 592
Notes

2014-15
Number of Number of
trusts in surplus  trusts in deficit

50 40

75 75

125 115
Surplus Deficit

(Em) (Em)
120 -634
291 -620
411 -1,254
-843

1 ‘Number of trusts’ are those that were in existence on 31 March for each year. Trusts which ceased to provide services during the year through mergers

or breakups are not counted in the number of trusts.

Figures exclude NHS Direct.
Figures may not sum due to rounding.

g~ W N

Figures may vary from our 2014 report due to the treatment of trust data for prior year mergers and dissolutions.

Source: National Audit Office analysis of NHS Trust Development Authority and Monitor data

Surpluses and deficits of trusts ceasing to provide services in each year are added to the successor trusts’ surpluses and deficits for the year.
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1.8 Figure 4 shows that, until 2013-14, NHS trusts and NHS foundation trusts together
had achieved a surplus. The financial performance of NHS trusts and NHS foundation
trusts is expected to worsen in 2015-16, with trusts forecasting a net deficit of £2.2 billion
by 31 March 2016. The number of trusts forecasting a deficit by the end of 2015-16 is
156. However, halfway through the financial year on 30 September 2015, 181 trusts

out of 239 reported a deficit. This is a 57% rise on the number of NHS trusts and

NHS foundation trusts that reported a deficit 6 months earlier on 31 March 2015.

Figure 4
Surplus/deficit of NHS trusts and NHS foundation trusts,
2010-11 to 2014-15, and forecast for 2015-16

There was a significant decline in the financial position of NHS trusts and NHS foundation
trusts in 2014-15 and the forecast suggests the size of the deficit will grow

Net surplus/deficit for the sector (£Em)
1,000

500
:E -
0

-500 —
-843

-1,000 _—

-1,500 -

-2,000 —

-2,500

2010-11 2011-12 2012-13 2013-14 2014-15 2015-16
(forecast)

W Actual

Forecast

Note

1 The 2015-16 forecast figures are taken from: Monitor and NHS Trust Development Authority (NHS TDA) Quarterly
report on the performance of the NHS foundation trusts and NHS trusts: 6 months ended 30 September 2015,
November 2015.

Source: National Audit Office analysis of trusts’ financial data, and 2015-16 forecast data from Monitor and the
NHS Trust Development Authority
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Underlying financial sustainability of NHS trusts and
NHS foundation trusts

1.9 Itis the government’s intention that all NHS trusts will become well-managed,
financially robust NHS foundation trusts that deliver high-quality and safe services. NHS
foundation trusts have more financial freedom and a short-term deficit is not necessarily
evidence of financial weakness. However, the financial performance of NHS foundation
trusts has significantly declined, raising concerns about their financial sustainability.

e  The proportion of NHS foundation trusts in deficit almost doubled in 2014-15,
rising to 50% of NHS foundation trusts in deficit (75 of 150 in 2014-15), up from
28% in 2013-14 (41 of 147) and 14% in 2012-13 (20 of 145).

e  Together, NHS foundation trusts moved from a surplus position of £116 million
in 2013-14 to a deficit of £328 million in 2014-15.

1.10 The performance of NHS trusts has also declined. The number of NHS trusts

in deficit rose to 44% in 2014-15 (40 of 90), up from 23% in 2013-14 (23 of 98), and
5% in 2012-13 (5 of 100). NHS trusts’ deficit increased to £514 million in 2014-15 from
£206 million in 2013-14.

1.11 Monitor uses a measure called the EBITDA margin (earnings before interest, tax,
depreciation and amortisation, expressed as a percentage of income) as an indicator for
operating efficiency and underlying financial sustainability. It assesses that an EBITDA
margin of 5% or greater demonstrates financial strength. It uses this measure to test
whether an NHS trust is ready to be authorised as an NHS foundation trust. Figure 5
overleaf shows that the average EBITDA margin for both NHS trusts and NHS foundation
trusts has fallen over the past 5 years. In 2014-15, it was 3.5% for NHS trusts and 3.7%
for NHS foundation trusts. At the end of 2014-15, 99 NHS foundation trusts (66%) were

below the 5% threshold.
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Figure 5
Average EBITDA margins for NHS trusts and NHS foundation trusts, 2010-11 to 2014-15

The average EBITDA margin has fallen over the past 5 years and the gap between NHS foundation trusts and NHS trusts has closed

Average EBITDA margin (%)
7.0

6.5 o~

Glo \

5:5 \‘\

AN

3.5
30 T T T T T
2010-11 2011-12 2012-13 2013-14 2014-15
NHS trusts 5.7 5.3 5.4 4.2 3.5
® NHS foundation trusts 6.6 6.1 5.7 5.0 3.7

Source: National Audit Office analysis of NHS trusts and NHS foundation trusts accounts data, 2010-11 to 2014-15

Achieving clinical targets

1.12 Financial sustainability is achieved when NHS trusts and NHS foundation trusts are
able to manage their activity within their budget. There are signs that some NHS trusts and
NHS foundation trusts are struggling to manage their activity.

e  The target that 95% of patients should spend less than 4 hours in A&E was not met
in September 2015, although this target was achieved in the month of July following
10 months of missed targets. The proportion of patients spending more than 4 hours
from arrival to discharge, admission or transfer in all A&E departments was 5.8%
between July and September 2015. This is the highest figure for these 3 months
in more than a decade.

e  The number of people on the elective care waiting list was at its highest in
September 2015 since 2007, with 3.31 million people waiting. The waiting list has
grown by 14% over the past 2 years. Nevertheless, in September 2015, 92.5% of
those on the waiting list had been waiting for less than 18 weeks, which is above
the 92% performance standard.

e  The number of bed days lost to delayed transfers of care, where patients remain in a
setting unsuited to their level of need, was 14% higher in the year to September 2015
than in the previous year. There has been a substantial increase in delays caused by
patients awaiting a care package in their home.
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1.13 Assessing the relationship between financial and clinical performance is
challenging because of the range of influences and the difficulty of attributing cause
and effect. We reported in 2014 that trusts with similar clinical performance could have
very different financial performance, and there is little evidence of a causal link between
financial and clinical performance.®

Financial performance of different types of trust

1.14 Figure 6 overleaf shows the surpluses and deficits for the different types of NHS
trusts and NHS foundation trusts as a proportion of their income. Each NHS trust and
NHS foundation trust falls into one of the following categories:

e  an acute trust providing healthcare services, such as A&E departments, inpatient
and outpatient medicine and surgery, and, in some cases, community care, and,
or, very specialist medical care;

e an ambulance trust providing emergency access to healthcare;
® 2 community trust providing universal and specialist out-of-hospital services; or

e amental health and learning disability trust providing health and social care
services for people with learning disabilities or mental health problems.

1.15 A larger proportion of acute trusts had deficits in 2014-15 compared with
ambulance, community, and mental health and learning disability trusts. Acute trusts
were more likely to report a deficit (61%, or 94 of 155) compared with 20% (2 of 10) of
ambulance trusts, 16% (3 of 19) of community trusts and 29% (16 of 56) of mental health
and learning disability trusts (Figure 7 on page 23).

Trends in the financial performance of acute trusts

1.16 In 2014-15, 55 acute NHS trusts and 100 acute NHS foundation trusts together
received 78% of the total income for all NHS trusts and NHS foundation trusts.
The financial position of these acute trusts deteriorated sharply in 2014-15.

e  Together, acute trusts reported a net deficit of £958 million (equivalent to 1.6%
of their total income). This was 3 times the size of the sector’s deficit in 2013-14
(£306 million or 0.5% of total income).

e The gross deficit of all those acute trusts that had reported deficits increased
to £1.2 billion from £719 million in 2013-14.

5  Comptroller and Auditor General, The financial sustainability of NHS bodies, Session 2014-15, HC 722, National Audit
Office, November 2014. Available at: www.nao.org.uk/report/financial-sustainability-nhs-bodies-2/
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1.17 The balance of net current assets held by NHS trusts and NHS foundation trusts
indicates how much capital trusts are generating or using through day-to-day activities.
If net current assets are negative, a trust may have difficulty financing its day-to-day
operations. In 2014-15:

e net current assets held by acute NHS trusts moved to a negative balance of
£410 million, from a negative balance of £309 million in 2013-14, and £375 million
in 2012-13; and

e net current assets held by acute NHS foundation trusts fell to £936 million, down
from £1,128 million in 2013-14, and £1,293 million in 2012-13.

1.18 Figure 8 shows that cash balances for acute NHS trusts and acute NHS
foundation trusts continued to reduce in 2014-15, suggesting acute trusts have
increasingly fewer reserves that could be easily drawn upon in times of need.

e  The total amount of cash held by acute NHS trusts fell to £475 million in 2014-15,
down from £695 million in 2013-14, and £825 million in 2012-13.

e  Acute NHS foundation trusts’ cash balance reduced by 21% over this period,
falling from £3,294 million in 2012-13 to £2,615 million in 2014-15.

Acute trusts in financial distress

1.19 A significant number of NHS trusts and NHS foundation trusts face severe

financial pressures. In 2014-15, 19 of 155 acute trusts reported a deficit of more than
£20 million. There is a wide variation in the size of acute trusts and so to understand

the financial position of acute trusts under the most stress we looked at those with a
deficit that made up more than 5% of their income. Figure 9 on pages 26 and 27 shows
that in 2014-15 there were 26 acute trusts with deficits that made up more than 5% of
their income. The deficits of these 26 trusts ranged from £7.4 million to £79.6 million.

Of these 26 trusts:

e 14 were NHS foundation trusts (out of 100) and 12 were NHS trusts (out of 55);

e 14 had deficits greater than £20 million; of these, 7 had deficits greater than
£30 million for 2014-15;

e O were in deficit in 2012-13, 2013-14 and 2014-15;
e 20 are planning to be in deficit for a third consecutive year in 2015-16; and

e all 26 trusts are forecasting a deficit in 2015-16.
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Figure 9
Acute trusts with deficits greater than 5% of their income, 2014-15

A significant number of NHS trusts and NHS foundation trusts face severe financial pressure

Trust Type of Type of 2012-13 2013-14 2014-15 2014-15 2015-16
trust acute trust surplus surplus surplus deficitas a surplus
ordeficit  ordeficit  or deficit percentage or deficit
of total forecast in
income trusts’ plans
(Em) (Em) (£m) (%) (£Em)
Peterborough and NHS Medium acute -39.0 -36.8 -38.5 -16.5 -38.8
Stamford Hospitals foundation
NHS Foundation Trust trust
Milton Keynes Hospital NHS Small acute -8.8 -16.8 -24.9 -13.9 -36.2
NHS Foundation Trust foundation
trust
Medway NHS NHS Medium acute -1.8 -10.4 -34.0 -13.6 -22.5
Foundation Trust foundation
trust
Hinchingbrooke Health Care NHS trust Small acute - - -14.0 -12.6 -11.4
NHS Trust!
Sherwood Forest Hospitals NHS Medium acute -156.5 -23.5 -32.6 -12.3 -44.5
NHS Foundation Trust foundation
trust
Bedford Hospital NHS Trust NHS trust Small acute 1.2 -8.7 -19.8 -12.0 -16.2
Mid Essex Hospital Services NHS trust Medium acute 1.1 -19.3 -33.4 -11.9 -35.9
NHS Trust
Tameside Hospital NHS NHS Small acute 0.7 -3.6 -18.5 -11.8 -25.8
Foundation Trust foundation
trust
St George’s University NHS Teaching 6.3 6.0 -14.1 -11.8 -46.2
Hospitals NHS foundation acute
Foundation Trust trust
The Princess Alexandra NHS trust Small acute 0.1 -16.4 -22.0 -11.5 -28.6
Hospital NHS Trust
Croydon Health Services NHS trust Medium acute 0.2 -19.7 -27.5 -11.2 -22.5
NHS Trust
University Hospitals of NHS Medium acute -23.2 -18.8 -2741 -9.9 -23.5
Morecambe Bay NHS foundation
Foundation Trust trust
The Queen Elizabeth NHS Small acute -0.8 -12.9 -14.8 -8.9 -13.9
Hospital King’s Lynn foundation
NHS Foundation Trust trust
Colchester Hospital University NHS Medium acute 9.0 -1.5 -22.2 -8.3 -30.0
NHS Foundation Trust foundation
trust
London North West NHS trust Large acute - - -56.9 -8.2 -88.3

Healthcare NHS Trust?
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Figure 9 continued

Acute trusts with deficits greater than 5% of their income, 2014-15

Trust

Basildon and Thurrock
University Hospitals
NHS Foundation Trust

Barking, Havering and
Redbridge University
Hospitals NHS Trust

Worcestershire Acute
Hospitals NHS Trust

Barnsley Hospital
NHS Foundation Trust

North Cumbria University
Hospitals NHS Trust

Yeovil District Hospital
NHS Foundation Trust

Northampton General
Hospital NHS Trust

Barts Health NHS Trust

Northern Lincolnshire and
Goole Hospitals
NHS Foundation Trust

Burton Hospitals
NHS Foundation Trust

Walsall Healthcare NHS Trust

Notes

1 Hinchingbrooke Health Care NHS Trust ran a deficit in 2012-13 and 2013-14. This was covered by £4.8 million in payments from Circle as

Type of
trust

NHS
foundation
trust

NHS trust

NHS trust

NHS
foundation
trust

NHS trust

NHS
foundation
trust

NHS trust

NHS trust

NHS
foundation
trust

NHS
foundation
trust

NHS trust

part of their franchise agreement with the trust.
2 London North West Healthcare NHS Trust formed from the merger of North West London Hospitals NHS Trust and Ealing Hospital NHS Trust

on 1 October 2015.

Type of
acute trust

Medium acute

Large acute

Large acute

Small acute

Medium acute

Small acute

Medium acute

Teaching
acute

Medium acute

Small acute

Small acute

2012-13
surplus
or deficit

(Em)
0.2

-39.5

0.0

1.3

0.2

0.5

0.4

0.4

-0.3

-2.8

3.9

2013-14
surplus
or deficit

(Em)
-8.7

-37.8

-14.2

=271

0.0

0.2

-38.3

-5.2

17

0.6

2014-15
surplus
or deficit

(Em)
-23.7

-38.0

-25.9

11.8

-16.4

-16.5

-79.6

-19.6

-10.4

-12.9

2014-15
deficit as a
percentage

of total

income
(%)

-8.1

-6.8

-6.3

-6.2

-6.1

-6.0

-5.9

-6.7

2015-16
surplus
or deficit
forecast in
trusts’ plans
(Em)

-38.8

-34.0

-31.3

11

-40.5

-18.4

-20.4

-134.9

-29.2

-20.0

-16.7

3  Several NHS trusts and NHS foundation trusts dissolved in 2014-15 and their services were taken over by other trusts as described in Appendix Three.
We have treated these dissolutions as if they occurred on 1 April 2014, and the data above present the surpluses and deficits for those trusts that existed
on 31 March 2015. All dissolutions and takeover transactions occurred between acute trusts.

4 NHS trusts that became NHS foundation trusts in-year are treated as NHS foundation trusts for the whole financial year.
5  Trusts’ 2015-16 planned surplus or deficit figures were taken from information submitted to the NHS TDA in September 2015 and Monitor

in May 2015.

Source: National Audit Office analysis of trusts’ financial returns and trusts’ plans for 2015-16
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Part Two

Factors influencing the financial position
of acute trusts

2.1 An acute trust’s financial performance is affected by conditions in the local health
economy, a combination of income and spending pressures and its success at balancing
these. In this part of the report we use data on financial performance to help explain the
factors that influence the financial sustainability of acute trusts.

Local factors

2.2 Patients’ expectations have increased over time; they want to be seen quickly
and at a time that suits them. The demand for healthcare has risen in the last decade.
Hospital Episodes Statistics (HES) data show that between 2006-07 and 2012-13 the
number of people admitted to acute hospitals rose by 16% in England from 12.6 million
to 14.6 million.®

2.3 Between 2001 and 2011, the number of people aged 85 and over in England
increased at three and a half times the rate of the rest of the population.” Recent
academic research suggests that if admission rates to acute hospitals continue to
increase, the growing and ageing population alone means that the NHS will need at
least an additional 6.2 million bed days for overnight stays by 2022.2 This is equivalent
to approximately 17,000 beds, equating to about 22 hospitals with 800 beds each.

2.4 Inour 2014 report, we found that the strength of leadership and the strength of
the relationship between the healthcare commissioner and provider were essential
to a trust’s ability to tackle financial issues.® Relationships between providers and
commissioners are particularly important when difficulties relate to underlying issues
in the local health economy.

6 Nuffield Trust, NHS hospitals under pressure: trends in acute activity up to 2022, October 2014. Available at:
www.nuffieldtrust.org.uk/sites/files/nuffield/publication/ft_hospitals_analysis.pdf

7 Comptroller and Auditor General, Emergency admissions to hospital: managing the demand, Session 2013-14,
HC 739, National Audit Office, October 2013. Available at: www.nao.org.uk/report/emergency-admissions-hospitals-
managing-demand/

8  See footnote 6.

9  Comptroller and Auditor General, The financial sustainability of NHS bodies, Session 2014-15, HC 722, National Audit
Office, November 2014. Available at: www.nao.org.uk/report/financial-sustainability-nhs-bodies-2/
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Acute trusts’ income and spending

25

In 2014-15, acute trusts spent £59 billion providing healthcare services.
Figure 10 shows that:

between 2013-14 and 2014-15, total spending by acute trusts increased by
5%, while their income increased by 4%;

the difference between income and spending was greatest for specialist and small
acute trusts, followed by medium acute trusts. For large and teaching acute trusts,
increases in income almost matched the rate of increases in spending;

acute trusts in surplus increased their income by 4.7%, while the income of those

in deficit grew by a lower rate of 3.4%; and

the difference between changes in income and spending was much greater for

trusts in deficit (-2%) than for those in surplus (0.1%).

Figure 10
Changes in income and spending for acute trusts
Number Change in
of trusts income, 2013-14
to 2014-15
(%)
Small acute trusts 36 2.6
Medium acute trusts 38 5.3
Large acute trusts 36 3.6
Teaching trusts 27 3.8
Specialist trusts 18 4.6
Total acute trusts 155 3.9
Of which:
Trusts in deficit 94 3.4
Trusts in surplus 61 4.7
Notes

1

2
3
4

Change in
spending,
2013-14 to 2014-15

(%)
4.8

70
4.4
4.4
6.8

5.0

5.4

4.5

Difference between the
change in income and
change in spending
(%)

2.2
1.7
-0.8
-0.5

-2.3

-2.0

0.1

Classifications of trust type are based on NHS Trust Development Authority’s and Monitor’s classifications, and are presented in each trust’s account.

Income and spending includes transactions between trusts (figures are gross, not netted off between trusts).

Adjustments have been made to income and spending figures as described in Appendix Three.

Figures may not sum due to rounding.

Source: National Audit Office analysis of NHS Trust Development Authority and Monitor data
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Income and funding

2.6 Figure 11 shows that on average acute trusts received most of their income from
NHS England and clinical commissioning groups to provide NHS healthcare (84% of
income). Acute trusts also received income for other activities such as providing education,
training and research (6%), providing care for overseas patients (0.1%), and providing care
for private patients (0.9%).

2.7 We found a relationship showing that acute trusts that received a greater share
of their income for providing healthcare in 2014-15 were more likely to be in deficit than
acute trusts with proportionately more non-healthcare income.

2.8 Acute trusts are financially sensitive to national payment arrangements. They receive
income for patient care activities through a contract for either a fixed-block or variable level
of activity, through a tariff payment. For example, part of the income acute trusts received
in 2014-15 was for emergency admissions. Higher volumes of emergency admissions
generally resulted in trusts receiving more income from clinical commissioning groups.
However, where volumes of emergency admissions were above a baseline established

in 2008-09, commissioners typically paid acute trusts at a marginal rate of 30% of the
tariff for these emergency admissions.!® In November 2014, we reported that for many
acute trusts emergency admissions had an adverse impact on their income because
demand was rising." Acute trusts told us that the tariff arrangements did not cover the
cost of admitting emergency patients, and therefore intensify the already difficult financial
challenges the acute hospital sector faces.

2.9 In 2014-15, clinical commissioning groups were expected to invest the remaining
70% of the tariff for emergency admissions to improve patient care outside hospital
settings, and to help reduce the number of inappropriate hospital admissions. However,
alternatives to hospital care, including enhanced primary care services and community
care following discharges from hospital, are not always available. Emergency admissions
continued to rise in 2014-15, increasing by 4%.2

2.10 For 2015-16, the majority of NHS trusts and NHS foundation trusts opted for new
tariff funding arrangements designed to reduce the pressures on acute trusts. For these
trusts, these arrangements included changes to the marginal rate trusts are paid for
extra emergency admissions; this increased from 30% to 70%, and commissioners
manage the remaining 30% of the tariff.!®

10 Clinical commissioning groups could make adjustments to the marginal rate for local demand levels.

11 See footnote 9.

12 NHS England, Quarterly A&E activity and emergency admissions statistics, NHS and independent sector organisations
in England, July 2015. Available at: www.england.nhs.uk/statistics/statistical-work-areas/ae-waiting-times-and-activity/
statistical-work-areasae-waiting-times-and-activityae-attendances-and-emergency-admissions-2015-16-monthly-3/

13 NHS England and Monitor, Guide to the Enhanced Tariff Option for 2015/16, March 2015. Available at: www.england.
nhs.uk/wp-content/uploads/2015/05/eto-guidance-15-16.pdf
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Acute trusts’ costs

2.11 Costs for different trusts, such as the balance between fixed and variable costs,
vary substantially. For example, they depend on whether trusts manage property and
maintenance services using their own employees or have negotiated contracts with
external suppliers.

2.12 We tested whether there is a correlation between acute trusts’ financial positions and
different cost pressures. The indicators we looked at included: type of acute trust (small,
medium, or large trust; teaching trusts; or specialist trust); consultancy fees; drugs costs;
clinical negligence premiums; staff costs; and estate and private finance initiative (PFl)
commitments. We found statistically significant correlations between acute trusts’ surplus
or deficit and some cost pressures (agency costs and PFI commitments). But there

was little evidence of a statistically significant relationship between acute trusts’ financial
position and the other cost pressures we tested.

Staffing

2.13 On average, in 2014-15, acute trusts spent 61% of their income on staff costs
(Figure 12). In 2014-15, 10.3% of acute trusts’ spending on staff was for non-permanent
staff. This was an increase from 9.8% in 2013-14 and 8.2% in 2012-13.

Figure 12
Acute trusts’ spending on permanent and non-permanent staff as a
proportion of income, 2011-12 to 2014-15

Acute trusts’ spending on non-permanent staff has risen since 2011-12

Percentage of total income
70

2011-12 2012-13 2013-14 2014-15

B Spending on permanent staff

Spending on non-permanent staff

Source: National Audit Office analysis of trusts’ accounts returns
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2.14 Monitor has reported that a rise in spending on agency staff has been exacerbated
by the difficulties of recruiting staff into permanent posts and by new requirements for
safe staffing levels following the 2013 Keogh and Francis reviews."* We found that:

e  agcute trusts’ spending on non-permanent staff as a share of total income increased
by 24% between 2012-13 and 2014-15;

e there was a statistically significant relationship between spending on agency staff
and the size of acute trusts’ deficits in 2014-15; and

e  acute trusts that had the largest deficits (19 of 155 acute trusts with deficits greater
than £20 million) spent a greater share of their staff costs on non-permanent staff
(12.9%) compared with all acute trusts (10.3%).

Private finance initiative (PFI) costs

2.15 The costs of managing the physical estates of acute trusts can influence financial
performance. PFlI schemes provide new facilities and can lead to quality improvements.
Twenty-two of 61 acute trusts that ended 2014-15 in surplus had a PFl scheme (36%),
compared with 40 of 94 acute trusts in deficit (43%). In 2014-15, acute trusts that had
a PFI scheme spent on average £28 million on interest, service and capital payments
for their PFI commitments. This was equivalent to 6% of their total spend. We found
that 11 acute trusts spent more than 10% of their yearly spending in 2014-15 on PFI
commitments. This was in addition to premises costs (such as business rates, and
the costs of operating the trust site), which averaged a further 4% for all acute trusts.
High levels of spending on PFl commitments can put at risk the financial sustainability
of some trusts, particularly those in deficit. Eleven out of the 19 acute trusts that

had a deficit greater than £20 million had a PFI scheme.

2.16 Long-term PFI commitments can create a lack of flexibility that makes it harder
for trusts to achieve new efficiencies. In November 2014 we reported that Northumbria
Healthcare NHS Foundation Trust had refinanced its PFl scheme to help improve
financial sustainability.'® The trust arranged a loan with Northumberland County
Council to buy out its PFI scheme. Since our November 2014 report no other trust

has refinanced its PFI scheme. Although, NHS England provided £81 million of PFI
financial support to 8 NHS trusts and NHS foundation trusts in 2014-15.

14 Monitor, NHS foundation trusts: consolidated accounts 2013-14, July 2014. Available at: www.gov.uk/government/
uploads/system/uploads/attachment_data/file/331166/Consolidated_Accounts_2013-14.pdf
15 See footnote 9.
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Balancing income and spending pressures

2.17 One way trusts can bring their income and spending in balance is to make
efficiency savings. Financial sustainability relies on trusts making efficiencies that are
recurrent (year-on-year), rather than non-recurrent (one-off). Otherwise, in addition to
the savings they have already planned for future years, acute trusts will have to find new
savings to replace non-recurrent (one-off) savings. Examples of non-recurrent savings
include income generated from selling surplus buildings or savings from leaving posts
temporarily vacant.

2.18 Long-term sustainability requires trusts to make not only recurrent efficiencies but
to increase cost savings and to rely less on generating new income. Understanding how
acute trusts have made efficiency savings in the recent past through cost improvement
programmes (CIPs) provides an indication of how acute trusts might fare in the future.

Trends in making efficiency savings

2.19 In 2014-15, acute trusts made significantly fewer recurrent (year-on-year) cost
savings than in previous years, but more non-recurrent (one-off) savings. For acute
trusts in 2014-15;

e  recurrent cost savings fell to £1.35 billion or 62% of total efficiencies (down from
£1.47 billion or 63% of total efficiencies in 2013-14, and £1.45 billion or 66% of total
efficiencies in 2012-13); and

®  non-recurrent cost savings rose to £322 million or 15% of total efficiencies (up from
£317 million or 14% of total efficiencies in 2013-14, and £265 million or 12% of total
efficiencies in 2012-13).

2.20 Acute trusts have increasingly relied on schemes to generate income to make
efficiencies. In 2014-15, trusts planned to make efficiencies from generating income
worth £507 million, up from £374 million in 2013-14 and £330 million in 2012-13. Monitor
and the Audit Commission reported that these efficiencies are unsustainable because
in the long-term acute trusts are unlikely to generate significant increases in income to
reduce the need for savings.®

16 Monitor and Audit Commission, Delivering sustainable cost improvement programmes, January 2012. Available at:
www.gov.uk/government/uploads/system/uploads/attachment_data/file/285845/CIP_final_18_Jan_v2_0.pdf
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Acute trusts’ performance against planned savings

2.21 In 2014-15, acute trusts achieved 83% of the efficiencies they had planned to make
(achieving £2.2 billion of £2.6 billion planned efficiencies). This is a smaller proportion
than in previous years (acute trusts achieved £2.3 billion or 90% of planned efficiencies
in 2013-14 and £2.3 billion or 89% in 2012-13). Figure 13 overleaf shows that fewer
acute trusts are managing to meet their planned efficiencies each year. We found that:

e the number of trusts achieving 100% of their planned efficiencies fell to 39 in
201415, from 50 in 2013-14 and 58 in 2012-13; and

e fall trusts had achieved 100% of their planned efficiencies in 2014-15, 75 acute
trusts rather than 93 would have ended the year in deficit. Acute trusts’ deficit would
have almost halved to £472 million compared with the £958 million deficit reported.

Differences between acute trusts

2.22 \We have analysed acute trusts’ cost improvement plans and found differences in
trusts’ ability to make efficiencies. In 2014-15:

e  specialist trusts made more efficiencies through generating income (35% of their
total efficiencies, compared with 23% for all acute trusts);

®  specialist trusts made fewer one-off non-recurrent savings (8% of their total
efficiencies, compared with 15% for all trusts); and

e small and large acute trusts made more recurrent pay savings (33% and 36% of
their total efficiencies, compared with 29% for all acute trusts).

2.23 Figure 14 on page 37 shows that in 2014-15 acute NHS trusts and acute NHS
foundation trusts achieved fewer efficiencies than planned.
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Figure 14
Planned and achieved efficiencies of acute trusts in 2014-15

Acute NHS trusts and acute NHS foundation trusts made fewer efficiencies than planned

Percentage (%)

6
5.2%
5
4.4%
4
3
° 4.2%
3.4%
1
0
Acute NHS trusts Acute NHS foundation trusts

B Achieved efficiencies as a percentage of total spending

Planned efficiencies as a percentage of planned spending

Notes
1 Cost improvement efficiencies include income generation as well as cost savings.

2 We have removed Mid Staffordshire NHS Foundation Trust from our analysis. Its services were
transferredout to other trusts during the year.

Source: National Audit Office analysis of acute NHS trusts and NHS foundation trusts’ cost improvement programme
and financial data, provided by Monitor, the NHS Trust Development Authority and the Department of Health
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Part Three

Managing financial distress and planning
for long-term sustainability

3.1 This part considers the support the Department of Health (the Department) and its
arm’s-length bodies give to NHS trusts and NHS foundation trusts in financial difficulty,
and the steps they are taking to ensure the future sustainability of the wider NHS.

Additional financial support

3.2 Financial sustainability is becoming increasingly out of reach for many acute trusts.

In 2014-15, the Department and NHS England provided more cash support to trusts

than in 2013-14. In total, NHS trusts and NHS foundation trusts received £1.8 billion of
additional financial support as a result of being in financial difficulty (Figure 15 on page 40),
compared with £0.8 billion in 2013-14, an increase of £1 billion (125%).

3.3 Historically, the Department provided NHS trusts and NHS foundation trusts in
financial difficulty with injections of cash in the form of public dividend capital (PDC)

so that trusts had the money they needed to pay creditors and staff and to fund building
works considered essential to support patient services. In 2014-15, the main form of
cash injection was revenue PDC. Since March 2015, the Department has introduced
interest-bearing loans and fee-bearing PDC for trusts in distress, on a short-term basis,
while trusts developed a recovery plan. Figure 15 sets out the different types of financial
support provided by the Department and NHS England in 2014-15 for trusts in financial
difficulty. In 2014-15;

e  The Department provided trusts in financial difficulty with £960 million of
revenue-based support to help trusts meet their day-to-day operating expenses.
This included cash injections in the form of short-term PDC (£661 million),
planned-term PDC (£132 million) and short-term loans (£167 million). Almost all
(99.8% or £958 million) of the Department’s revenue-based support was given
to acute trusts.

®  The Department provided trusts in financial difficulty with £308 million of capital
support for essential building works. This was given to trusts as short-term PDC
(£113 million), planned-term support PDC (£129 million), and as loans (£67 million).
The total amount of capital support provided to trusts in financial difficulty was
more than double what was provided as capital support in 2013-14 (£95 million).
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o  The Department and NHS England together provided £554 million of financial
support as income to trusts in financial difficulty. This included £176 million that was
provided to 15 NHS trusts specifically to alleviate their financial distress. This gave
these trusts a cash uplift, which also improved their reported financial performance.
If these payments had been issued as PDC or loans, instead of as additional
income, the reported deficit for NHS trusts and NHS foundation trusts in 2014-15
would have been £1 billion.

3.4 In 2014-15, more trusts received revenue-based support from the Department,
with 30 NHS trusts and 19 NHS foundation trusts receiving this support, up from 21 and
10 respectively in 2013-14. Figure 16 on page 41 shows the acute trusts that received
revenue-based support in the form of short-term PDC, planned-term support PDC

or short-term loans from the Department in 2014-15. Twenty-two of the 48 acute trusts
that received revenue-based support in 2014-15 were receiving it for the first time, and
26 acute trusts that received revenue-based support in 2014-15 had received it before.

Identifying risk

3.5 Monitor and the NHS Trust Development Authority (NHS TDA) use financial
information to measure risk among the bodies they oversee.

e At the end of 2014-15, Monitor rated 24% of NHS foundation trusts as having
a continuity of service risk rating of 2 or below (on a 4-point scale). This rating
suggests their services are likely to be experiencing a material level of risk.

In 2013-14, 14% of NHS foundation trusts were rated at this level.

e  Using Monitor’s continuity of service risk rating, the NHS TDA rated 51% of NHS
trusts at level 2 or below in 2014-15. To be considered ready to become an
NHS foundation trust, NHS trusts are expected to achieve and maintain a risk
rating of 3 or better.

e In August 2015, Monitor updated its risk assessment framework to reflect the
growing number of NHS foundation trusts in deficit.’” The new framework
re-introduced measures of financial risk that Monitor had used before: tracking
financial deficits; and accurate planning. It also introduced a requirement for
NHS foundation trusts to submit information to Monitor monthly.

17 Monitor, Risk Assessment Framework, August 2015. Available at: www.gov.uk/government/publications/risk-
assessment-framework-raf
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Figure 15

Financial support provided to NHS trusts and NHS foundation trusts in financial

difficulty in 2014-15

Type of support
Revenue-based support!

Interim revenue-based
PDC funding?

Interim revenue-based loans?

Planned-term support
revenue-based PDC funding

Capital-based support!

Interim capital-based
PDC funding?®

Interim capital-based loans?

Planned-term support
capital-based PDC

Income support?

Transaction-related support

Private finance initiative
(PFI) support

Income support

Project Diamond

Oversight

Department
of Health

Department
of Health

Department
of Health

Department
of Health

Department
of Health

Department
of Health

NHS England

NHS England

Department
of Health

Department
of Health and
NHS England

Total support for trusts in financial difficulty

Notes

1 Revenue-based and capital-based loans and PDC funding is provided to trusts as cash rather than income, and does not affect the reported surplus or deficit.

Purpose

Short-term support for trusts in
financial difficulty, to meet day-to-day
operating expenses

Short-term loans for trusts in
financial difficulty to meet day-to-day
operating expenses

Planned revenue support given to trusts
in financial difficulty, and who have
developed a recovery plan

Short-term support for trusts in financial
difficulty to meet the cost of essential
capital investment costs

Short-term loans for trusts in financial
difficulty to meet the cost of essential
capital investment costs

Planned capital support given to trusts
in financial difficulty, and who have
developed a recovery plan. This includes
support to those trusts who have taken
over other trusts in 2013-14 and 2014-15

Support provided by NHS England
relating to historic mergers and other
agreed support

Historically agreed support to trusts with
PFI schemes

Support in the form of income issued
to trusts

Income provided to specialist acute
trusts to support the additional cost of
highly specialised treatments for patients
with complex conditions

2 Income support funding is provided to trusts as income, and affects the reported surplus or deficit.

Total amount

(Em)

661.2

167.0

1321

112.8

66.8

128.7

1201

81.0

176.3

176.8

1,822.8

Number of
trusts

33

"

14

3 Interim support is short-term support for trusts in financial difficulty, and is issued to support the trust’s day-to-day operations pending the trust’s
development of a recovery plan. Once a recovery plan is agreed, interim support amounts are eligible to be converted (via an application to the
Independent Trust Financing Facility) into planned-term support PDC funding or loans, if they are still required by the trust. Since March 2014-15,
interest-bearing loans and fee-bearing PDC replaced revenue PDC (non-repayable cash) as the default method of providing short-term support to
trusts pending the development of a recovery plan.

4 This figure includes all trusts in financial difficulty that received financial support in 2014-15.

Source: National Audit Office analysis of Department of Health and NHS England data
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Figure 16
Revenue-based support issued to acute trusts, 2014-15

48 acute trusts received revenue-based support in 2014-15

Barts Health NHS Trust

University Hospitals of Leicester NHS Trust

Worcestershire Acute Hospitals NHS Trust

Barking, Havering and Redbridge University Hospitals NHS Trust
Mid Staffordshire NHS Foundation Trust

North West London Hospitals NHS Trust

Leeds Teaching Hospitals NHS Trust

Royal Free London NHS Foundation Trust

Sherwood Forest Hospitals NHS Foundation Trust
Peterborough and Stamford Hospitals NHS Foundation Trust
Mid Essex Hospital Services NHS Trust

Derby Hospitals NHS Foundation Trust

Milton Keynes Hospital NHS Foundation Trust

Croydon Health Services NHS Trust

West Hertfordshire Hospitals NHS Trust

Medway NHS Foundation Trust

London North West Healthcare NHS Trust

University Hospitals Coventry and Warwickshire NHS Trust
University Hospitals of Morecambe Bay NHS Foundation Trust
Bedford Hospital NHS Trust

The Princess Alexandra Hospital NHS Trust

Shrewsbury and Telford Hospital NHS Trust

Barnsley Hospital NHS Foundation Trust

North Cumbria University Hospitals NHS Trust

South Tees Hospitals NHS Foundation Trust

Heatherwood and Wexham Park Hospitals NHS Foundation Trust
The Queen Elizabeth Hospital King’s Lynn NHS Foundation Trust
Northampton General Hospital NHS Trust

Frimley Park Hospital NHS Foundation Trust

Tameside Hospital NHS Foundation Trust

University Hospitals of North Midlands NHS Trust
Buckinghamshire Healthcare NHS Trust

United Lincolnshire Hospitals NHS Trust

Basildon and Thurrock University Hospitals NHS Foundation Trust
Hinchingbrooke Health Care NHS Trust

Lewisham and Greenwich NHS Trust

West Middlesex University Hospital NHS Trust

Kettering General Hospital NHS Foundation Trust

Ipswich Hospital NHS Trust

Burton Hospitals NHS Foundation Trust

The Whittington Hospital NHS Trust

Ealing Hospital NHS Trust

Weston Area Health NHS Trust

Mid Yorkshire Hospitals NHS Trust

Walsall Healthcare NHS Trust

Barnet and Chase Farm Hospitals NHS Trust

Royal United Hospitals Bath NHS Foundation Trust

Royal National Hospital for Rheumatic Diseases NHS Foundation Trust

0 10 20 30 40 50 60 70 80 90 100
Bl NHS trust NHS foundation trust £ million

Note
1 This figure includes all acute trusts that received revenue-based support in 2014-15.

Source: National Audit Office analysis of Department of Health data
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Controlling trusts’ spending

3.6 The Department, Monitor and the NHS TDA set limits on certain areas of trust
spending in 2015-16 (Figure 17). The limits are in addition to:

e the public sector pay cap that restrains wage increases for all NHS workers
to 1% each year for 4 years from 2016-17; and

e  Monitor directives for NHS foundation trusts to stop recruiting non-essential staff.

3.7 The Department aims for these cost-saving measures to help the NHS achieve
financial balance. But it is unclear what impact these measures will have on the
forecast deficit in 2015-16 given that they were introduced part-way through the year.
The Department announced spending controls on agency staff on 2 June 2015, but
trusts were not informed of their annual limit for spending on nursing agency staff until
3 months later on 1 September 2015. They were told the control would come into
effect on 1 October 2015.

Figure 17

Limits on trust spending

Cost-saving measure

Recruitment of nursing
agency staff must be from
frameworks (unless otherwise
authorised by Monitor

and the NHS TDA)

Annual ceiling on the level of
nursing agency spend

A shift-based or day/hourly
rate-cap for agency staffing

All professional services
consultancy contracts above
£50,000 will require sign-off
from Monitor or the NHS TDA

Expectations on the
remuneration of very

senior managers

Capital spending controls

Date announced

2 June 2015

2 June 2015

2 June 2015

2 June 2015

2 June 2015

31 July 2015 (in
NHS TDA letter)

Date of
implementation

19 October 2015

1 October 2015

23 November 2015

2 June 2015

June 2015

Right to implement
controls reserved
for NHS foundation
trusts

Aim

Reduce agency costs

Reduce agency costs

Reduce agency costs

Reduce consultancy
costs

Reduce staff
pay costs

Reduce capital costs

Source: National Audit Office analysis of Monitor and NHS Trust Development Authority documents

Applies to

All NHS trusts, and those

NHS foundation trusts in receipt
of financial support or in breach
of their licence

All NHS trusts, and those

NHS foundation trusts in receipt
of financial support or in breach
of their licence

All NHS trusts, and those

NHS foundation trusts in receipt
of financial support or in breach
of their licence

All NHS trusts, and those

NHS foundation trusts in receipt
of financial support or in breach
of their licence

All trusts (some variation on rules)

NHS trusts and NHS
foundation trusts
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Assurance of acute trusts’ financial plans for 2015-16

3.8 Monitor and the NHS TDA review and risk-assess trusts’ financial plans. Ahead of
the 2015-16 planning period, NHS England, Monitor, and the NHS TDA worked together
to develop a joint assurance process by encouraging commissioners and trusts to
produce plans that reflected local needs. Monitor and the NHS TDA had intended to
review trusts’ final plans in April 2015. This followed an early look at NHS trusts’ plans

by the NHS TDA. But the rejection of the proposed 2015-16 national tariff by NHS
providers meant that the timetable for reviewing plans shifted. Monitor and the NHS TDA
reviewed trusts’ final plans in May 2015 following their reviews of trusts’ draft plans and
their provision of feedback to trusts.

3.9 Trusts submitted their draft financial plans in April 2015. The NHS TDA has
previously required NHS trusts to submit draft financial plans and in 2015 Monitor also
made this a requirement for NHS foundation trusts.

3.10 The draft plans in April showed that acute NHS trusts forecast a deficit for 2015-16
of £1.1 billion. Acute NHS foundation trusts forecast a deficit for 2015-16 of £0.96 billion.
In response, Monitor carried out a programme of two-day site visits to 46 trusts with
forecast deficits of more than £10 million. It followed these visits with a challenge session
with trust board members and senior figures at Monitor. The NHS TDA used its regular
monthly delivery meetings with NHS trusts to review and challenge financial plans.

3.11 The period for financial planning was extended further following the review of
plans in May 2015. The forecast deficits for 2015-16 in acute trusts’ May 2015 plans

had not improved significantly and deficits were £1.18 billion for acute NHS trusts and
£0.93 billion for acute NHS foundation trusts. All NHS trusts and those NHS foundation
trusts in deficit were asked to review their financial forecasts and to plan to reduce their
overall deficit further. NHS trusts’ financial plans were re-submitted to the NHS TDA in
September 2015, 6 months into the financial year. NHS foundation trusts’ financial plans
were still under review by Monitor in October 2015, 7 months into the financial year.

3.12 In July 2015, the chief executive of the NHS TDA wrote to all NHS trusts giving
them a personalised ‘stretch target’ (a target that trusts should work towards to improve
their financial position) for their 2015-16 financial position. NHS trusts were expected

to respond in August 2015 with a revised financial plan. At the same time, the chief
executive of Monitor wrote to all NHS foundation trusts asking them to find further
efficiency savings. Monitor provided stretch targets to 57 trusts and asked these to
respond with a revised financial plan. Monitor and the NHS TDA have not publicly
reported the extent to which stretch targets will reduce trusts’ forecast deficit.

3.13 For 2015-16, trusts were required to produce a one-year financial plan. For 2016-17,
the Department and its arm’s-length bodies aim to align their planning processes further
and to continue to publish joint planning guidance. Trusts will be asked to produce a
one-year financial plan for 2016-17, and a multi-year plan to show how the Five Year
Forward View will be implemented within a local health economy.
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Joined-up working

3.14 Figure 18 shows the bodies that are responsible for regulating and overseeing
acute trusts and the areas they focus on.

3.15 The Department and its arm’s-length bodies are working closely in some areas.

e  This includes the ongoing joint responsibility held by NHS England and Monitor for
defining and setting national tariff pricing, including annual efficiency expectations
for NHS trusts and NHS foundation trusts.

e  As part of the 2014-15 planning process, Monitor, NHS England and the NHS TDA
came together to provide additional support to 11 challenged health economies.'®

e  Monitor, NHS England and the NHS TDA are working with the Care Quality
Commission (CQC) to oversee a new ‘success regime’ in 2015-16. The regime
is working across health economies to identify deep-rooted challenges and help
implement the changes needed to address them.

From April 2016, Monitor and the NHS TDA will become a jointly led organisation,
NHS Improvement.

Figure 18
Bodies with responsibility for the oversight and regulation of acute trusts
Regulators and oversight bodies
Monitor is the sector regulator The Care Quality Commission The NHS Trust Development
for health and also licenses regulates the quality and Authority oversees the
and regulates NHS foundation safety of health and adult performance of NHS trusts
trusts, focussing on governance social care services and supports them to achieve
and financial viability NHS foundation trust status
Finance Governance Quality
An organisation’s ability to Whether the organisation is Whether services are safe,
deliver essential services well led and accountable caring, effective, responsive
on a sustainable basis and well led

Note

1 Clinical commissioning groups and NHS England are responsible for holding providers to account for delivering high-quality services that are
value for money.

Source: National Audit Office

18 Monitor, NHS Trust Development Authority and NHS England, Making Local Health Economies work better for
patients, December 2014. Available at: www.gov.uk/government/publications/making-local-health-economies-work-
better-for-patients
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3.16 It is important for the Department and its arm’s-length bodies to work together to
coordinate their activities. If they do not, there is a risk that trusts receive mixed messages
or are faced with unnecessary competing priorities. For example, advice to trusts on safe
staffing in recent years could have created actual or perceived conflicts for trusts between
meeting quality and safety standards and maintaining long-term financial sustainability.

®  Acute trusts sought to prioritise safety and quality of care following the
Department’s 2013 Francis Inquiry report that examined the serious failures at
Mid Staffordshire NHS Foundation Trust.!®

o  The National Institute for Health and Care Excellence (NICE) published guidelines
for the safe staffing of adult nursing in July 2014,2° and a guide for midwifery
staffing in February 2015.2' But NICE'’s process was halted by NHS England in
summer 2015. NHS England, Monitor and the NHS TDA are now working together
to develop minimum staffing guidelines.

e  Trusts must meet the quality and safety standards set by the CQC including that
providers must have enough suitably qualified, competent and experienced staff to
make sure they can meet these standards.??

e  When setting limits on trusts’ agency costs in June 2015 (Figure 17) the
Department was explicit that the “focus is on saving money”; but that there should
be no “compromise” on patient safety. Monitor wrote to NHS foundation trusts
in August 2015 asking them to adopt safe staffing guidance in a “proportionate
and appropriate way”, ensuring “that rosters are rigorously managed to deploy
substantive staff efficiently”.

3.17 In October 2015, NHS England, Monitor, the NHS TDA, NICE and the CQC wrote
to all trusts recognising the need for clarity and consistency. These arm’s-length bodies
told trusts that the NICE guidance was “not a requirement”. The bodies made clear that
financial considerations were as important as the safety and quality of care for patients,
asking hospitals “to take a rounded view of staffing” that shows they are “making the
best use of resources” as well as providing safe care.

19 Sir Robert Francis QC, Final report of the Mid Staffordshire NHS Foundation Trust public inquiry, February 2013.
Available at: www.midstaffspublicinquiry.com/report

20 National Institute for Health and Care Excellence, Safe staffing for nursing in adult inpatient wards in acute hospitals,
July 2014. Available at: www.nice.org.uk/guidance/sg1

21 National Institute for Health and Care Excellence, Safe midwifery staffing for maternity settings, February 2015.
Available at: www.nice.org.uk/guidance/ng4

22 Care Quality Commission, The fundamental standards, June 2015. Available at: http://www.cqc.org.uk/content/
fundamental-standards
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Strategic oversight and governance

3.18 The Five Year Forward View is a vision for the future of the NHS.2 The Five

Year Forward View estimated there will be a £30 billion gap between resources and
patient needs by 2020-21. It estimated that if the NHS had £8 billion more funding,

the gap between resources and patient needs would be £22 billion by 2020-21. In
November 2015, the government committed to increasing funding for the NHS by

£8.4 billion by 2020, with £3.8 billion of this given to the NHS in 2016-17. The NHS Five
Year Forward View board oversees the delivery of the Five Year Forward View. The board
is made up of the chief executive officers of 7 of the Department’s arm’s-length bodies.
It is supported by 8 programme-specific boards, including the Finance and Efficiency
board, which was established to oversee delivery of the efficiency savings needed to
close the £22 billion gap. Since it was established in June 2015, it has had met 3 times
by 30 November 2015.

3.19 The Department told us that the Finance and Efficiency board is developing a plan
that will be informed by funding decisions made by government in November 2015, and
will allow the NHS to close the estimated £22 billion gap. But it is not yet clear how and
when most of the £22 billion of savings will be made, or the contribution that individual
organisations and sectors are expected to make. The core management cycle in our
guidance, A short guide to structured cost reduction, shows the importance of strategy,
planning and implementation in achieving sustainable cost reduction.?* We would expect
the Department and its arm’s-length bodies to develop and implement a plan that shows
clearly how the gap between resources and patient needs will be closed at all levels of
the NHS. This plan should be aligned with resources and quality requirements. Good
programme management needs to be in place to monitor progress. The Department
and its arm’s-length bodies need to communicate their plans so that trusts can
undertake long-term planning and be held to account for delivering their part of the plan.

3.20 Although there is no detailed plan for closing the £22 billion efficiency gap,
preliminary work is being carried out to identify where acute trusts can make savings.

e The Department’s team led by Lord Carter of Coles examined a sample of 22 acute
trusts to identify opportunities for savings. His interim report found the NHS could
save up to £5 billion every year by 2020 by making better use of staff, using
medicines more effectively and getting better value from the products it buys.2®
The report concluded that there is significant scope for hospitals to become more
productive by making better use of comparative data. However, it is not clear
how accurate these data are, as they are primarily based on reference costs — the
average unit cost to the NHS of providing healthcare. The quality of reference
cost data relies on accurate data being submitted by trusts. A recent audit by
Monitor of reference costs for 2013-14 found that 49% of trusts sending these data

23 NHS England, Monitor, NHS Trust Development Authority, Care Quality Commission, Public Health England and
Health Education England, Five Year Forward View, October 2014. Available at: www.england.nhs.uk/wp-content/
uploads/2014/10/5yfv-web.pdf

24 National Audit Office, A short guide to structured cost reduction, June 2010. Available at: www.nao.org.uk/report/a-
short-guide-to-structured-cost-reduction-4

25 Lord Carter of Coles, Review of Operational Productivity in NHS providers — Interim report, June 2015. Available at:
www.gov.uk/government/uploads/system/uploads/attachment_data/file/434202/carter-interim-report.pdf
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had made “materially inaccurate” submissions.2® Lord Carter’s work used reference
costs from 2014-15. Monitor is leading work to improve cost reference data for
future years.

e Lord Carter’'s work is a positive step towards supporting trusts to make efficiencies,
but it is not clear how far this work can be applied to all 155 acute NHS trusts and
NHS foundation trusts. In October 2015, Lord Carter began to share with 137 acute
trusts (excludes specialist acute trusts) analysis that shows how and where they
can improve patient care and become more efficient.?”

o In October 2015, Monitor published a report on opportunities for NHS trusts and
NHS foundation trusts to find savings from elective (planned) care services.?®
The report states that trusts could achieve 13% to 20% productivity savings
on elective ophthalmology and orthopaedic care if they adopted 9 good practices
identified in the report. It found that ophthalmology and orthopaedic care together
account for around 30% of total provider expenditure on elective admitted
patient care.

3.21 The Five Year Forward View states it is possible for the NHS to achieve annual
efficiency savings of 2% across its funding base each year for the rest the decade, rising
to some 3% over time. The NHS has historically achieved annual efficiency savings of
0.8%, which have increased to 1.5%—2% in recent years, against a target of 4% set by
Monitor and NHS England. We have found that trusts are already finding it difficult to
make their planned efficiency savings (paragraphs 2.18 to 2.21). The Department’s initial
estimates suggest financial savings from implementing the Five Year Forward View are
likely to come towards the end of the 5 years. The NHS will therefore need to prioritise its
investments to make early savings to close the funding gap in 2016-17 and 2017-18.

Redesigning health and care services and reducing demand

3.22 Redesigning health and care services is seen as another route to closing the

£22 billion gap between resources and patient needs. The Committee of Public
Accounts has recognised that radical change is needed to the way healthcare is
provided, including making better use of community and primary care services to
reduce pressure on hospitals.?® However, making this change will require significant
upfront investment, but the money available for this is reducing as the number of trusts
in deficit increases.

3.23 Figure 19 overleaf shows the 7 new models of care outlined in the Five Year
Forward View. The models aim to breakdown the boundaries between primary care,
hospitals and community care, and integrate services around the needs of the patient.

26 Monitor, Reference cost assurance programme: Findings from the 2014-15 audit, September 2015. Available at: www.
gov.uk/government/uploads/system/uploads/attachment_data/file/466112/Reference_cost_audit_report_final_v2.pdf

27 Department of Health, Lord Carter: reducing variation in care could save NHS £5 billion, press release, 21 October
2015. Available at: www.gov.uk/government/news/lord-carter-reducing-variation-in-care-could-save-nhs-5-billion

28 Monitor, Helping NHS providers improve productivity in elective care, October 2015. Available at: www.gov.uk/
government/uploads/system/uploads/attachment_data/file/466895/Elective_care_main_document_final.pdf

29 HC Committee of Public Accounts, Financial sustainability of NHS bodies, Thirty-fifth Report of Session 2014-15,
HC 736, February 2015. Available at: www.parliament.uk/business/committees/committees-a-z/commons-select/
public-accounts-committee/news/report-financial-sustainability-of-nhs-bodies/
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Figure 19

The new models of care outlined in the Five Year Forward View

Multi-specialty community providers

Primary and acute care systems

Urgent and emergency care services

Viable smaller hospitals

Specialised care

Modern maternity services

Enhanced health in care homes

GP practices expand, bringing in nurses and community health
services, hospital specialists and others to provide integrated
out-of-hospital care. The practices would aim to shift the majority
of outpatient consultations and ambulatory care out of hospitals.

Hospital and primary care providers come together to provide
NHS list-based GP and hospital services, together with mental
health and community care services.

Urgent and emergency care services are redesigned to provide
better integration between A&E departments, GP out-of-hour
services, urgent care centres and other services.

New ways of achieving sustainable cost structures for smaller
hospitals, such as by using new models of medical staffing,
forming ‘hospital chains’ or allowing for some services to be
offered by specialised providers on satellite sites.

Services will be consolidated in specialist centres where there
is strong evidence for concentrating care. The establishment of
specialist centres for rare diseases will also be considered to
improve the coordination of care for patients.

A new care model for maternity services will be developed,
drawing on the recommendations of a review of how to sustain
and develop maternity units across NHS England.

The NHS will work with care home providers and local authority
social services departments to develop new shared models of
care and support. This will cover medical reviews, medication
reviews and rehabilitation services.

Source: NHS England, Monitor, NHS Trust Development Authority, Care Quality Commission, Public Health England and
Health Education England, Five Year Forward View, October 2014.

3.24 Elements of the new models of care, seen by the Department as innovative, are
emerging in some parts of the country. NHS England has made some assumptions
about the savings that will be made through new care models. But because these
models are new and untested, there is limited evidence to show that they will make
savings and improve care for patients effectively. Making savings through redesigned
healthcare will be challenging. For example, some of the new care models involve
integration between healthcare services. Our report on Planning for the Better Care
Fund raised concerns about the effectiveness of integrated care in saving money.3°

30 Comptroller and Auditor General, Planning for the Better Care Fund, Session 2014-15, HC 781, National Audit Office,
November 2014. Available at: www.nao.org.uk/report/planning-better-care-fund-2/%20
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3.25 The NHS Five Year Forward View board intends to build evidence of the effectiveness
of the models through its vanguard programme. This will include using a common set of
national metrics to monitor progress in addressing gaps in health and well-being, care and
quality and efficiency. In December 2014, NHS England announced that it would support
‘leading edge’ NHS providers and local authorities to develop the new models of care,
which could be replicated elsewhere. These organisations, known as the ‘vanguards’, will
have access to a share of a £200 million transformation fund, as well as sponsorship from
one of the chief executives of the Department’s arm’s-length bodies. Between March 2015
and September 2015, NHS England announced the first 50 vanguard sites. A subsequent
phase of the programme will focus on rolling out the models to other areas of the country,
including some of the more challenged health economies.

3.26 NHS England told us that it has estimated the savings it expects to be realised
from the new care models and the timing of these. It has used the assumptions from
the business cases for the vanguard programme as the basis for these estimates.

NHS England’s guidance says that unless the vanguards demonstrate “quantified
changes” in 2016-17, it will be hard to justify national investment.®' It may, however, take
time for trusts to deliver any savings, for example, if they are unable to reduce their
spending in the short term due to fixed costs. Most costs are for staff and facilities,
which do not rise or fall steadily in response to changes in activities. For example, falling
numbers of inpatients will only significantly reduce costs for an acute trust when the fall
is large enough to allow the trust to reduce staff numbers and close beds and wards.

3.27 The Five Year Forward View makes the case for sustained social care services and
a radical upgrade in public health and prevention as a way of improving the population’s
health and curbing the growing demand for services. Improvements to public health
come from national and local interventions. Since April 2013, local authorities have had
a statutory duty to improve the health of their population. But the pressures on local
authority spending could make it more challenging to improve public health.

e | ocal authority spending is under increasing pressure as the government
reduced funding to local authorities by some 37% in real terms between
2010-11 and 2015-16.32

e  The government announced in June 2015 that the ring-fenced public health grant
to local authorities for 2015-16 would be cut by £200 million.

31 NHS England, The Forward View into Action: New Care Models: Update and initial support, July 2015. Available at:
www.england.nhs.uk/wp-content/uploads/2015/07/ncm-support-package.pdf%20

32 Comptroller and Auditor General, Financial sustainability of local authorities 2014, Session 2014-15, HC 783,
National Audit Office. Available at: www.nao.org.uk/report/financial-sustainability-of-local-authorities-2014/
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Appendix One

Our audit approach

1

This study examines the financial sustainability of NHS trusts and NHS foundation

trusts, particularly those providing acute healthcare services. We reviewed:

2

the headline financial performance of the NHS overall;

trends in the performance of acute trusts between 2010-11 and 2014-15 for

key financial indicators such as surplus/deficit and earnings before interest, tax,
depreciation and amortisation (EBITDA), and trends between 2012-13 and 2014-15
for other financial indicators such as cash and other current assets;

performance data to help identify and explain the factors that influence the financial
sustainability of acute trusts such as income and expenditure, demand pressures,
and the ability of acute trusts to achieve planned efficiency savings;

the financial support provided to NHS trusts and NHS foundation trusts in financial
difficulty in 2014-15; and

the assurance process during the financial and operational planning round for
2015-16, and other measures the Department of Health and its arm’s-length bodies
have taken to ensure the future financial sustainability of the wider NHS.

In reviewing these issues, we applied an analytical framework with evaluative

criteria, to consider what arrangements would be optimal for financial sustainability.

By ‘optimal’ we mean the most desirable possible, while acknowledging expressed

or implied constraints. We used mainly output-based criteria (for example, performance
against key financial indicators is stable or deteriorating, or NHS bodies are receiving
the same or more cash support than in previous years).

3

Our audit approach is summarised in Figure 20. Our evidence base is described

in Appendix Two.
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Figure 20

Our audit methods

The Department
of Health and
NHS England’s
objective

How this will
be achieved

Our study

Our study
framework

Our evidence

(see Appendix Two
for details)

Our conclusions
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To ensure that healthcare services in England provide high quality care to patients in a sustainable way to achieve
value for money.

N
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p
The Department is ultimately responsible for securing value for money for spending on health services. It fulfils its
stewardship responsibility in part by setting objectives for the NHS through an annual mandate to NHS England.
NHS England allocates money to 211 clinical commissioning groups to commission acute hospital services.
NHS trusts and NHS foundation trusts manage their expenditure against the income they receive from clinical
L commissioning groups and other sources such as research and development funding. )
s * N
Is the financial position of NHS trusts and NHS foundation trusts sustainable, particularly the financial position of
acute trusts?
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We said in our November 2014 report on NHS financial sustainability that the trend of NHS trusts’ and NHS
foundation trusts’ declining financial performance was not sustainable. At that time, trusts overall, including acute
trusts, were in a better financial position. But since then, acute trusts’ financial performance has deteriorated
sharply. And their financial position is forecast to worsen. With financial problems endemic, we repeat our view
that these trends are not sustainable.

The Department, NHS England, Monitor and the NHS TDA have responded to trusts’ financial distress with
measures to help improve financial performance. But trusts’ financial management has been undermined by a
turbulent planning period and the multiple interventions by the Department, Monitor and the NHS TDA that seek
to control trusts’ spending. Effective oversight by the Department and its arm’s-length bodies will become harder
if the number of trusts in financial distress rises further.

Running a deficit seems to be becoming normal practice for acute trusts. And there is a risk that poor financial
performance is not taken as seriously as poor healthcare provision. This weakens the effectiveness of market-style
mechanisms designed to improve hospital productivity and efficiency. The government’s commitment to increase
funding for the NHS could be a significant step towards acute trusts achieving financial balance. But this depends
on how the funding is used and the impact of wider changes to healthcare services. The Department, NHS
England, Monitor and the NHS TDA need to take a more holistic, coordinated approach to tackling trusts’ persistent
financial problems and move beyond quick fixes to cut trusts’ spending. Until there is a clear pathway for trusts

to get back to financial stability, we cannot be confident that value for money, defined as financial and service
sustainability, will be achieved.
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Appendix Two

Our evidence base

1

We reached our independent conclusions on the financial sustainability of the

current financial performance of acute NHS trusts and acute NHS foundation trusts after
analysing evidence we collected between May and October 2015. Our audit approach
is outlined in Appendix One.

2

3

We analysed existing financial data from NHS accounts:
a time series analysis of the overall financial position of the NHS;

a time series analysis of the financial position of NHS trusts and NHS foundation
trusts against two key indicators — surplus/deficit and EBITDA with a breakdown
by the types of trust;

a time series analysis of acute NHS trust and NHS foundation trust performance
against key indicators, including surpluses and deficits, EBITDA, and current assets
and current liabilities; and

analysis of income and spending from trust account returns with further analysis
of components of income (including the income to provide healthcare) and
expenditure (including staffing costs and PFI commitments).

We analysed existing data on acute NHS trusts and NHS foundation trusts

to identify and explain the variation in trusts’ financial performance:

a time series analysis of performance by acute trusts in achieving their planned
efficiencies (detailed in their cost improvement programmes) for 2014-15 compared
with previous years with a breakdown by the types of trusts;

analysis of additional financial support, such as revenue-based public dividend
capital for 2014-15 compared with previous years;

analysis of continuity of service risk ratings; and

analysis of trusts’ 2015-16 plan data.
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4  We analysed existing data on acute NHS trusts and NHS foundation trusts
to identify and explain the variation in trusts’ financial performance.

e We performed a correlation analysis to compare acute trusts financial performance
to aspects of their income and spend for 2014-15, including patient care income
as a share of total income, agency and private finance initiative (PFl) payments, and
other factors.

5 We conducted detailed reviews of the 2015-16 financial planning process.
We reviewed planning guidance and associated documents in order to:
e  evaluate the process of producing one-year operational plans;

®  assess the causes and consequences of delays in the planning process
for 2015-16; and

e understand the actions taken by the arm’s-length bodies in an attempt to
control the predicted deficit.

We interviewed those involved in the central planning processes at Monitor and the
NHS TDA. For 8 trusts (4 NHS trusts and 4 NHS foundation trusts) we reviewed
the plans submitted and supporting documentation as well as interviewing the staff
at Monitor and the NHS TDA responsible for overseeing these trusts.

6  We interviewed key stakeholders including the Department, NHS England,
Monitor and the NHS Trust Development Authority.

This work was designed to understand:

e  whether the factors that influence financial sustainability are understood by the
arm’s-length bodies and are being managed and addressed; and

e the impact of the Five Year Forward View on future NHS financial sustainability.

We also interviewed other stakeholders including The King’s Fund, NHS Providers,
The Health Foundation, NHS Confederation and Nuffield Trust.

7  We reviewed internal and external documents produced by the
main stakeholders.

e  Documents reviewed included: correspondence from the Department of Health
and its arm’s-length bodies to NHS trusts and NHS foundation trusts detailing
spending controls; information on the Lord Carter of Coles efficiency and
productivity review; the Five Year Forward View; and board papers where available.
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Appendix Three

Technical notes

1 In preparing and analysing the data used throughout this report, we have made
a number of assumptions and adjustments.

2 Information on NHS trusts and NHS foundation trusts may differ to that reported by
Monitor and the NHS Trust Development Authority due to the way we have treated trusts
which changed their status in-year.

Presentation of figures

3  Except where otherwise noted, figures are presented in nominal terms and have
not been adjusted for inflation.

4 Where possible, income and expenditure figures are presented on a basis
consistent with the underlying trusts’ published accounts.

5  Income figures for both NHS trusts and NHS foundation trusts include:
® income from patient care activities; and

e  other operating income (including income for training activities, rental income and
income from other miscellaneous sources).

6  Expenditure figures for both NHS trusts and NHS foundation trusts include:
e  staff costs, except those capitalised as part of the costs of non-current assets;

®  operating costs, including purchase of healthcare services from other
organisations, expenditure on medical supplies including drugs and other
consumables, and transport costs;

®  premises costs, including depreciation and amortisation and support services;
e netinterest and other finance costs;
e  PDC dividends payable;

e  other gains and losses, including shares of profit or loss of associates and joint
arrangements, gains and losses on disposals of assets, and other movements
in fair values of assets;
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corporation tax expense; and

premiums payable for clinical negligence liabilities.

NHS trusts’ and NHS foundation trusts’ income and expenditure figures have also been
adjusted for the effects of organisational changes, to report underlying performance by
excluding the effects of one-off transactions.

Adjusting for the effects of organisational changes
during 2014-15

7

8

Six NHS trusts became NHS foundation trusts during 2014-15:

Bridgewater Community Healthcare NHS Foundation Trust, Derbyshire Community
Health Services NHS Foundation Trust and Royal United Hospitals Bath NHS
Foundation Trust, on 1 November 2014;

St George’s University Hospitals NHS Foundation Trust on 1 February 2015; and

Kent Community Health NHS Foundation Trust and Nottingham Healthcare
NHS Foundation Trust, on 1 March 2015.

We have included these trusts in the totals for NHS foundation trusts. This has the

effect of treating them as though they had been a foundation trust all year.

9

10

Several mergers between trusts occurred during 2014-15:

Barnet and Chase Farm NHS Trust was taken over by the Royal Free NHS
Foundation Trust on 1 July 2014;

Heatherwood and Wexham Park Hospitals NHS Foundation Trust was taken over
by Frimley Park Hospitals NHS Foundation Trust on 1 October 2014, at which point
the trust was renamed Frimley Health NHS Foundation Trust;

two NHS trusts, Ealing Hospitals NHS Trust and North West London Hospitals
NHS Trust, merged on 1 October 2014, creating a new trust, London North West
Healthcare NHS Trust; and

Royal National Hospital for Rheumatic Diseases NHS Foundation Trust was taken
over by Royal United Hospitals Bath NHS Foundation Trust on 1 February 2015.

For all of these transactions, we have added the demising trusts’ income,

expenditure and surplus/deficit arising between 1 April 2014 and the date of the merger
and added it to the income, expenditure and surplus/deficit of the post-transaction trust.
This has the effect of treating the merger as if it had occurred on 1 April 2014.
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11 One NHS foundation trust broke up during 2014-15: Mid Staffordshire

NHS Foundation Trust ceased to provide services on 1 November 2014, and its
services and assets were split between 2 successor trusts, The Royal Wolverhampton
NHS Trust and University Hospital of North Staffordshire NHS Trust. University Hospital
of North Staffordshire NHS Trust was subsequently renamed University Hospital

of North Midlands NHS Trust. In calculating figures for 2014-15, we have divided

Mid Staffordshire NHS Foundation Trust’s income, expenditure and surplus/deficit for
the period 1 April 2014 to 31 October 2014 between the 2 successor trusts in the same
proportions that they received asset and liability balances on 1 November; University
Hospital of North Midlands NHS Trust received 73% and The Royal Wolverhampton
NHS Trust received 27%. This has the effect of treating the break-up as if it had
occurred on 1 April 2014.

12 In the first 6 months of 2015-16 there were further organisational changes. We have
treated these in the same way as we have trust data for 2014-15, and therefore report
239 trusts (88 NHS trusts and 151 NHS foundation trusts) at the end September 2015.
The changes were:

. Bradford District Care NHS Foundation Trust, which became an NHS foundation trust
on 1 May 2015; and

e West Middlesex University NHS Trust which merged with Chelsea and Westminster
Hospital NHS Foundation Trust on 1 September 2015.
Adjustments to NHS trusts’ figures

13 NHS trusts’ figures are adjusted to report the underlying performance of trusts by
excluding the effects of one-off transactions, and to be consistent with figures used by
the Department of Health. Figures for NHS trusts’ income, expenditure and surplus/
deficit are reported:

e  before net impairments;

e  Dbefore the impact of absorption accounting for bodies that merged or were
acquired by other organisations;

e  before additional charges associated with bringing private finance initiative (PFI)
assets onto the balance sheet due to the introduction of IFRS accounting in
2009-10 (IFRIC 12);

e  before the impact of changes in accounting for donated assets and government
grant reserves;

. before the consolidation of trusts’ charitable fund subsidiaries; and

e  after the effects of any income support provided by the Department of Health
and NHS England.
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All figures are presented on a gross basis; no adjustments are made to remove

the effects of transactions between NHS trusts and NHS foundation trusts.

Adjustments to NHS foundation trusts’ figures

15

NHS foundation trusts’ figures are adjusted to report the underlying performance

of trusts by excluding the effects of one-off transactions, and to be consistent with
figures used by the Department of Health and to be on the same basis as Monitor
reports them in the NHS Foundation Trusts: Consolidated Accounts. Income,
expenditure and surplus/deficits for NHS foundation trusts are reported:

16

before net impairments;

before the impact of absorption accounting for bodies that merged or were
acquired by other organisations;

after additional charges associated with bringing private finance initiative (PFI)
assets onto the balance sheet due to the introduction of IFRS accounting
in 2009-10 (IFRIC 12);

after the impact of changes in accounting for donated assets and government
grant reserves;

before the consolidation of trusts’ charitable fund subsidiaries; and

after the effects of any income support provided by the Department of Health
and NHS England.

All figures are presented on a gross basis; no adjustments are made to remove

the effects of transactions between NHS trusts and NHS foundation trusts.
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