Agenda Item 7.1


  THE LEEDS TEACHING HOSPITALS NHS TRUST
TRUST BOARD –  6 JULY 2006
2006/07 FINANCIAL POSITION – 2 MONTHS ENDED 31 MAY 2006
1
INTRODUCTION
The purpose of this report is to update the Board on the Trust’s financial position for the 2 months ended 31 May 2006.  
2
SUMMARY
After 2 months of the financial year the Trust is breaking-even.  Reductions in Private Patient income (in CMT’s) are being compensated for by underspendings, resulting from the holding of vacancies.  None of the Trusts £25 million savings plans have yet been deducted from allocations, given that most of the plans don’t project any savings until June or July.  There is still a £13 million residual affordability gap in Leeds.  The Trust and the Leeds PCT’s agree that this cannot be resolved locally and discussions are about to take place with the SHA.
3 INCOME
Much of what follows is included in the Trust’s 2006/07 Business Plan and is repeated here for ease of reference.  

Overall income target
The Trust’s overall income target for 2006/07 is £761 million.  Of this total £602 million (79%) is expected to be income from Service Level Agreements (SLA’s).  In recognition of the difficult financial positions being experienced by the West and North Yorkshire Commissioners the Trust has restricted its ambitions on income growth to the following;

· Broadly maintaining 2005/06 activity and income levels
· A range of service developments (largely in Specialist Regional Services including NOW Transition and Tertiary Drugs) agreed with commissioners (value £14 million).
· A net tariff uplift of 4% after adjusting for a 2.5% efficiency contribution.

· A range of de-commissioning to be agreed with Leeds PCTs, to the extent that access standards can be maintained.

The overall income target for 2006/07 is 5.3% higher than actual income in 2005/06.

The affordability position in Leeds
Leeds PCT’s were originally going to receive an 8% allocation uplift in 2006/07.  However, the new SHA has reduced Leeds PCT’s 2006/07 allocations by 2.5% to create a strategic reserve.  This has compromised the PCT’s ability to eliminate their underlying deficit as well as fund inflation and agreed developments(both in specialist hospital services and in primary care).  The Leeds PCT’s response was to issue an intention to de-commission services at LTH to the value of £11 million.  In recent weeks that target has been reduced to just over £8 million.  The Director of Planning and Performance has considered the PCT’s proposals in detail and believes that £3.25 million of de-commissioning is possible without compromising progress towards the new access standards.  The Trust can cope with this level of variability on income without overly worrying about residual fixed costs.  That would not be the case if de-commissioning goes above £3.25 million.
The structural changes contained in the re-issued 2006/07 tariffs have also worked against Leeds PCT’s.  The impact of re-issued tariffs can be summarised as follows;










£ million
· LTH – reduced loss on tariffs



   (9.0)

· Leeds PCT’s – increased costs


   12.0

· Other PCT’s – reduced costs



   (3.0)
· Net impact





   _0_
The Trusts losses on tariffs in 2006/07 had been cushioned by £7 million of financial support from the SHA, so as to keep the overall LTH savings target at 3.5%.  The reissued tariffs have worsened the affordability position in Leeds.  As such the Trust is supporting the PCT’s in trying to get the financial support transferred from LTH to the Leeds PCT’s.
With regard to Specialist Regional Services (SRS) not covered by tariffs, the West and North Yorkshire Commissioners have now agreed to pay for SRS on an actual usage basis rather than on the previous capitation/risk-sharing basis.  It is estimated that this will “shift” £4 million of costs into Leeds.  The Trust is joining with the Leeds PCT’s in asking the SHA to provide some transitional finance support to phase in this cost-shifting over a number of years.
As a result of all the above the affordability position in Leeds can be summarised as follows;
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Although discussions with the Leeds PCT’s continue there is broad agreement that £14 million of the 2006/07 SLA affordability gap in Leeds can be resolved.  It is felt that the balance of £13 million cannot be resolved locally and the SHA is being asked for additional financial support.
First 2 months activity/income
Activity was well down in April and equally well up in May.  As a result activity and income should be broadly on target when the bills for the first 2 months are issued. (mid-July)
4 EXPENDITURE
Summary
After 2 months of the financial year the Trust has a small surplus of £72,000.  A more detailed breakdown of this result is shown in appendices 1 to 4.  The emphasis this month is on monitoring the movement in workforce numbers and pay spending.  (appendices 3 and 4)  The most significant variances in the first 2 months are as follows;











£ million
· Shortfall on Private Patient income (in CMT’s)



    0.8

· Pay underspendings – vacancies held




   (0.6)

· Premium Rate Activity (PRA)





    0.3

· Underspending on Deprecation





   (0.2)

· Other non pay savings






   (0.4)
· Net surplus








   (0.1)
Delivery on savings
The month 2 result does not include any impact of the £25 million savings target.  If the savings had been expected to accrue evenly throughout 2006/07 the month 2 allocations would have been reduced by approximately £4 million and the bottom line would have been a £4 million overspend after month 2.  That would not have been a sensible approach given that most of the savings plans are not projecting any impact on expenditure until June/July.  The Programme Office has received savings plans from each of the Tasks Force Leaders and Sponsoring Directors.  Inevitably these are in various stages of development.  The Change Management Group will be considering the savings plans on Monday (3 July) and the Director of Planning and Performance and I will then update the Board on progress at Thursday’s Board meeting (6July).
5 CAPITAL PROGRAMME
The Trusts forecast Capital Resource Limit (CRL) for 2006/07 is £56.4 million, derived as follows;








 £m

· Minor Block Capital (MBC) Allocation


23.5

· 2005/06 Brokerage Reversals



20.6

· New external funding




12.3
56.4
This has reduced from the previously reported figure of £60.5 million due to an expected deferral of £4.1million funding relating to PACS.

The Capital Programme agreed by the Capital Planning Group is summarised in Appendix 5 and shows an expected spend of £48.4 million against the CRL of £56.4 million ie an £8 million undershoot.  At the end of Month 2, actual capital expenditure was £4.2 million.

The Department of Health have announced that the financial regime will change in 2006/07.  Under the old regime the Trust had been able to offer CRL brokerage and secure any capital underspends for future years, thereby maintaining its capital spending power.  Under the new arrangements, however, there is considerable uncertainty as to whether under spendings on capital will be able to be carried forward into future years.  Transitional arrangements are yet to be clarified by the DoH.  Discussions with the SHA have confirmed that no further guidance on the new regime is available.

Consequently, it is not possible at this stage to advise the Board that the projected underspend on capital can be protected for future years by any known mechanism.  There is a risk that capital spending power will be lost.  In light of this the Capital Planning Group are being advised to make every effort to ensure capital allocations are spent.  The Board will be kept fully informed of developments as the new financial regime is clarified.

6 CASH POSITION
In 2006/07, as previously reported, the Trust has an underlying cash shortfall of £17 million given the forecast breakeven position.  It is anticipated that this will be resolved later in the year through long term borrowing under the terms of the revised financial regime.  Interest on the loan will be charged at the prevailing National Loans Fund rate (currently 4.7%).  Debt servicing costs under the new arrangements have been built into the Trust’s expenditure plan for 2006/07.

Any short term cash requirement in 2006/07 can continue to be met by drawing down temporary PDC which carries no cost implication.  In the two months of this year the Trust has not required any short term PDC.

The forecast EFL of £20.6 million is analysed, together with CRL in Appendix 6.  It is anticipated that the EFL will be achieved.
7 BETTER PAYMENTS PRACTICE CODE
The Trusts cumulative performance in the year to date of 96% is in line with the 95% target set by the DoH.

8 CAPITAL COST ABSORPTION RATE
The Trust’s projected capital cost absorption rate is 3.3% which falls within the DoH’s materiality range of 3% to 4%.

NEIL CHAPMAN






Director of Finance






Page 1 of 4

