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Financid Reporting in the Hedth Service June 1999
Marking Scheme

Question 1

(@ The cash flow statement takes on a particular importance in NHS Trusts because of
the EFL which is agovernment control on borrowing

It is caculated as new loans less loans repaid plusgminus cash
The EFL is agreed by the trust and the NHS each year. The amount achieved by the
Trugt is clearly disclosed in the cash+flow statement as net cash flow before financing
and management of liquid resources.

(b) Seespreadsheet

(c) to (€) see spreadshest
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Financid Reporting in the Hedth Service
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Part (b)
BILLWORTH NHS TRUST

CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH 1999

£000
Operating activities
Net cash inflow from operating activities
Returns on investments and servicing of finance
Interest received (110+10-20) 100

Interest paid (3400+150- 150) -3,400

Net cash (outflow) from returns on investments and servicing of

finance

Capital expenditure

Payments to acquire fixed assets 67520-(68500- 650-2430- 380) -2,480

Receipts from sale of fixed assets (380-200) 180

Net cash (outflow) from capital expenditure

Dividends paid

Net cash inflow/(outflow) before financing

Financing

Government loans received (33400-(32750-1760) 2,410

Government loans repaid (from note 4) -1,680
730

Net cash inflow/(outflow) from financing
Increasein cash

Presentation
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Part (c)
Reconciling of operating surplusto net cash inflow from operating activities

£000
Operaing surplus before interest 1,190 See working
L oss on disposa 200 )
Depreciation charge 2,430 )
Decrease in stocks (1420-1150) 270 Y
Decrease in debtors (2780-2010) 770 Y%
Increase in provisions (980-150) 830 )
Decrease in creditors (4690-5470) (780) Y
Net cash inflow from operating activities 4,910
Working £000
Extract of income and expenditure account
Surplus before interest 1,190 )
Interest receivable 110 Yo
Interest payable -3,400 )
PDC dividends 0
Deficit for year (2320-220) -2,100 Yo

©)

FRHSXM Page4 of 24



Financid Reporting in the Hedth Service June 1999
Marking Scheme
Part (d)
Reconciliation of net cash flow to movement in net debt
£000
Increase in cash in the period 40
Cash inflow from new debt -2410
Cash outflow from debt repaid 1,680
Change in net debt resulting from cash flows -690
Net debt at 1 April -34,270
Net debt at 31 March -34,960
Presentation
Part (e)
Analysis of changesin net debt
Asat 1 Cash Other Asat 31
April flows changes March
1998 1999
£000 £000 £000 £000
Cash a bank and in hand 160 40 200
Debt due within one year -1,680 1,680 -1,760 -1,760
Debt due after one year -32,750 -2,410 1,760 -33,400
-34,270 -690 0 -34,960

()  The reconciliations are required in order to alow the cash-flow to be interpreted in
the context of the other primary financid statementsi.e. the income and expenditure

account and the balance shest.
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Marking Scheme

Question 2

Part (a)

Equipment gl
Gross Replacement cost

Opening baance 26,500
Indexation 530
Purchases 1,000
Disposds

Closing bdance 28,030
Depreciation

Opening vadue 18,500
Indexation 370
Depreciation for year on assets held 845
Depreciation on £1,000,000 acquired
Degpreciation on £400,000 acquired

Disposds

Closngvdue 19,715
ClosngNBV 8,315

Depreciation on assets held
(26500+530)/(8* 4)=845

Depreciation on assets acquired
1000/(10*4)=25
400/(5*4)=20

GRC on asset disposed
900*1.02=918

Depreciation on assets disposed
918/(8*4)*9=258
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28,430

-918
27,512

21,475

845
25

20
-258
22,107

5,405

Total

26,500
530
1,400
-918
27,512

18,500
370
3,380
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Marking Scheme

(b)

Pencaster NHS Trust

Income and expenditur e account
For theyear ended 31 March 1999

Income for activities
Other operating income

Operaing expenses

Operaing surplus

Losson disposal of fixed asset
Surplus before interest

Interest receivable

Interest payable per trid balance
Deficit for the financid year
Public dividend capital dividend
Retained for the year

Workingl

Per trid balance
Rd ease from donation reserve

Working 2

Increase in provison
Sdaries

Supplies

Other expenditure
Depreciation on buildings

Depreciation on donated buildings

Degpreciation on equipment

FRHSXM

£000
per trid baance 98,000
working 1 13,405
111,405
working 2 111,215
190
working 3 (10
180
per tria balance 650
(1,110)
280
per trid baance (1,540)
1,820
£000
13400
5
13405
£000
1,790
60,800
40,600
1,500
3,025
5
3495
111,215
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Financid Reporting in the Hedth Service June 1999
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Working 3
£000
Capitd receipt 650
Net replacement cost (918-258) 660
10
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Part (c)

Pencaster NHS Trust
Balance Sheet as at 31 March 1999

Working
Fixed assets
Land 1
Buildings 2
Equipment
- GCC
- Depreciation

Current Assets

Stocks tria balance
Debtors trid baance
Cash 3

Current Lidhilities

Creditors less than one year 4

Net current assets

Long term Liabilities
Creditors more than one year 5

Provisons for lighilities and charges 6

Net Assets

Financed by

Public dividend capitd trid baance
Revduation reserve 7

Donation reserve 8

Income and expenditure reserve (1,455 - 1,820)
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£000 £000
6,650 1%
45,650 3
27,512
(22,107)
57,705
2,940
5,570
3,330 2
11,840
(7,340) 1
4,500
(24,100) s
(4,160) 1
33,945
29,600
3,405 3
1,305 1
365 s
33,945
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Working 1
Per trid baance 6,570
Indexation (note 2) 155 Y
Additions (note 2) 150 Ya
Revaudion (note?) (225) Ya
6650
Working 2
Per trid baance 45,550
Indexation (note 2) 1,770 Ya
Additions (note 2) 1,870 Ya
Revauation (note?) (520) Ya
Depreciation (3,025) Ys
Indexation on donation 10 7
Degpreciation on donation (5 Ya
45,650
Working 3
) £000
Per trid balance 5,100
Per note 4 (400) Ya
Per note 5 650 Yo
Per note 2 (150) Ys
Per note 2 (1,870) Y
3,330
Working 4
£000
Per trid baance
Instalments due on loans 1,190
Interest payable 1,110 1 mark for all items
NHS creditors 1,590
Other creditors 3,450
7,340
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Working 5
£000
Per trid balance
Longtermloans 23,100
Note4 1,000
24,100
Working 6
£000
Per trid balance 2,370
Note 1 1,790
4,160
Working 7
Per trid balance

Indexation from note 2 (155+1770)
Revauation from note 2 (225+520)
Indexation on equipment from note 3

Indexation on depreciation equip from note 3
Working 8
£000
Per trid baance 1,300
Release of building deprec 5)
Indexation _ 10
1,305
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Question 3

The student should produce a report to incdude the following:
@ Sour ce of finance availableto the Trust:

Outright Purchase

Interna resources (depreciation and surpluses)
Interest bearing debt (Government)

Private sector borrowing

Public dividend capitd

L ease

Operdting lease
Financelease

Donation

(b)  Thefinancial implications should be considered as follows:
Purchase
Internal Resour ces

Appropriate if a Trust has a zero or anegative EFL.

A rae of return of 6% will be incurred in the form of capita charge equivadents
each year. The capita charge equivaents (depreciation and interest) will be taken
into account in the calculaion of the Trudts externa financing requirement and will
result in alower EFL.

The accounting entries are;

On acquigtion:
Dr. Fixed assets £1,200,000
Cr. Cash/creditors £1,200,000

Each year the asset would be depreciated on a straight line basis over the 10 yeer life.
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Dr. Income and Expenditure account £120,000
Cr. Accumul ated depreciation £120,000

The assat will be indexed each year n accordance with nationally prescribed indices. The
entrieswill be

Dr. Fixed assets
Cr. Revauation reserve

With the amount of the increase in the value of fixed assets (note entries would be reversed if
the asset re-valuation is downward.)

Dr. Revduation reserve
Cr. Accumulated depreciation

With the amount of the backlog depreciation
Interest Bearing Debt

Mugt be within the EFL.
Will incur interest charges a the government rate and is repaid over a defined
term eg 20 years.
The trust must makea 6% rate of return on the asset.
Interest will be charged to the Income and expenditure account
Accounting entries are:

Upon acquistion:
Dr. Fixed assets £1,200,000
Cr. Interest bearing debt £1,200,000

Each year the asset would be depreciated on a straight line basis over the 10 yeer life.

Dr. Income and Expenditure account £120,000
Cr. Accumulated depreciation £120,000

The ast will be indexed each year in accordance with nationdly prescibed indices. The
entrieswill be

Dr. Fixed assets
Cr. Revduation reserve

With the amount increase in the vaue of fixed assets (note entries would be reversed if the
asset re-vauation is downward.)
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Dr. Revduation reserve
Cr. Accumulated depreciation

With the amount of the backlog depreciation
Private sector borrowing

Will have to be within the EFL

Usudly poorer vaue than borrowing from the government

The trust must make a 6% rate of return on the asst.

Only alowed if the Trust can demongtrate that thisis better vaue for money

On acquisition:
Dr. Fixed assets £1,200,000
Cr. Longtermloans £1,200,000

Each year the asset would be depreciated on astraight line basis over the 10 yeer life,

Dr Income and Expenditure account £120,000
Cr. Accumulated depreciation £120,000

The assat will be indexed each year in accordance with nationdly prescibed indices. The
entrieswill be

Dr. Fixed assets
Cr. Revauation reserve

With the amount increase in the value of fixed assets (note entries would be reversed if the
asset re-vauation is downward.)

Dr. Revauation reserve
Cr. Accumulated depreciation

With the amount of the backlog depreciation
Public Dividend capital

It is unlikely that PDC could be used in this case because of the size of the capita
scheme,
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Lease
Operating Lease

If the st is leasad form aleasing company in the form of an operating lease, it will be
financed form revenue and the asset will not be capitaised.

The asset will not be depreciated.

The Trust will pay an annud lease charge to the lessor, which will be charged against the
income and expenditure account.

The asset will be no requirement for the Trust to make a 6% rate of return.
It will not count against EFL.

The accounting entries are;

Dr Income and Expenditure account
Cr Cash

With the amount of the lease charge each year.

Finance Lease

The lease will be classed as a finance lease if the discounted lease payments are more
than 90% of the fair asset value.

A rate of return will not be charged.

If the asset is financed by finance lease, it will be capitalised an the bal ance sheet.

It will be counted against the EFL of the trugt.

The accounting trestment is as follows (during the primary lease term):

Capitalisation:
Dr. Fixed assets £1,200,000
Cr. Creditors £1,200,000

With thefair value of the total minimum lease payments.

Depreciation:
Dr. Income and expenditure account £120,000
Cr. Provision for depreciation account £120,000

with the depreciation for the period.
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Payment of therental to the lessor:

Dr. Finance charges
Cr. Bank/Cash

Dr. Income and expenditure account
Cr. Finance charges

with the finance charge dement of the rentd payment

Dr. Creditors
Cr. Cash/Bank

with the capital eement of the rental payment for the period
Donation
The donation is treated as deferred income, which is gradudly released to meet the
annua cogt of using the asset, depreciation.
Will not count againgt the EFL.
The accounting trestment is as follows.
Acquisition:

Dr. Fixed assets £1,200,000
Cr. Donation reserve £1,200,000

Depr eciation:
Dr. Income and expenditure account £120,000
Cr. Accumulated depreciation £120,000
Dr. Donation reserve £120,000

Cr. Income and expenditure account £120,000

with the release of deferred income to the | and E account equal to the depreciaion
amount.

The assat will be indexed each year in accordance with nationdly prescibed indices. The
entrieswill be

Dr. Fixed assets
Cr. Revduation reserve

With the amount o the increase in the value of fixed assets (note entries would be reversed
if the asset re-vauation is downward.)
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Dr. Revauation reserve
Cr. Accumulated depreciation

With the amount of the backlog depreciation 4
Report format 1
(22)
(25)
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Question 4

@

The candidate is expected to consder the usars and uses of the externd financid
informeation only. Particularly the Trugst Financia statements and the AGM. The candidate
must consider both the users ad the potentid uses of the information to gain maximum
marks. (ref: SU 1 OLM)

Possible users and uses are suggested below but appropriate credit should given for other
relevant examples.

User Use
Centrd government Legitimate expenditure
Statutory duties have been met

Compliance with targets
Minimum sarvice provisions met
Generd public To assess performance of Trust as voters and potentia
patients
To confirm thet taxes are justified

Employees Scope for sdary increases
Assess performance

Manegers of the Trust Budget preparation
Strategic planning
Asessing performance and efficiency

Suppliers To assess whether services and goods will il be
required
To assess whether the Trust will continue to be a good
payer

Purchasers (GPFHs, HAS) Prices and cost of service provison
Cod effectiveness

Compstitors (other trusts, Information that may help them gaina

Private hedth care) competitive advantage
Regulators (ombudsman) The organisation has met service commitments effectively
Private finance providers Organisation is well managed and investment is secure

Information to compare their return with dternative
sources of finance
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Pressure groups (trade Equity of service provison
Unions)
(2 mark for each user and %2 mark for each use to a maximum of 4 for uses and 4 for users)
8

(b)

The candidate should address dl the issues in the memo and respond using a memo or
letter formet gain full marks.

Memo point 1: Ref SU 9 Block 2 OLM

The EFL is the ‘Externd Financing Limit'. It limits a Trusts access to externd
finance. It isin effect ‘ permission to borrow to finance capita spending'.
Cdculated as new loans taken out, less repayments of loans during the yesr,
plus or minus net changesin deposits and other holdings of liquid assets.
Nationd target for EFLs set through the PES process.

In order to meset the target trusts must monitor debt repayment and borrowing
(should borrow and repay according to levels set in EFL cdculation), capitd
expenditure (and therefore dippage on capita schemes), and working capital
elements particularly at year end.

Trugts can have poditive, negative or zero EFLs. A positive EFL means that
capitd spending for a trust exceeds interndly generated resources (i.e.
depreciation or retained surplus's), and so will have to borrow to finance
capitd expenditure. A negative EFL means that capitd spending for a trust is
less than interndly generated resources. A trugt is not dlowed to spend dl on
capital but must use some to repay loans.

Q)
Memo point 2: Ref SU8 Block 2 OLM

Cdculation of rate of return

Relevant surplus/average relevant net assets x 100%
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Reevant surplus is the surplus as per 1& E account less finance charge eement
of finance lease payments.
Relevant assets are Tota capital and reserves

less

Donétion reserve

Assetsin the course of congtruction

Cashinvested

RAus

Short term loans and overdrafts
Reasons for over or under achieving may include, not breaking even on I&E,
revaluaion of assets.

4

Memo point 3:

Déliver grategic ams of trust.
Meet legiddtive requirements. eg. Hedlth & Safety etc.
Maintain competitive advantage. e.g. Medica Technologica Develop.
Changing medical demands.
Separate revenue and capital.
4
Memo point 4: SU9, Block 2 OLM

Definitions of Interest bearing debt and public dividend capitd (as per page 48
OLM)
Identification of the repayment terms of IBD and PDC and the

difference between them.
1 for presentation

(4)
(29
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Question 5
(& Revised budgetary control statement

SEAGRAVE NHSTRUST
RADIOLOGY DEPARTMENT
Budgetary Control Statement for the period to the end of August

Annual Budget Exp Variance  Working
Budget to date to date
£ £ £ £

Pay
Chief Radiographer 40,667 16,750 17,120 370 2
Senior Radiographers 83,367 34,338 34,340 2 2
Basic radiographers 105,733 43,550 55,520 11,970 2
Nursng 33,063 13,776 13,770 (6) 1
Admin and clericd 20,050 8,354 8,320 (34)
Total Pay 282,880 116,768 129,070 12,302
Non Pay
MSSE 41,000 17,083 16,900 (183) 6
Drugs 54,090 22,538 26,120 3,582 5
Pathology tests 12,000 5,000 1,010 (3,990)
Rinting 4
Office equipment 500 208 300 92
Disposable dressings 4,780 1,992 2,251 259
Computer hardware
and software 15,000 6,250 6,500 250 3
Maintenance contracts 2,500 1,042 1,042 7
Travel 600 250 300 50
Books and periodicals 50 21 0 (21)
X Ray film 2,680 1,117 1,300 183
X Ray chemicads 3,000 1,250 1,115 (135)
Recharges
Capita charges 48,000 20,000 20,000 8
Total Non Pay 184,200 76,751 76,838 87
Total Expenditure 467,080 193,519 205,908 12,389

FRHSXM
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Workings
1. Nursng pay award not included. Adjustment of budget required

32100*1.03 = 33063 Annual budget
13375*1.03 = 13776 Budget to date

Revised variance = 13770-13776=(6)
2. PAMS pay award not included. Adjustment of budget required

Chief radiographer = (40000*0.025* 8/12) + 40000 = 40667 annual budget
(16667/5*0.025)+16667 =16750 budget to date
Revised variance = 17120-16750=370

Senior radiographer = (82000*0.025*8/12) + 82000 = 83367 annud budget
(34167/5*0.025)+34167 =34338 budget to date
Revised variance = 34340-34338=2

Basic radiographers= (104000*0.025*8/12) + 104000 = 105733 annual budget

(43333/5*0.025)+43333 =43550 budget to date
Revised variance = 55520-43550=11970

3. Software received to be accrued for in expenditure
4. Printing expenditure journalled to another budget centre

5. Drug budget to be adjusted for pricesincrease

53000* 1.03=54590 Annua budget
54590/12*5 = 22746 Budget to date

Budget virement of £500 to betransferred to surgery
budget to date = 54090/12* 5=22538
6. Miscoding of MSSE
Exp to date = 16500+400 = 16900
7. Maintenance contract, adjustment made for effect of part year
2500/12*5=1042
8. Capita charges accrua

48000/12*5=20000, accrual of 8000 required
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(b) Thereport should include the following:

A statement of what the revised position of the department is, i.e. £12,389 overspent
a month 5, and the sgnificance of thisif it continuesto year end.

Andysis of the variance caused by the position regarding the radiographers.

The senior grade is gill being paid a sdary therefore no spare money available on senior
radiographer line.

The basic grade that is acting up and so being paid the difference between the two grades.
The effect of thiswould be

Cost of senior grade = 83367/3=27789 per annum
Cost by month 5= 11579

Cost of basic grade = 105733/5=21147

Cost by month 5= 8811

Difference = 11579-8811=2768

NB: Students may ca culate the effect of months 1-4 and then month 5 separately due to the
pay award. The difference is not consdered to be materid and students that do not
caculate the effect of this should not be penalised.

The agency staff is causng overspend also on the basic grade line.

Codt of agency staff

Cost of basic grade radiographer 21147 * 1.1 = 23262

Cost by month 5 = 23262/12* 5=9692

Total overspend = 9692+2768 = 12460, this accounts for al overspend on thisline.

A comment on the overspending drugs line or the under-spend on the pathology tests
line (reasons may include a reduced amount of activity)

(c) How the budget report could be improved upon
Incluson of budgeted WTE figures to indicate the establishment
Incluson of actud WTE to indicate number of saff in post

Inclusion of abudget and actud for the month in question
Separation of the agency staff by creeting a separate line on the budget report
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Credit should be given for each valid point up to a maximum of 4 marks 4

Additiond information that could aso be provided would relaie to activity. For example:

(d)

1 mark is available for each point up to a maximum of 3 marks.

Number of patients
Number of x rays performed
Number of pathology tests requested

Inclusion of capita charges for equipment

Makes the budget holder aware of full cost of equipment used i.e. capital charges that
are payable

Impact on prices

Capitd charges that may be incurred if disposals of equipment occur that dill have a
net book value.

Impact of expensive new equipment

(15)
(25)
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