
WRITTEN SUBMISSION FROM NHS HIGHLAND TO THE PUBLIC AUDIT 

COMMITTEE, DATED 13 JANUARY 2015 

Background Information 

In 2013/14, NHS Highland had a revenue budget of around £725m.  In order to 

break-even it agreed brokerage from the Scottish Government of £2.5m.  This is 

equivalent to around 0.3% of the revenue budget.  Brokerage is a mechanism used 

relatively frequently in the NHS and should be seen in the context of the financial 

regime that requires boards to break-even each and every financial year but does 

not allow boards to hold reserves, borrow or to carry underspends forward.  This 

contrasts with the Local Authority regime which allows borrowing and the holding of 

reserves.  The table below shows that seven of the 14 territorial boards have 

required brokerage at some point in the last five years. 

Table 1 – Brokerage arrangements 2004-2019 

 

Timeline 

Appendix A summarises the timeline of key events relevant to the Section 22 report 

issued by the Auditor General.  This was considered by Board members at the Board 

meeting on 2 December 2014.  The draft minutes from this discussion at the Board 

meeting are included at Appendix B.  

Internal Audit 

In response to the Section 22 report, management commissioned a review by 

Internal Audit.  The scope of this review was discussed with the Board’s Audit 

Committee, which was attended by external audit and shared with Scottish 

Government.  External Audit were given the opportunity to comment on the scope 

but had no further observations to add to the discussion at the Committee.  The 

headline findings from this review are summarised in Appendix C.  A draft of the full 

report has been discussed at the Audit Committee (with External Audit in 

Brokerage 

by Year 

£m's 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19

Total 

Brokerage 

by Board

Brokerage 1.11  1.40  2.51  

Repayments (0.36) (2.15) 

Brokerage 2.10  11.00  13.10  

Repayments (1.55) (2.57) (3.57) (4.41) 

Brokerage 2.50  2.50  

Repayments (0.50) (1.00) (1.00) 

Brokerage 13.80  6.00  10.00  29.80  

Repayments (6.00) (7.00) (3.80) (3.00) (2.00) (4.00) (4.00) 

Brokerage 1.11  1.01  2.26  1.00  5.38  

Repayments (0.32) (1.00) (3.21) (0.85) 

Brokerage 2.25  2.85  5.10  

Repayments (0.25) (4.05) (0.80) 

Brokerage 3.10  3.10  

Repayments (0.63) (0.59) (0.26) (0.54) (0.54) (0.54) 

Brokerage 0.32  16.58  3.86  20.76  

Repayments (3.65) (6.43) (6.19) (4.49) 

Total Brokerage by Year 13.80 0.00 6.00 0.00 0.00 4.21 3.11 14.69 30.23 10.21 0.00 0.00 0.00 0.00 0.00 82.25

NHS Fife

NHS Forth Valley

NHS Highland

NHS Lothian

NHS Orkney

NHS Tayside

NHS Western Isles

NHS 24



attendance) and the finalised version is due to be discussed at the Board meeting on 

3 February 2015. 

Nick Kenton 

Director of Finance 

NHS Highland  



Appendix A 

Timeline of Key Events Relevant to the Section 22 Report 

Time Committee Description 

28 May 2013  Audit  Committee Internal audit on Raigmore financial 

management underway (at the request of 

management).  

1 July  Improvement 

Committee 

May figures considered.  Potential forecast 

overspend reported as £8.2m.  Raigmore 

management team tasked to develop action 

plan.   

13 August  Board meeting June figures considered.  Potential forecast 

overspend £9.8m.  Report describes this as 

‘significant’ and further actions required. 

2 September Improvement 

Committee 

July figures considered.  Potential forecast 

overspend £10.8m (of which Raigmore £8.5m).  

Paper from Raigmore with action plan. 

10 September Audit Committee Reports from Raigmore.  Minutes show a 

detailed discussion with non exec member about 

finances. 

1 October Board meeting August figures considered.  Potential forecast 

overspend £9.6m.  Report refers to actions 

being taken in Raigmore. 

4 November  Improvement 

Committee 

September figures considered.  Potential 

forecast overspend £9.5m (of which Raigmore 

£8.5m).  Report from Raigmore, but actions not 

quantified. 

3 December   Board meeting October figures considered.  Potential forecast 

overspend £8.5m. 

10 December Audit Committee Update on Raigmore including update on Action 

Plan and in-year position.  Recovery plan 

presented. 

13 December  Mid-year Review  Scottish Government (SG) summary letter of the 

Review confirms anticipated break-even but 

notes the risks.   

6 January  2014 Improvement 

Committee 

November figures considered.  Potential 

forecast overspend £6.5m. 



4 February  Board meeting December figures considered.  Potential 

forecast  overspend £5.6m but still formally 

reporting break-even.  (NB this was a £2.9m 

improvement on October – so trajectory still 

reasonable and plans in place). 

3 March Improvement 

Committee 

January figures considered.  Potential forecast 

overspend.  £5.5m still to find (compared to 

£5.6m at month 9).  Raigmore position 

deteriorated.  Report says ‘in dialogue with 

colleagues in SG regarding the options for 

managing the position’. 

6 March Scottish 

Government 

Confirm brokerage figure in principle with SG.   

12 March Scottish 

Government 

Brokerage of £2.5m (0.3%) confirmed and CEO 

informs Chair. 

25 March Board papers Board papers and media briefing issued – 

stating £2.5m brokerage requirement. 

1 April Board Discussion on £2.5m brokerage.   

13 May  Audit Committee Follow up internal audit on Raigmore financial 

management.   

9 June Annual review Chair acknowledges need for brokerage. 

26 June Audit Committee Accounts signed by Audit Scotland as 

unqualified.   

9 September Audit Committee Reported to the Audit Committee that in August 

External Auditor explains that Auditor General 

minded to raise S22 and now confirmed. 

7 October Board meeting S22 still confidential draft and discussion in 

public not possible but considered in-committee 

Board meeting. 

24 October Parliament  Accounts and S22 laid before parliament. 

5 November Parliamentary 

Audit Committee 

S22 discussed in public in Audit Committee. 

 

 

  



Appendix B 

Extract from Draft Minutes of Board Meeting held on 2 December 2014 

Auditor General Section 22 Report:  Timeline of Key Events   
Report by Elaine Mead, Chief Executive  

 
The Board was aware that the Auditor General raised a Section 22 Report relating to 

the 2013/14 audit of NHS Highland.  A Section 22 Report is a report prepared under 

Section 22 of Public Finance & Accountability (Scotland) Act 2000, which allows the 

Auditor General to bring issues to the attention of the Scottish Parliament.  This 

report (which can be accessed on Audit Scotland’s website) was laid before 

parliament alongside the Board’s accounts on 24 October 2014.  Subsequently, the 

report was considered by the Parliamentary Audit Committee on 5 November 2014, 

and attracted significant media attention.   

This Committee was attended by the Auditor General and the External Auditor.  No 

officers of the Board were invited to attend the Committee at this stage  It is 

understood that the Board’s Chair,  Chief Executive and Director of Finance will be 

invited to attend the Committee in early February 2015.  If called they will have the 

opportunity to formally respond to the concerns raised by the Committee and this 

would be in public.  

Ms Mead referred to the timeline detailed in Appendix 1 of the report which detailed 

key events relevant to the Section 22 Report from May 2013 until the Parliamentary 

Audit Committee on 5 November 2014.   

Mr Coutts advised members that it was important to consider the Audit Report and 

there was information within the report that could help NHS Highland improve our 

governance.  In relation to comments contained within the report he referred to the 

mention of the Board hearing late in the year regarding the financial position.  He 

confirmed that the financial position had been reported in the local press in 

September, October and November 2013 and the financial position had never been 

kept from the Board.  He highlighted the importance of being able to present 

evidence and a timeline to the Public Audit Committee.  The information relating to 

the financial position was in the public domain and was reported regularly at the 

operational committees, Improvement Committee and the Board.   

There followed a detailed discussion on the report.  Dr Foxley referred to the audit 

report on resource allocation and the fact that NHS Highland was currently under-

funded.  Mr Creelman advised that he had in no way felt misled or “kept in the dark” 

regarding the financial position last year.  Dr Alston agreed and asked that it be 

recorded that he, as a Board member, was personally outraged at the reporting of 

the situation and suggested that the Board might consider they were “corporately 

outraged”. 

Mr Evans advised that he had also been enraged at some of the comments 

regarding financial misconduct, as Chair of the Audit Committee.   



Mrs Duncan endorsed the previous comments.  She advised that seeing the timeline 

was helpful and the Public Audit Committee might have taken a different view had 

they had this information at the time.   

The Chair advised that while it was critical for the Board to hold meetings in public, it 

was also good governance for Board members to have the opportunity to meet 

outwith formal Board meetings, although all decision should be made in public.   

Ms Wilkinson also endorsed all previous comments, confirming that there had been 

transparency throughout the process.  She commended the Chief Executive and 

Director of Finance in dealing with this difficult situation.    

Mr Palmer agreed with comments from other Board members confirming that this 

was also the view of the staffside.  He also highlighted the wider agenda regarding 

funding of public services in general.   

The Chair thanked all Board members for their contribution and confirmed that there 

would be further feedback following the meeting of the Public Audit Committee in 

February 2015.  The Chief Executive thanked Board members for their support and 

confirmed that the Executive Team would continue to do their best for NHS 

Highland.   

 

The Board 
 
a Noted that the draft confidential Auditor General Section 22 Report was 

considered by members in-committee in October. 

 
b Noted the timeline regarding the issues raised in the Section 22 from the Auditor 

General Report relating to the 2013/14 financial audit of NHS Highland. 

 

c Advised the Chair, Chief Executive and Director of Finance on issues to share with 
the Public Audit Committee in February 2015 in terms of the S22. 

 

 

 

 

 

 

 

 

 

 



Appendix C 

Note from Internal Audit Summarising the Findings from the Section 22 Review 

Internal Audit 

Section 22 Review 

Summary Note 

Within this review we were commissioned to cover 3 key areas; financial 

management at Raigmore Hospital, financial reporting to the Board during 2013/14 

and financial planning, control and reporting to deliver financial balance in 2014/15.  

We agreed 4 control objectives with management and to meet these control 

objectives we have carried out an in depth audit, analysing financial reports, Board 

Development Session notes, financial evidence and other relevant information 

relating to the period in question within 2013/14, as well as reporting in 2014/15.  

This includes verifying the validity of the timeline of events prepared by NHS 

Highland and submitted to Scottish Government.  We carried out a detailed follow up 

of progress against internal audit recommendations at Raigmore Hospital, as well as 

interviewing several Non-Executive Board members, determining from them their 

opinion on the events and actions that led to brokerage being required in 2013/14, 

what was reported to them and when, and how informed they felt throughout the 

process.  

We are able to understand why questions or issues were raised by Audit Scotland, 

and our more in depth review has allowed us to gather further information relating to 

the events and reporting that occurred, as well as the root causes of the issues, not 

just the consequences.  We have not identified any evidence that information was 

deliberately withheld from the Board, nor that information should have been identified 

or communicated earlier, especially regarding brokerage.  We have however raised 

a recommendation to improve the timeliness of financial information extracted from 

the ledger and reported to the Board or relevant committee.  All information was 

reported at the next relevant Board or governance committee meeting, as well as 

informally.  The financial management issues that directly caused the need for 

brokerage could potentially have been avoided, however appropriate controls have 

subsequently been implemented.  Issues raised previously regarding financial 

management in Raigmore are valid, however considerable action was taken as soon 

as the issues were identified.  Unfortunately, given the issues being identified in 

Quarter 4, there was not sufficient time to achieve adequate savings to rectify the 

situation and deliver financial balance. 

Within the report, we have highlighted several opportunities for improvement, where 

we feel NHS Highland can enhance current processes and make financial reporting 

more robust going forward.   

The main findings against the four control objectives agreed within the assignment 

plan are: 



1). Follow up of agreed actions from previous internal audit reviews of financial 

management at Raigmore Hospital 

Whilst achieving financial balance within Raigmore is still a challenge, with the unit 

forecasting an £8.5m overspend, considerable progress has been made against the 

previous internal audit recommendations in recent months. 25% of the 

recommendations have been completed, whilst a further 67% have been well 

progressed.  A lot of change has taken place since we carried out the audit, 

implementing additional controls and more stringent scrutiny and monitoring of 

budgets, vacancies and additional activity.  One of the key actions relates to 

accountability of budget holders.  The Raigmore Head of Finance has developed a 

Budget Holder Register and implemented several new controls, all of which should 

help improve the accountability at all levels.   

There were specific circumstances which contributed to the financial issues in 

2013/14, but we have verified the costs and events that led to the board requiring 

brokerage.  These issues were partly due to poor financial management by previous 

Raigmore Hospital management.  However, when the issues were identified, central 

health board management did take appropriate action.  The financial management 

issues have not all been resolved, evidenced by the current forecast overspend 

position, however there has been progress, from which benefits should hopefully be 

achieved in 2015/16. 

Another contributing factor is that there is a perception that Raigmore is under-

funded.  According to the NRAC formula, NHS Highland was 2.2% (£11.3million) 

below its target funding level in 2013/14, as well as being 2.3% (£12.3million) below 

in 2014/15 (figures from Audit Scotland NHS Financial Performance 2013/14 

Report).  The revisions to the formula show that NHS Highland may have been 

under-funded for a number of years.  Raigmore now has in place a strong 

management team who are slowly, but successfully, changing the culture within the 

unit.  

2). Timeline of financial reporting to the Board during 2013/14 

We have concluded that, whilst additional costs and movements away from the 

forecast financial position were only identified in January 2014 and reported in 

February 2014, this was, in fact, when the issues arose and so the specific issues 

could not have been reported any earlier.  We have validated the timeline of events 

prepared by NHS Highland and deem it to be true and accurate.  We have included 

a diagram of the timeline as an appendix to the report.  There is no evidence that 

information was deliberately withheld from the Board, nor not identified early enough.  

Each bi-monthly financial report submitted to the Board detailed the forecast 

overspend position, targets and non-recurring savings to be achieved.  Several 

Board reports covered the risks involved and concerns over achievability at a high 

level.  However, financial forecasting involves a substantial amount of judgement.  

Assumptions always have to be made about future activity levels and likely cost 

pressures and we believe that the reports presented to the Board during 2013/14 

could have been clearer about the assumptions made and the related risks.   



From our interviews with Non-Executive Board Members there has been a consistent 

message that they were kept well informed of the financial position and any related 

issues, as well as being content with the level of detail reported.  The Non-

Executives have been very clear in their support of and confidence in the Chief 

Executive and the Director of Finance.  As well as finance reports to committee 

meetings, Board members also received, and continue to receive, management’s 

monthly financial monitoring packs, along with qualitative information, as soon as 

they are issued.  This kept Board members updated on the financial position in 

between Board or Committee meetings.   

3). Ongoing and further planned changes to improve financial reporting and support 

board scrutiny 

We have taken a holistic approach, looking at how we can recommend 

improvements to the timeliness of reporting, and these have been included within our 

report.  It should be noted that NHS Highland has also made changes to its financial 

reports following the Section 22 report.  They now include more detail on the 

financial position overview, the risks involved in achieving break-even, as well as a 

trajectory to year end. We have recommended further options for improvement to 

make the financial reports more robust and enable further Board scrutiny. We have 

also raised a recommendation relating to clarity of language used within the finance 

reports in relation to the use of the term “forecast”. 

Finance has attended all of the Board Development Sessions to keep members 

informed, as well as communicating regularly with Non-Executive members through 

a range of forums and committees.  Currently the financial position is reported to the 

Board, Improvement Committee, Argyll & Bute Community Health Partnership 

Committee, Highland Health & Social Care Committee and this committee’s Finance 

& Performance Sub Committee. Within the report we have detailed further changes 

that NHS Highland has made, as well as actions they have implemented. 

4). Review of recovery plans, assumptions and clarity of the risk assessment 

underpinning these plans  

We can confirm that considerable action has been taken following the Section 22 

report and in order to deliver financial balance in 2014/15.  There is a financial 

recovery plan in place, and this has been shared with and scrutinised by the Board, 

Audit Scotland and Scottish Government.  NHS Highland has established a 

Delivering Financial Balance Programme Board, whose purpose is focused on 

achieving savings targets, by the monitoring and scrutiny of project charters and 

plans.  This group is attended by both management and Non-Executives, allowing 

Board members to gain additional comfort over the detail and actions being taken by 

managers to achieve savings and deliver financial balance.  The latest financial 

position is a potential projected overspend of £6.7m at Month 8.  The Board is still 

targeting break-even and have many projects on-going to achieve the necessary 

savings. 



Our work is on-going in determining the detail within the recovery plan, charters and 

savings plans, the level of risk assessment and assessing the assumptions 

underpinning the recovery plan and the project charters. 

 

 

 

 

 

 

 

 

 


