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CORRESPONDENCE FROM THE SCOTTISH GOVERNMENT TO PUBLIC AUDIT 
COMMITTEE, DATED 8 DECEMBER 2014 
 
Dear Mr Henry 
 
Auditor General for Scotland (AGS) Section 22 Reports: 
The 2013/14 Audit of NHS Highland: Financial Management 
The 2013/14 Audit of NHS Orkney: Financial Management 
 
Thank you for your letter dated 10 November 2014 following the meeting of the Public Audit 
Committee on 5 November 2014 where the Committee took oral evidence from the AGS on 
the Section 22 reports detailed above.  You also agreed at the meeting to seek a response 
on the findings in both Section 22 reports from me, which I am pleased to provide below. 
 
Any support the Scottish Government has provided NHS Highland and NHS Orkney to 
improving their financial management and future financial forecasting. 
 
Partnership Funding – The Scottish Government is committed to ensuring the long term 
sustainability of Scotland’s three island Boards (NHS Orkney, NHS Shetland and 
NHS Western Isles).  The independence of these Boards allows them to develop and deliver 
services which meet the needs of their local population in ways which reflect the challenges 
of providing high quality services for island communities.  Since 2008 the Scottish 
Government has provided support funding to each of the island Boards of £0.250 million per 
annum.  The purpose of this funding is to enable these Boards to extend the concept of 
collaborative working to non-clinical as well as clinical issues; allowing them to enter into 
arrangements with partners to strengthen their capability in areas such as: 
 

 Human Resources 

 Finance/Payroll 

 Governance 

 Planning 
 
The funding is deployed by the island Boards to support the priorities that they themselves 
identify given the challenges they face and their own assessment of where a collaborative 
arrangement can add most value to their Board and local population. 
 
Brokerage – This is a mechanism whereby the Scottish Government can work with Boards 
to support their medium to long term financial planning by providing additional in-year 
funding that is recovered in future years.  Both NHS Highland and NHS Orkney have been in 
receipt of brokerage to assist them in managing their financial positions. 
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NHS Highland 
 

 
 
In summary, brokerage was provided to cover pressures resulting primarily from the 
overspend within the Acute Operating Division (Raigmore).  The agreed repayment profile is 

£0.5m, £1.0m, £1.0m over 3 years commencing 2014-15. 

 
NHS Orkney 
 

 
 
In summary, brokerage was initially provided to support the implementation of a revised 
clinical strategy.  Original brokerage provided over a 3-year period from 2009-10 to 2011-12.  
An additional element of brokerage was provided in 2013-14 to support the impact of 
additional costs associated with medical locums.  Repayment was rephased and aligned to 
planned additional future NRAC parity funding, with full repayment remaining within the 
original timeframe. 
 
NHS Highland – Review of Financial Plan – The Board carried out a review of its financial 
plan and in-year performance during 2013-14.  Whilst the review was carried out at the 
request of the Board, this was done with the agreement of and facilitated by the 
Scottish Government.  The purpose of the review was to seek an overall external 
assessment of the achievability of NHS Highland’s forecast financial outturn for 2013-14, 
also the potential for the NHS Board to successfully develop a financial plan for 2014-15 
which will enable the Board to continue to manage within its RRL (Revenue Resource Limit). 
 
The overall conclusion of the report was that NHS Highland should be capable of following 
through to complete those actions identified during the course of the review and manage 
within its RRL for 2013-14. 
 
In terms of forward planning for 2014-15, the review concluded that NHS Highland is seeking 
to take a more strategic approach than before, increasing the likelihood of being able to 
produce a deliverable financial plan. 
 
In summary, the Scottish Government took reassurance from reviewing this report that 
actions had been identified which in turn would deliver financial balance in the current year 
and that strategic forward planning was in place to produce a financial plan (2014-15) which 
is both achievable and sustainable. 
 
 
NHS Directors of Finance Meetings – Regular meetings are led by the Scottish 
Government Health and Social Care Directorates, chaired by the Director of Health Finance, 
eHealth and Pharmaceuticals.  These meetings take place approximately every 6 weeks and 

2013-14 2014-15 2015-16 2016-17 Total

£m £m £m £m £m

Opening balance                  -           2.500           2.000           1.000                     - 

Brokerage           2.500                  -                  -              2.500

Repayment (Revenue)                  - (0.500) (1.000) (1.000) (2.500)

Closing balance           2.500           2.000           1.000                  -                     - 

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 2017-18 Total

£m £m £m £m £m £m £m £m £m £m

Opening balance  -           1.110           2.121           4.057              4.057           4.062           4.062           4.062           0.848           0.000

Brokerage           1.110           1.011           2.259                  -              1.000                  -                  -                  -                  -           5.380

Repayment (Capital)                  -                  - (0.169)                  - (0.257)                  -                  -                  -                  - (0.426)

Repayment (Revenue)                  -                  - (0.154)                  - (0.738)                  - (3.214) (0.848) (4.954)

Closing balance           1.110           2.121           4.057           4.057              4.062           4.062           4.062           0.848           0.000                  - 
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cover a range of topical finance issues including financial performance and future financial 
planning.  It is also a networking opportunity for Directors of Finance to share current 
developments, including best practise in the delivery of efficiency savings. 
 
Meetings with Directors of Finance – In addition to the Directors of Finance Meetings 
referenced above, SG official also have regular engagement and dialogue with Directors of 
Finance.  These meetings can be formal, for example the Annual and/or Mid Year Reviews 
that take place between Scottish Government and Health Boards.  Alternatively, meetings 
can be more informal, including telephone calls and discussions in the margins of more 
formal discussions.  Review meetings are led by SG Performance Management colleagues, 
but sometimes include the attendance of a SG Finance representative, which can include the 
Director or Deputy Director of Finance.  Regardless, the Board’s financial position is always 
on the agenda, providing the Board with an opportunity to reflect on performance to date, 
emerging issues, projected forecast outturn for the current year including an assessment of 
risk and future financial planning. 
 
The Health Finance Department also operates a “Board Lead” system, where each 
Board/Director of Finance has a named contact within the Scottish Government to assist with 
more routine engagement and/or emerging financial issues. 
 
With regard to direct engagement with SG Health Finance, meetings/discussions took place 
on the dates below: 
 
NHS Highland: 11 September 2013 
   18 September 2014 
   20 September 2014 
   8 October 2013 
   13 December 2013 
   25 February 2014 
 
NHS Orkney:  23 August 2013 
   29 October 2013 
 
Other conversations have taken place as part of normal business. However, not all of these 
are recorded, more often the conversations are considered alongside the monthly Financial 
Performance Returns (FPRs) submitted by NHS Boards to SG during the financial year 
 
Corporate Finance Network (CFN) – This is a group of senior NHSScotland Finance 
colleagues, primarily consisting of Deputy/Assistant Directors of Finance or equivalent.  The 
Scottish Government engages in the work of this group by attending the meetings and 
providing regular updates on key matters such as assumptions relating to financial planning. 
 
Local Delivery Plans - SGHSCD engages with all Boards in relation to the development of 
their Local Delivery Plans (LDPs), which includes a Financial Plan.  The Health Finance 
Division considers all draft financial plans, looking at the associated risk and providing 
Boards with support and challenge in relation to the development and finalising of these 
financial plans.  The aim is to agree financial plans in advance of the start of the new 
financial year commencing 1 April.  Both NHS Highland and NHS Orkney had their financial 
plans approved by the end of March. 
 
Any support the Scottish Government has provided NHS Orkney and NHS Highland 
with workforce planning  and with recruitment and retention of staff 
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Workforce planning and recruitment and retention are the responsibilities of Boards and 
there has been no financial assistance given to either Board specifically for these purposes 
by Scottish Government.  However, Scottish Government is taking a coordinating role in a 
pan-Scotland approach to workforce planning which is intended to produce a range of 
improvements from which it is expected that all Boards, including Orkney and Highland, will 
benefit.  All northern Boards face challenges in recruiting to the craft workforce and for this 
reason the Boards pay a recruitment and retention premium.  Scottish Government has 
supported the Boards in taking this approach through the Scottish Terms and Conditions 
Committee (STAC) and has similarly supported Boards in the use of the distant islands 
allowance. 
 
What other actions the Scottish Government is taking to support NHS Boards, in light 
of the issues which arose at NHS Orkney and NHS Highland. 
 
The information provided in response to the two questions above demonstrates our 
commitment to working in a constructive and supportive way with all NHS Boards whilst 
ensuring that the lines of accountability remain clear.  Funding for Boards has continued to 
be protected in relative terms, with real terms increases in resource funding.  This means 
that, together with efficiency savings which are retained for local reinvestment, Boards are 
able to meet inflationary pressures.  For those Boards that receive funding below their NRAC 
share, we have set aside additional funding in order to accelerate a movement towards 
parity and our aim is that no Board will be less than 1% below parity by 2016-17. 
 
We also provide specific funding to Boards in relation to key areas of pressures: 
unscheduled care and waiting times being two of these. This funding can be targeted to the 
areas of greatest need. 
 
In relation to NHS Orkney and NHS Highland we have had several discussions since the 
publication of the Audit Scotland reports aimed at fully understanding the specific issues 
which arose and providing advice and support to the Chief Executives and Directors of 
Finance in taking forward an appropriate plan of action.  We have also met with Audit 
Scotland to understand the extent to which the issues identified in these reports could apply 
elsewhere. As a follow up Audit Scotland will attend a future Directors of Finance meeting to 
discuss wider issues of financial reporting and forecasting.  
Finally, we are in the process of conducting a detailed mid year review of the financial and 
performance position in all Boards.  This will ensure that we have the most up to date 
knowledge of the NHSScotland position and the level of financial and performance risks.  It 
will also allow us to work with those Boards where tailored support may be required to 
ensure that services are delivered as planned in the LDP. 
 
 
Yours sincerely 
 
 

 
 
Paul Gray  
 


