
1 

 

FINANCE COMMITTEE CALL FOR EVIDENCE 
 

PUBLIC BODIES (JOINT WORKING) (SCOTLAND) Bill: FINANCIAL 
MEMORANDUM 

 
SUBMISSION FROM COSLA 

 

 

Analysis of the Financial Implications 
 

1. In giving thought to the financial implications of the bill, three broad areas need to 
be considered: the potential of integrated arrangements to deliver efficiency 
savings; the mechanics of operating integrated budgets in pursuit of those 
objectives; and the additional cost to public authorities as a result of the bill.  

 
Potential Efficiency Savings 
2. A common definition of an efficiency saving is doing more for the same resource 

or doing the same with less resource. The financial memorandum makes clear 
that in respect of health and social care integration, the objective is to do more 
with the same: 
 
potential efficiencies should be considered in the context of the scale of the 
projected increase in expenditure attributable to demographic change… and will 
need to be reinvested within the partnerships in order to help meet demand.1 
 

3. This is because our ageing population is predicted to increase demand for health 
and social care services by between 18.4% and 28.7% between 2010 and 2030.2 
This equates to a potential funding gap in the order of £2.5billion against current 
levels of investment. So the context for developing integrated services is not 
about being able to reduce public expenditure on health and social care – no 
serious commentator thinks that is advisable; rather, it is about doing more (i.e. 
dealing with increasing demand) within existing resources to improve outcomes.  
 

4. Even then, the financial memorandum presents something of a conundrum. The 
main areas it identifies which are capable of using resources more efficiently are 
in respect of delayed discharge; anticipatory care; and reducing per capita cost 
variation. However, all of these efficiencies are contingent on being able to 
reallocate resources currently tied up in institutional settings. Delayed discharge 
efficiencies can be achieved by ‘reallocating expenditure from hospital to 
community based health and social care’;3 anticipatory care plans could result in 
lowering emergency admissions ‘if alternative care options were available to local 
care professionals, patients and carers’; and reducing per capita variation – 
which depends on reducing consumption of health and care resources to the 
average cost per head for the partnerships – will likewise depend on alternative 
care pathways being available.   

 

                                                      
1
 Financial Memorandum, paragraph 34 

2
 Financial Memorandum, paragraph 18 

3
 Financial Memorandum, paragraph 27 
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5. COSLA wholeheartedly agrees with the need to shift the balance of care. 
However, some would argue that the impact of increasing demand has not been 
fully factored into the Scottish Government’s analysis. Our colleagues in NHS 
Scotland continue to believe that a more efficient health and care system will be 
able to stifle demand for secondary care – but not reduce it below current levels. 
If that supposition is accurate, then we will be unable to make the cash-releasing 
savings from the acute sector in order to invest upstream in community based 
alternatives; and if we cannot invest in community based alternatives, we will not 
be able to stifle demand for acute care. In other words, there is a very real risk of 
a vicious cycle emerging over the next few years in circumstances of flat or 
limited growth in public expenditure.  

 
6. However, if we are simply using the NHS acute sector inefficiently, and there is a 

capacity to disinvest, then a different set of challenges emerge, which are more 
political in nature: we are going to have to close services. Now this may be the 
right thing to do – it may improve outcomes and deliver higher quality care – but 
we can anticipate these being highly unpopular decisions. We need to be able to 
inhabit this new landscape – and bring the public with us.  

 
7. Even then, however, we are calling on the Scottish Government and Parliament 

to resolve the longer-term funding challenges associated with the cost of health 
and social care to the public purse in Scotland. We are confident that the 
pressures building on the health and care system over the next twenty years 
cannot be met by better integrated services alone: the integration of health and 
social care is necessary but ultimately insufficient as a means of eliminating the 
£2.5billion funding gap that is likely to emerge.  

 
The Mechanics of Integrated Budgets 
 
8. COSLA agrees that a fully integrated budget – and the use of the ‘total resource’ 

- is necessary to give effect to integrated service planning and commissioning in 
pursuit of a common set of outcomes. However, there are a number of 
operational challenges which flow from the delegation of resources.  

 
9. The policy memorandum sets out three main risks to Local Authorities and Health 

Boards as a result of operating an integrated budget: 
 

 Budget setting; 

 In-year financial performance management; and 

 Management of acute sector provision. 
 
10. Taking these matters in turn, there are a range of practical considerations that 

require some thought. For example, in delegating a budget to another party 
(whether the Health Board or a body corporate), the local authority would need to 
be assured that the duties of the Section 95 Officer can still be adequately 
performed. 
 

11. In addition, the actual budget-setting process will need to be further considered. It 
will be important that the management of efficiencies/uplifts is agreed by both 
parent bodies and takes into account of the broader Scottish Government 
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settlement and inflationary/demand pressures before coming to an agreement. It 
will be also be necessary to synchronise the formal budget setting timelines 
between councils and Health Boards.    
 

12. For Health Boards with more than one local authority in their area, budgets will 
need to be discerned for each partnership area, and tensions may emerge as we 
move from historical spending patterns to weighted capitation. It is vital that the 
delegated budget from both parent organisations is completely transparent. 

 
13. In terms of in-year financial management, the potential for cross-subsidising 

activity would be heavily proscribed for both councils and NHS Boards (both 
councils and NHS Boards currently use cross-subsidisation as a tool to manage 
pressures) and this would require greater levels of discipline in spending – and, 
importantly, solutions to be developed for the management of over-spend. While 
this is clearly a job for partnerships locally, it is arguably too simplistic to suggest 
that overspend in social care budget lines becomes a council problem or 
overspend on prescribing an NHS problem.  
 

14. Finally, on the stability of the acute sector, our NHS colleagues are concerned 
about their ability to manage District General Hospitals which serve a regional 
population base (across several local authority areas). The route of this concern 
would seem to be in the requirement to distribute a significant part of the acute 
hospital resource to the body corporate, which will then ‘commission’ the level of 
acute care that reflects population need. Were some of those partnerships to 
identify a different usage pattern in respect of the consumption of acute resource, 
it is argued that this could leave these institutions having to build a budget from 
several different sources without an over-arching strategic plan for usage. What 
is more, there is concern about what happens in the event that the 
commissioning partnership uses more acute resource than it had intended to 
under the joint commissioning plan.  

 
15. We recognise that the scenario of a single Health Board with an irregular spread 

of District General Hospitals spread across a number of Local Authorities (the 
most common position in Scotland) is a particular challenging environment in 
which to progress the integration agenda and does not come without operational 
risk to the acute sector. However, it would be wrong to insulate the NHS acute 
budget from partnerships’ commissioning objectives and therefore we need to 
develop solutions that are capable of managing that risk. For example, there will 
need to be a supra-partnership agenda around the strategic development of the 
acute sector within and between Health Boards. We would suggest that this 
supra-partnership agenda is linked to individual Partnership Agreements. We 
also need to develop analytical capacities to map cost and activity data across 
health and social care partnerships. The Integrated Resource Framework pilots 
are instructive in this regard but now need to be rolled out to ensure that all 
partnerships have the requisite ability to examine cost and activity within the 
system.  
 

16. In light of all of the technical challenges set out above, COSLA believes that 
National Guidance will be required to assist in the delegation of budgets to 
partnership level. 
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17. In addition to the issues set out in the policy and financial memorandum, COSLA 

has worked with local authority Directors of Finance and we would want to draw 
the Committee’s attention to a number of additional technical issues which are 
subject to on-going work with the Scottish Government: 

 

 Accounting treatment and VAT 

 Financial recording and reporting 

 Financial controls, assurance and risk 

 Financial planning, financial performance management and finance 
function 

 Capital and assets 
 

18. VAT is a particular concern for COSLA. We are seeking early clarification from 
Scottish Government and HMRC as to the VAT arrangements that would obtain 
under the body corporate model. Further thought also needs to be given to the 
VAT implications of the body corporate acquiring more general financial powers 
in the future.  

 
Costs of the Bill 

 
19. In general terms, we welcome the Scottish Government’s commitment to funding 

one-off implementation costs of around £16.3 million, but we are disappointed 
that there is no funding commitment to the recurring costs for health boards and 
local authorities arising from the Bill.  
 

20. Having consulted with Local Authority Directors of Finance, we would offer the 
following observations on the costs of implementing the bill: 
 

 We anticipate that there will be an increased audit burden on statutory 
partners and therefore the stated additional cost of £150k across Scotland 
seems too low. The financial recording and reporting costs are likely to 
increase, irrespective of the integration model adopted; 

 We are unsure that funding for the Chief Officer can be met from the 
current CHP General Managers’ salary.  

 We are also disappointed to note that financial provision is being made to 
the NHS for CHP leadership post-holders who are displaced as a result of 
the development of partnerships, yet no similar resources, either recurring 
or non-recurring, are being made available to local authorities.  

 We think that other management costs could emerge within the parent 
bodies as a result of the restructuring caused by the formation of 
partnership boards; 

 The anticipated recurring costs associated with ICT seems low;  

 Additional costs associated with development of financial information has 
been identified for the health sector only; 

 It is unclear whether any assumptions have been made around 
remuneration for Board Members; 
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 The assumption that support services for the joint boards can be funded 
from existing CHP support services is unrealistic; not all CHPs currently 
have the full range of support services that will be required in the new 
Partnerships.  

 Section 45 talks about extension of schemes for meeting losses and 
liabilities for health service bodies. We have a concern that this will allow 
NHS to carry reserves from one year to another. 

 The Financial Memorandum correctly identifies the risks to VAT recovery 
and staff pay and conditions harmonisation, and estimates their potential 
annual costs at up to £32m and up to £27m respectively.  We are 
concerned that the Financial Memorandum does not commit the Scottish 
Government to fund these pressures should they occur in future. 

 Should staff transfer be required, we believe that he TUPE implications 
are significant and potential financial solutions may not meet TUPE 
regulations.  

 


