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FINANCE COMMITTEE CALL FOR EVIDENCE 
 

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

 
SUBMISSION FROM NHS LOTHIAN 

 
 
Introduction 
1. Lothian NHS Board and its four local authority partners supported the general 
principles in their joint response to the May 2012 consultation, and have already 
appointed Joint Directors for each local authority area.   Shadow Health & Social 
Care Partnership Boards are in place in West Lothian and in Edinburgh, and being 
established in Midlothian and East Lothian.    
 
Executive Summary  
2. NHS Lothian believes that integrated functions and resources should produce 
greater efficiencies.   However it is important to note that efficiencies do not always 
lead to cash-releasing savings.    If we were able to reduce the number of people 
delayed in our system this would release beds, which in itself is an efficiency and is 
also an important aspect of quality of care for the patient. If we can free up beds we 
then have more capacity and this in turn would allow us to reduce the number of 
people boarding or even the need to cancel elective, scheduled operations due to a 
lack of available beds.  
 
3. The process of implementing re-design often requires upfront investment, 
particularly alternatives to hospital admission  Resources across the public sector 
have been severely constrained in recent years and one initiative that would be 
important to see continue is that of the investment made through the Change Fund 
for Older People.  This is particularly important given the projected demographic 
changes in Scotland and Lothian, and the growth in the prevalence in dementia, offer 
two primary challenges to resources: 
 

 The ability to continue to provide routine services, and  

 the inevitability that the overall costs of providing health & social care services 
to the over 75s will rise in real terms. 

 
5. Integration gives an opportunity to mitigate the impact of some of the growth 
in demand for specialist forms of care at home, care in residential settings or care in 
hospital.  
 
6. The rate of admission to hospital will have to be massively reduced just for 
hospital services to stand still, let alone release resources for alternative methods of 
service provision.  If a material amount of resources is to be released from hospital 
care, this would require the closure of some acute hospital facilities.   There is 
extremely limited evidence of this being done quickly or successfully in Scotland in 
recent years and this would require full partnership support, engagement and 
consultation. 
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Did you take part in either the Scottish Government consultation exercise 
which preceded the Bill and, if so, did you comment on the financial 
assumptions made? 
7. Yes. 
 
8. Lothian NHS Board submitted a joint response with its four partners to the 
consultation in September 2012 with an overarching introduction by the Board’s 
Chief Executive. 
 
9. The response reflected the differences in each local authority area and a 
commitment to developing a continued local response to national priorities, whilst 
promoting a consistent and coherent approach to delivery mechanisms in securing 
improved health and care outcomes. 
 
Do you believe your comments on the financial assumptions have been 
accurately reflected in the FM? 
10. Yes.  
 
11. We welcome the acknowledgement of the risk and uncertainty associated with 
the financial effect in paragraph 35 in the FM and its re-emphasis in the invitation 
sent out to Boards and other public bodies by the Finance Committee on 2nd July 
2013. 
 
12. There are substantial issues with regard to addressing the financial 
implications of delegation of functions, which can only be properly defined by 
detailed work in each local authority area.     
 
Did you have sufficient time to contribute to the consultation exercise? 
13. There was sufficient time to draft a response to the consultation exercise in 
September, however it was not possible to produce an agreed unified submission by 
the stated deadline for this review by the Finance Committee.  This was because the 
process of taking the draft through the review process of several local authorities 
took longer than we had originally anticipated but it is important to state that NHS 
Lothian and its partners have been consistent in the responses submitted to the 
recent Call for Evidence through the Parliament’s Health and Sports Committee. 
 
If the Bill has any financial implications for your organisation do you believe 
that these have been accurately reflected I the FM? If not please provide 
details. 
14. Sections 9 to 36 of the FM set out the totality of the financial resource 
envelope for health and social care in Scotland, and the potential opportunities for 
efficiencies in utilisation of the resource. 
 
15. In particular sections 27 to 33 set out the assumptions around the calculation 
of savings of between £138m and £157m that could offset the projected increase in 
expenditure attributable to future demographic growth pressures on the resources 
available. 
 
16. In this particular area, the savings assumptions are:- 
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 Calculated at full cost 

 Assume the mix of post discharge care being provided is consistent.  
 
17. These assumptions represent a significant simplification of the issue.  The 
actual delivery of “savings” will be affected by the following factors 
 

 Releasing financial resources from existing infrastructure (e.g. property and 
other overheads) will take time.    

 Release of resource is not necessarily linear in that patients who still require 
Acute and other Institutional Care but be more frail and ill than the average of 
patients currently in such institutions.  

 It is hoped that integration will reduce delayed discharges.  However this will 
happen on a patient by patient basis and any immediate benefit may be 
spread over a number of wards and hospitals.  The numbers of occupied bed 
days released from any particular specialty would have to reach a critical 
mass before any discernible benefits can be achieved i.e. closing a ward or a 
hospital.   

 Many savings will be dependant on initial funding to support the change 
programme.  If the source of that funding is the release of existing resources, 
then it is subject to all of the points above. 

 
22. The above factors restrict the ability to satisfy the need (identified in 
paragraph 34) that potential savings are “re-invested within the partnerships in order 
to help meet demand. Local planning must recognise this restriction in the immediate 
planning period within the parameters set out in paragraph 36 of the FM.   
 
23. More specifically: 

 In paragraph 27 the delayed discharge savings are based on a direct cost per 
bed day component of excess stays above performance targets. Direct costs 
consist of the cost of medical, AHP and nursing staff.   Once delayed 
discharges are released, it is more likely that those staff will be deployed into 
managing the care of the acute patients who have been waiting to re-occupy 
the bed space rather than closing services down.   

 In paragraph 29 the anticipatory care plans savings (£12m) are an 
extrapolation of the results of a two practice study within one locality.   As 
such it may not be a reliable estimate.  

 In paragraphs 30 to 33 the £104m savings estimate relies on a benchmarking 
technique across the partnerships. It is far more likely that the differential in 
healthcare costs per person across partnerships reflect differing approaches 
to the apportionment and allocation of overheads between acute and 
community care across Boards than major differences in efficiency. It appears 
to be inequitable that allowance is made for confounders for variation in per 
capita social care expenditure without similar allowance being made for 
potential confounders in healthcare expenditure. The research base on which 
the FM conclusion on healthcare per capita costs was drawn was based on 
an unpublished research paper that had not been peer reviewed.   

 
26. The conclusion from the above is that whilst there are undoubted 
efficiencies arising from the integrated management of resource, they may not 
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be immediately cash releasing. Those resources eventually releasable will 
derive from a critical mass in beds less occupied becoming available, or 
through integrated management of workforce cost dynamics such as sickness 
absence and alignment to activity peaks. 
 
27. Boards and Councils have been gradually exposed to a financial planning tool 
to compute the totality of resource consumed by the patients/clients of partnerships. 
This is labelled the Integrated Resource Framework (IRF). The inputs to the IRF 
model are largely based around the full costs of healthcare provision and as such 
are unsuitable as a basis for commissioning currency in evaluating the size of the 
resource flows anticipated in sections 13, 17 and 18 of the Bill.  
 
28. NHS Lothian Board along with its Council partners has set out a resource 
framework based on direct controllable costs embedded in existing budgets to set 
the resource envelope being managed across partnerships. This includes 
Prescribing, Family Health Services costs and “hosted services” (managed by one 
CHP on behalf of the others across Lothian). 
 
29. In addition, and to meet expectations of local stakeholders, a managed 
resource element for associated acute services is being identified for performance 
management reporting purposes. However it is recognised that this acute resource 
will not form part of the commissioning currency for the HSCP. This should enable 
stability in management of the residual acute resource across the Health Board area.    
 
30. In conclusion, the resource currency for commissioning of services 
should be based on direct controllable costs with appropriate risk 
management arrangements for hosted and shared services across the HSCPs 
agreed by the partner organisations as part of the planning agreement. 
 
Do you consider that the estimated costs and savings set out in the FM and 
projected over 15 years for each service are reasonable and accurate? 
31. The uncertainties surrounding the transition to the new HSCPs and the 
underlying assumptions with regard to how these operate in governance and 
operational terms are recognised in the FM and accordingly we have no reason to 
dispute the detail of the ranges of costs estimates provided for recurrent and non 
recurrent costs set out in Tables 3, 4 and 5. 
 
32. Paragraph 73 to the FM set out the risk in terms of VAT recovery in terms of 
transfers from Council to Health Boards in terms of delegated functions. Tax 
efficiency should not be the sole arbiter of the service strategy but efforts should be 
made where possible to mitigate the effects and the Board welcomes the efforts to 
achieve overall tax neutrality of the service transfers for the delegated functions 
model. Discussions with Scottish Government in the period up to and including the 
consultation have revealed a preference for a “four transaction model” of body 
corporate in the initial stages. The Board is hopeful that this model, if adopted, would 
help to achieve a VAT neutral solution to the body corporate model in line with 
paragraph 77 of the FM. 
 
33. The Board notes the variable cost impact of pay harmonisation scenarios set 
out in paragraph 121 of the FM. Although delegation of function to the Health Board. 
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The Board is of the view that the pension cost scenario set out in paragraph 116 of 
the FM may be manageable. Whilst transfer into Health Board terms and conditions 
may give rise to more favourable and thus higher costs the Board has managed its 
exposure to issues on Equal Pay effectively since the new Agenda for Change pay 
structures were implemented in 2004. One area not clarified is whether legacy 
issues on Equal Pay in local authorities have been dealt with and the obligations of 
the transferor and transferee in respect of such liabilities. 
 
34. The conclusion overall is that the costs set out in the Financial 
Memorandum for transitional change and recurrent additional costs are not 
unreasonable but their accuracy will be ultimately determined by the nature of 
the partnership mix, the resolution of the VAT neutrality issue and the 
subsequent development of the legislative powers through subordinate 
legislation.    
 
If relevant are you content that your organisation can meet the financial costs 
associated with the Bill which your organisation will incur. If not, how do you 
think these costs should be met? 
35. Over the long term the costs outlined should be met from the resource 
identified. In the transitional period, bridging finance will be necessary to manage the 
impact of non-cash release of resource, the costs of change and the impact of any 
subsequent change in the nature of the relationships across the HSCPs and the 
contributor bodies. Additionally the level of flexibility in the use of the Change Fund 
identified within the Scottish budget up to 2015 will be critical to the contribution 
towards the bridging of the immediate resource implications, as set out in paragraph 
130 of the FM.  
 
Does the FM accurately reflect the margins of the uncertainty associated with 
the estimates and the timescales over which such costs would be expected to 
arise? 
36. Subject to the issues raised in the responses to 4. and 5. above the FM has 
made reasonable efforts to identify the risks associated with the implementation of 
the Bill. Each local HSCP will require to undertake detailed work as part of its 
planning process to identify specific risks and opportunities arising from integration of 
functions. In addition the Integrated Resources and Advisory Group set up by the 
SGHSCD has set out a series of preparatory activities to mitigate the financial 
aspects of implementation risks covering the financial clauses in integration 
agreements, procurement issues, due diligence and post implementation review of 
the integrated budgetary management in the shadow year. 
 
Do you believe that the FM reasonably captures costs associated with the Bill? 
If not what other costs might be incurred and by whom? 
37. Yes. The FM has attempted to identify the costs associated with 
implementation in the initial phases of the Bill. The savings estimates, however, have 
a greater degree of potential volatility and risk. 
 
Do you believe that there may be future costs associated with the Bill, for 
example through subordinate legislation? If so, is it possible to quantify these 
costs? 
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38.  legislation is likely to be used to change the nature of the relationship 
between the current Boards and Councils and the new partnerships which will 
include a more precise definition of the nature and powers of the corporate body, its 
officers, and Scottish Ministers.  
 
39. In addition, the assumption on the future role of the NSS in managing the 
transactional elements of integrated financial frameworks without negotiated 
resource transfers from other (territorial) boards may require to be considered in 
more detail. There is a body of existing work in NHS Scotland to deliver shared 
financial services and integrated workforce recording which may be subject to 
disruption and this needs to be carefully managed. 
 
40. In evidence to  the Health and Sport Committee we stated that the  legislation 
in setting out to be wide-ranging and permissive has or appears to have, gone well 
ahead of the briefing to the service on how the new structure of governance will 
work. The bill offers many opportunities which Lothian and its partners recognise, 
however early changes to the governance arrangements have an unquantifiable 
potential to increase the recurrent costs (beyond the “four transaction” model) and 
the disruption to established services that are configured to provide a uniform service 
across Council boundaries within a single board and already developed shared 
services providing a uniform service across NHS Scotland. 
 
 

 


