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PUBLIC AUDIT COMMITTEE

 
AGENDA

 
20th Meeting, 2014 (Session 4)

 
Wednesday 17 December 2014

 
The Committee will meet at 9.00 am in the David Livingstone Room (CR6).
 
1. Decision on taking business in private: The Committee will decide whether to

take item 5 in private.
 
2. Section 23 report - Preparations for the implementation of the Scotland

Act 2012: The  Committee  will  take  evidence  on  the  Auditor  General  for
Scotland report entitled "Preparations for the implementation of the Scotland Act
2012" from—

 
Caroline Gardner, Auditor General for Scotland;
 
Mark Taylor, Assistant Director, Gordon Smail, Senior Manager, and
Rebecca Seidel, Project Manager, Audit Scotland.
 

3. Section 23 report - Preparations for the implementation of the Scotland
Act 2012: The  Committee  will  take  evidence  on  the  Auditor  General  for
Scotland report entitled "Preparations for the implementation of the Scotland Act
2012" from—

 
Alyson Stafford, Director General Finance, Scottish Government;
 
Eleanor Emberson, Head of Revenue, Revenue Scotland;
 
John King, Business Development Director, Registers of Scotland;
 
John Kenny, Head of Operations, SEPA.
 

4. Section 22 reports - The 2013/14 audit of NHS Highland, the 2013/14 audit
of NHS Orkney: The Committee will consider written submissions from the
Scottish Government and NHS Orkney on the Auditor General for Scotland
reports entitled "The 2013/14 audit of NHS Orkney: Financial management" and
"The 2013/14 audit of NHS Highland: Financial management".
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5. Section 23 report - Preparations for the implementation of the Scotland

Act 2012: The Committee will consider its approach to the Auditor General for
Scotland report entitled "Preparations for the implementation of the Scotland Act
2012" and take evidence from—

 
Caroline Gardner, Auditor General for Scotland;
 
Mark Taylor, Assistant Director, Gordon Smail, Senior Manager, and
Rebecca Seidel, Project Manager, Audit Scotland.
 

 
Jane Williams

Clerk to the Public Audit Committee
Room T3.60

The Scottish Parliament
Edinburgh

Tel: 0131 348 5390
Email: jane.williams@scottish.parliament.uk
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The papers for this meeting are as follows—
 
Agenda Item 2  

Auditor General for Scotland briefing paper PA/S4/14/20/1

Auditor General for Scotland report PA/S4/14/20/2

Agenda Item 3  

PRIVATE PAPER PA/S4/14/20/3 (P)

Agenda Item 4  

Written submission from the Scottish Government PA/S4/14/20/4

Written submission from NHS Orkney PA/S4/14/20/5

 

http://www.audit-scotland.gov.uk/docs/central/2014/nr_141211_preparation_scotland_act.pdf
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SCOTTISH PARLIAMENT PUBLIC AUDIT COMMITTEE 

 

WEDNESDAY 17 DECEMBER 2014 

 

REPORT BY THE AUDITOR GENERAL FOR SCOTLAND  

 

PREPARATIONS FOR THE IMPLEMENTATION OF THE SCOTLAND ACT 2012 

 

 
The report by the Auditor General on preparations for the implementation of the 
Scotland Act 2012 was published on 11 December 2014.  
 
It assesses the Scottish Government’s progress in preparing for the financial 
measures in the Scotland Act 2012. In particular, it examines preparations for 
administering and collecting the new devolved taxes that come into effect on  1 April 
2015 (the Land and Buildings Transaction Tax and the Scottish Landfill Tax). 

Key messages from the report are: 
 

 The Scottish Government established clear structures for managing the set-
up of Revenue Scotland and there are now well-developed project plans for 
implementing the devolved taxes. The staff required to manage the overall 
programme were not in place early enough. There were also delays in 
procuring the IT system to collect and administer the taxes. These delays 
have reduced the time available to develop the IT system and appoint staff. 
As a result, there is increased risk that the IT system may not be fully 
operational by 1 April 2015 and that Revenue Scotland may not have the 
expertise to manage the devolved taxes effectively from 1 April 2015. In 
recognition of the reduced time available, Revenue Scotland is developing 
contingency plans.  
 

 The Scottish Government is working closely with HMRC to prepare for the 
implementation of the Scottish rate of income tax in April 2016. It has clear 
oversight of progress and contributes to decisions. The Scottish Government 
is responsible for meeting the costs of the Scottish rate of income tax. The 
latest estimated set-up costs are between £35 million and £40 million, revised 
downwards from initial estimates of £40 million to £45 million.  
 

 The Scottish Government has established the Fiscal Capability 2015 
programme to manage preparations for its new financial powers. It is working 
to incorporate the financial aspects of the new powers within its financial 
management arrangements.  
 

 The Scottish and UK Governments have still to agree the terms of the block 
grant adjustment in relation to the devolved taxes and use of the cash 
reserve. The administrative arrangements for capital borrowing are also still to 
be fully agreed.  
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WRITTEN SUBMISSION 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 2013 
   20 September 2013 
   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  
 
 
 
 
 
 



PA/S4/14/20/4 
 

 

PUBLIC AUDIT COMMITTEE TO THE SCOTTISH GOVERNMENT DATED 10 
NOVEMBER 2014  
 
Dear Mr Gray 
 
AUDITOR GENERAL FOR SCOTLAND (AGS) SECTION 22 REPORTS:  “THE 2013/14 
AUDIT OF NHS HIGHLAND: FINANCIAL MANAGEMENT” AND “THE 2013/14 AUDIT OF 
NHS ORKNEY: FINANCIAL MANAGEMENT” 
  
At its meeting on 5 November 2014, the Public Audit Committee took oral evidence from the 
AGS and Audit Scotland on the Section 22 reports entitled “The 2013/14 audit of NHS 
Highland: financial management” and “The 2013/14 audit of NHS Orkney: financial 
management”. The Official Report of the meeting will be available on the Committee’s 
webpage from Wednesday 12 November 2014 at: 
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/29862.aspx 
 
At that meeting the Committee agreed to seek a response from you on the findings in both 
Section 22 reports. In particular, the Committee would welcome clarification on the following: 
 

 Any support the Scottish Government has provided NHS Highland and NHS Orkney 
to improving their financial management and future financial forecasting; 

 Any support the Scottish Government has provided NHS Orkney and NHS Highland 
with workforce planning  and with recruitment and retention of staff; 

 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. 

 
Our normal practice is to publish relevant evidence that is sent to us on our website and we 
may also include it in the hard copy of any committee report. Therefore, if you wish your 
evidence to be treated as confidential, or for your evidence to be published 
anonymously, please contact the Clerk to the Committee, before you submit your 
evidence. Further information on the publication of written submissions is contained in the 
policy on the treatment of written evidence by committees which is available at: 
http://www.scottish.parliament.uk/help/31037.aspx Please take time to read this policy.  
 
I would be grateful for a response to this letter by Monday 8 December 2014.  Should you 
have any queries, please contact the clerk to the committee on 0131 348 5390 or 
pa.committee@scottish.parliament.uk . 
 
Yours sincerely 

 

Hugh Henry MSP 
Convener 
 
 

 

http://www.audit-scotland.gov.uk/docs/health/2014/s22_141024_nhs_highland.pdf
http://www.audit-scotland.gov.uk/docs/health/2014/s22_141024_nhs_highland.pdf
http://www.audit-scotland.gov.uk/docs/health/2014/s22_141024_nhs_orkney.pdf
http://www.audit-scotland.gov.uk/docs/health/2014/s22_141024_nhs_orkney.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/29862.aspx
http://www.scottish.parliament.uk/help/31037.aspx
mailto:pa.committee@scottish.parliament.uk
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WRITTEN SUBMISSION FROM NHS ORKNEY TO PUBLIC AUDIT COMMITTEE, 
DATED 12 DECEMBER 2014 
 
Dear Mr Henry 
 
Re: AUDITOR GENERAL FOR SCOTLAND (AGS) SECTION 22 REPORT – NHS 
ORKNEY 
 
Thank you for your letter and the opportunity to respond to the questions that 
Committee members wished to pursue. 
 
Orkney, as members will be aware is an Island Board and the smallest territorial 
NHS Board in Scotland.  In common with the rest of the NHS Boards it has exactly 
the same remit and responsibilities in regard to strategy development, resource 
allocation, performance management and operational service delivery. Unlike other 
NHS Boards it has no opportunity to redirect care to another hospital/facility, unless 
the patient requires specialist or intensive care.  This level of transfer requires an 
immediate stabilisation response in Orkney in preparation for Emergency Medical 
Retrieval Service or air ambulance paramedic (or NHSO staff escort) response. 
NHS Orkney therefore has no flexibility when it comes to locum cover if there is no 
cover there is no service which in patient safety terms is not acceptable.  
In response to the questions:  
 
Q.  The steps being taken by NHS Orkney to address the difficulties in 

recruiting and retaining staff and the concurrent workforce and financial 
pressures resulting from the use of locum doctors and agency staff   

 
A. NHS Orkney began recruiting to a consultant led staffing model in 2013 in all 

4 of its specialties: anaesthesia, medicine, obstetrics/gynaecology and 
surgery.  This investment created an additional 7 consultant posts and to date 
we have recruited 6 consultants.  However, we have had in this time 
resignations (people moving to bigger units and/or to be with their family) in 
obstetrics/gynaecology and we are interviewing in this specialty in January 
2015.  We have also increased the number of non consultant medical posts in 
our hospital and to date have only recruited 2 permanent posts out of 7; the 
remainder is made of General Practitioner Specialist Trainee posts and 
Locum Appointed for Service appointments.  

  
In hospital service areas we have invested in senior nurses and diagnostic 
staff in radiology and laboratories, this investment has been required to 
support our new High Dependency Unit facility and CT scanner service which 
will become operational in early 2015. 
In primary care we have invested in an Isles Network of Care to support our 
Island communities and have had recruitment issues particularly with our 
relief GP and Nurse Practitioner posts. 
 
In addition, we have invested in a new professional structure to drive our safe 
and clinical effectiveness agenda.  This investment has established a number 
of lead professional roles – Lead GP, Lead Hospital Clinician, Lead Nurse, 
Lead Allied Health Professional and Lead Midwife.   



PA/S4/14/20/5 

 
Despite our size, NHS Orkney has invested in an ambitious transformational 
change agenda that has seen investment being directed to front line patient 
care. 
 
Our locum spend despite our ability to recruit has been extremely 
disappointing.  The most recent Audit Scotland Report, ‘Using Locum Doctors 
in Hospitals’ highlighted that expenditure on locum doctors varies across 
Scotland, with rural and island boards having a significantly higher percentage 
spend on locum doctors than other NHS boards.  Recently published 
information for financial year 2013/2014 demonstrates that NHS Orkney had a 
higher locum spend than other island boards as a percentage of total hospital 
medical staffing costs. 

 
56%, £870,000, of the 2013/2014 locum expenditure for NHS Orkney is 
accounted for in the medical specialty within the Balfour Hospital.  Successful 
recruitment to the remaining vacancies within the non consultant workforce 
remains key in driving this figure down. 
NHS Orkney has to date taken a number of steps to reduce locum spend and 
these include working with the MOD to create clinical placements for Army 
Practitioners in Orkney – this partnership arrangement has now been 
developed and will be implemented in the new year.  In addition, we have with 
the support of other NHS Boards been able to offer secondments and/or short 
term or weekend sessions to clinicians to minimise expenditure on locums.  
Our staff are also playing their part by, when able, undertaking extra shifts 
subject to ensuring a good work/life balance.  NHS Orkney is also working 
with the Deanery to be able to access other doctors in training given the 
opportunities our consultant led medical staffing model affords us now as a 
Board.  

      
Q. Details of the Action Plan to break even in 2014/2015, given the Board’s 

need for brokerage in four of the last five years, and the percentage of 
non recurring savings envisaged in the plan  

 
A. NHS Orkney in NRAC terms is 12.1% below parity.  Despite this we have 

delivered an investment programme that has enabled us to establish new 
posts and services, including a CT scanner (and the revenue investment to 
support this) and a High Dependency Unit.  Our reliance on non recurring 
savings with this level of disparity is at odds with the expectations of our 
Auditors.  In simple terms NHS Orkney requires to invest in new ways of 
working to respond to the health needs of our population as demonstrated in 

Internal 

Locums

Agency 

Locums

Total 

Locum 

Cost

Total Hospital 

Medical Staff 

Costs

Locum 

Costs as a 

% of 

Total 

Costs

NHS Orkney 302,000 1,251,000 1,553,000 3,500,000 44%

NHS Shetland 266,000 1,492,000 1,758,000 5,500,000 32%

NHS WIHB 340,000 1,143,000 1,483,000 4,400,000 34%

all data for financial year 2013/2014
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the most recent work of TAGRA. Our over reliance on non recurring savings is 
in response to expenditure and the need to offset this. The Chief Executive 
led the Recovery Plan process during 2014/15 and the Plan prepared and 
agreed by our Corporate Management Team (CMT) with input from our 
advisory forums was approved by the Board’s Finance & Performance 
Committee in May 2014.  Staff have worked alongside the CMT and to date 
the Recovery Plan target of £1.567 million is delivering ahead of trajectory 
and will be achieved.  However, locum and drug spend continue and 
additional savings to offset expenditure and enable the Board to achieve its 
statutory break even requirement are being currently implemented.  The 
Board at period 7 is reporting an end year outturn of £450,000.  Work to 
reduce this is high on the Board’s agenda. 

 
Overall, as a Board our underlying position not withstanding our NRAC uplift 
has been more stable in the last 3 years when compared to NHS financial 
historical performance over many years.  The Board in this period has had 
tremendous whilst challenging support from our colleagues in Government 
however they acknowledge the disparity and have given the Board brokerage 
until parity is achieved and the Boards allocation is uplifted to reflect this. 

 
Q. Details of how NHS Orkney proposes to make the savings necessary to 

repay the brokerage required in 2013/14 in 2016/17 and 2017/18 
 
A. The repayment of brokerage by NHS Orkney is linked to the movement to 

NRAC parity rather than to the achievement of savings. NHS Orkney is 
currently £4.3m below NRAC parity and current proposals are that the Board 
will receive NRAC uplifts of £500,000 in 2015/16 and £3,800,000 in 
2016/2017. The Board’s five year financial plan, included within the 2014/15 
LDP, contains this planning assumption and this has been agreed with 
Scottish Government Health and Social Care Directorate colleagues. As the 
Board moves to parity we have agreed that the Board’s brokerage 
requirements will be repaid over 2016/17 and 2017/18 with the balance in 
2017/18. This repayment profile delivers a net RRL gain to the Board of 
£600,000 in 2016/17 (£3.8m parity - £3.2m brokerage) and an uplift of £2.0m 
in 2017/18 (£3.8m NRAC - £1.8m brokerage).  

 
Q. The steps being taken by NHS Orkney in improving its financial 

management and financial forecasting arrangements 
 
A. The Director of Finance has revised the financial management and financial 

reporting arrangements in place for the board from April 2014.  Forecast 
outturn figures for the board are now contained clearly within all Committee 
and Board reports.  Budget variance tolerance levels, based on a percentage 
or an absolute number, depending on the budget under consideration, have 
been established and monthly reports on remedial actions to be taken are 
prepared by all budget managers for submission to the Director of Finance.  
This information, in collaboration with budget managers, is utilised to project 
forward expenditure to arrive at the forecast year end position.  For high risk 
areas such as locum utilisation in hospital or primary care, individual rotas and 
cover arrangements are used to establish the projected cost of filling all gaps 
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required by the rota.  Each rota is also analysed to ensure that only when 
necessary are gaps filled, and when such a decision is made all alternatives 
are exhausted before a decision to utilise agency staff is made.  Additionally a 
formal performance review process has been established and key service 
managers meet on a regular basis with members of the Executive Team and 
all aspects of performance are reviewed, this includes workforce, financial, 
clinical and activity information.  This process delivers a shared understanding 
of all the current and future issues for any particular service but it ensures that 
there is a full read across at a Board wide perspective of all issues.  Actions 
from these meetings are cross referred by the finance team to budget 
variance reports to assess the robustness of future cost estimates.  NHS 
Orkney is continuing its increased utilisation of electronic ordering to maintain 
full visibility of future commitments, mange use of national contracts and to 
optimise utilisation of the National Distribution Centre as our supplier of first 
choice wherever possible.  

 
Q. Further information on the ‘significant error’ that resulted in the Board 

of NHS Orkney’s financial statements being submitted to the Scottish 
Government five days after the deadline 

 
A.  At the outset the Chief Executive in discussion with Audit Scotland and 

Scottish Government colleagues agreed that the Board would take an 
additional period of time (5 days) to rerun the calculations, represent the work 
to our Auditors and for our Auditors to then be in a position to issue a set of 
unqualified accounts. 

 
During the course of the audit of the 2013/14 financial statements accounting 
entries in relation to the ‘revaluation’ of the NHS Orkney estate at 31 March 
were subject of in depth discussion between NHS Orkney staff and our 
appointed auditors, Audit Scotland. A question was raised in relation to  the 
overall movement in the valuation of the NHS Orkney estate and the 
treatment within draft one of the financial statements that proposed a small 
upward movement to be taken directly to the revaluation reserve. Analysis 
and investigation undertaken jointly by audit staff and NHS Orkney staff 
(assisted by staff from NHS Fife due to annual leave commitments) concluded 
that the correct accounting entries actually required a combination of an 
impairment charge to be taken to the Operating Cost Statement, an upward 
movement to the revaluation resource and for some assets a downward 
movement to the revaluation reserve. The complexity, and volume of 
calculations required resulted in additional audit time being required and these 
factors resulted in a delay in the formal signing of the annual accounts by the 
Board. The error impacted on the Board’s operating costs for the year ended 
March 2015 and additional Annually Managed Expenditure funding (AME) 
was requested from Scottish Government, as would have been the case had 
the correct calculations been made for draft one of the financial statements. A 
prior year adjustment to the financial statements was also agreed with 
external auditors to remove revaluation reserve balances held in relation to 
particular assets. This was a movement between two balance sheet reserve 
codes. The Board are confident that this matter is now fully resolved.  
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Q.  What steps are being taken to improve capacity of NHS Orkney’s finance 
team in a sustainable manner? 

 
A. NHS Orkney has completed the recruitment of a new Head of Finance, an 

experienced CCAB qualified accountant. In addition the Director of Finance 
has undertaken a review of the finance team and re-aligned duties and 
responsibilities and this has enabled more capacity to be made available to 
the statutory reporting aspects of financial control.  

 
Q. A summary of how NHS Orkney propose to improve the balance 
between recurring and non recurring savings in future 
 
A. NHS Orkney recognises that its delivery of recurring savings in 2013/2014 

was below that planned and this has resulted in a higher level of recurring 
savings being required in 2014/2015.  However the target figure for recurring 
savings is predicated upon the Boards underlying financial position and the 
imminent increase in funding coming to the Board.  Financial plans have been 
developed that carefully balance the need for a continuous quality 
improvement that results in cost efficiencies and short term non recurrent 
savings to mitigate against a short term problem of which high cost locum use 
is an excellent example.  Our five year financial plan demonstrates that the 
Board is in a balanced recurrent financial position for 2014/2015 but faces 
significant non recurrent financial pressures. This has resulted in a savings 
requirement for 2014/2015 of £1.566m of which £1.053m is non recurrent and 
£503,000, recurrent - both of these targets are on trajectory to be achieved in 
this financial year. Our underlying financial position is not reliant on non 
recurring savings.  Non recurrent savings are necessary to address in year 
non recurrent pressures.  In summary, as the NRAC funding is phased into 
the Board the recurring position will move into significant surplus, which will 
be required to meet the recurring costs arising from the new hospital and 
healthcare facilities in Kirkwall currently moving through procurement.  

 
Yours sincerely 
 
 
Cathie Cowan 
Chief Executive  
 
 
 
 
  
 
 
 
 
 
 
 
 



PA/S4/14/20/5 

CORRESPONDENCE FROM THE PUBLIC AUDIT COMMITTEE TO NHS 
ORKNEY, DATED 10 NOVEMBER 2014 
 
Dear Ms Cowan 
 
AUDITOR GENERAL FOR SCOTLAND (AGS) SECTION 22 REPORT “THE 
2013/14 AUDIT OF NHS ORKNEY: FINANCIAL MANAGEMENT” 
 
At its meeting on 5 November, the Committee received oral evidence from the AGS 
and Audit Scotland on the Section 22 report entitled The 2013/14 audit of NHS 
Orkney: Financial management.  
 
The Official Report of the meeting is due to be available on the Committee’s 
webpage by close on Wednesday 12 November 2014. Following that evidence, the 
Committee agreed that it would welcome a response from you on Audit Scotland’s 
findings in the report, and in particular: 
 

 the steps being taken by NHS Orkney to address the difficulties in recruiting 
and retaining staff and the concurrent workforce and financial pressures 
resulting from the use of locum doctors and agency staff; 

 details of the action plan to break even in 2014/15, given the Board’s need for 
brokerage in four of the last five years, and the percentage of non-recurring 
savings envisaged in the plan; 

 details of how NHS Orkney propose to make the savings necessary to repay 
the brokerage required in 2013/14 in 2016/17 and 2017/18; 

 the steps being taken by NHS Orkney in improving its financial management 
and financial forecasting arrangements;  

 further information on the “significant error” that resulted in the board of NHS 
Orkney’s financial statements being submitted to the Scottish Government 
five days after the deadline; 

 what steps are being taken to improve the capacity of NHS Orkney’s finance 
team in a sustainable manner; 

 a summary of how NHS Orkney propose to improve the balance between 
recurring and non-recurring savings in future. 

 
The Committee will consider whether to take any further action with this report, once 
it has considered your response.  
 
The Committee would welcome your response by Monday 8 December 2014 to 
consider its approach before the Christmas and New Year recess. Should you 
require any further information, or should this timescale provide you with any 
difficulties, please do not hesitate to contact the Clerks on 0131 348 5236 or by 
email at: pa.committee@scottish.parliament.uk  
 
Yours sincerely 
 
 
Hugh Henry MSP 
Public Audit Committee Convener 
 

http://www.audit-scotland.gov.uk/docs/health/2014/s22_141024_nhs_orkney.pdf
http://www.audit-scotland.gov.uk/docs/health/2014/s22_141024_nhs_orkney.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/29862.aspx
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/29862.aspx
mailto:pa.committee@scottish.parliament.uk
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