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Purpose

This is presented to for:
o Decision

This report relates to:
J Government policy/directive

This aligns to the following NHSScotland quality ambition(s):
. Effective

Please select the level of assurance you feel this report provides to the
board/committee and briefly explain why:

Significant Moderate X Limited
None Not yet assessed
Comment:

The Board remains significantly out of financial balance and although work
continues to address this, there is not a recovery plan within the target set by the
Scottish Government of three years therefore the level of assurance has been
assessed as Moderate.

From the list below, please select which Board Priority this paper relates
to. If none of the priorities suit, please select other and briefly explain why
this paper needs to be reviewed at Board/Committee:

Vaccination Programme Elective Remobilisation

Home Team Establishment Community Infrastructure Review

Unscheduled Care Improvement Financial Recovery

Workforce Development Tackling Inequalities — Embedding
Our Approach

Net Zero Drug and Alcohol Services

Other (please explain below)
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BOARD PUBLIC

Report summary

Situation

This report presents the draft three-year Financial Plan for 2023/24 — 2025/26.
Background

The Board continues to close out the 2022/23 financial position and the final
position will be brought back to the June 2023 meeting. At Q3; the in-year
deficit had reduced to a forecast £16.2m and it is anticipated that this may
improve further; however, brokerage will still be required to reach a break-even
position. The closing recurring deficit for 2022/23 being carried into 2023/24 is
£30.2m.

The Board received their 2023/24 budget letter on 15 December 2022 which set
out the indicative funding settlement for the year ahead. In addition, further
planning assumptions were issued from Scottish Government to support the
completion of the draft three-year Financial Plan.

The draft three-year plan presented within this paper has been submitted in draft
to Scottish Government and the final submission is expected following
presentation of this paper to NHS Board.

The response from Scottish Government to our three-year Financial Plan
submission is attached as Appendix 1. This letter confirms that any financial
assistance required to deliver break-even will be repayable and should be
minimised as far as possible and that given the scale of the financial challenge
across NHS Scotland, there are no formal plans to update the escalation status
of the Board at this point.

Assessment

The draft three-year plan presented within this paper sets out a significant
worsening of the recurring deficit position of the NHS Board, due to increasing
inflationary and other cost pressures; after applying recurring and non-recurring
savings targets, the in-year deficit is expected to be £35.9m in Year 1, £42.5m in
Year 2 and £50.3m in Year 3 as set out overleaf:
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Table 1
Draft Financial Plan 2023/24 | 2024/25 | 2025/26
£000s £000s £000s
Recurring Deficit carried forward (30,202) | (40,592) | (47,155)
Adjustments to Recurring Deficit carried forward (3,887) 0 0
Recurring Deficit carried forward (Adjusted) (34,089) | (40,592) | (47,155)
Additional Funding anticipated from SG 8,300 6,825 6,517
Uplift Planning Assumptions (15,883) | (15,888) | (16,905)
Funding for external decisions (2,198) | (1,500) | (1,500)
Funding for internal decisions (2,722) | (2,000) | (2,000)
Net Additional recurring investment (12,503) | (12,563) | (13,888)
Recurring Deficit before savings applied (46,592) | (53,155) | (61,043)
Recurring Savings targeted 6,000 6,000 6,000
| TargetRecurring Deficit | (40,592) | (47,155) | (55,043) |
N/R Directorate Overspends (8,015) 0 0
53023/24 Non-Recurring Savings targeted - balance of 4700 4700 4700
Non-Recurring Savings targeted - cover o/spends 8,015 0 0
Target Non-Recurring Flexibility 4,700 4,700 4,700

The 2023/24 position reflected above does not include the impact as a result of
the Agenda for Change pay settlement which is anticipated to cost an additional
£8.5m and for the purposes of the Financial Plan is assumed to be fully funded,
and therefore have no detrimental impact on the plan set out.

The following table sets out the target in-year position split between retained
NHS Corporate and NHS Delegated services. As per the I1JB standing orders,
any overspend on the NHS delegated services budgets require to be covered by
the NHS in full:

Table 2
Draft Financial Plan (split by segment) 2023/24 2024725 2025/26
£000s £000s £000s
NHS Corporate (10,764) (12,708) (14,747)
NHS Delegated (25,128) (29,747) (35,596)

The most significant change to the previously presented Financial Plan (2022-
25) is the uplift assumptions as these have been provided by Scottish
Government recognising the unprecedented inflationary pressures being seen
across the cost base. All other assumptions are consistent with the previous
plan. These are set out overleaf:
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Table 3

2023-24 202425 2025-26
Pay % % %
Pay Uplift - AfC 2.0% 2.0% 2.0%
Pay Uplift - Medical & Dental 2.0% 2.0% 2.0%
Non Pay

Acute Prescribing 10.0% 10.0% 10.0%
Primary Prescribing 5.0% 5.0% 5.0%
Energy Costs 31.4% 26.4% 26.4%
PPP/PFI 12.4% 12.4% 12.4%
Service Level Agreement Increase 5.9% 2.0% 2.0%
Other Non-Pay Inflation 7.4% 7.4% 7.4%

The following sections set out more detail on the elements of the 2023/24

Financial Plan.

Recurring Deficit Bought Forward

A piece of work to re-assess the brought forward recurring deficit has been
completed and a number of adjustments have been made bringing the adjusted
brought forward deficit to £34.1m for 2023/24; a net increase of £3.9m. A

summary of this is set out below:

Table 4
2023/24
Draft Financial Plan DS Mk Ltﬁgl
Corporate | Delegated Board
£000s £000s £000s
Recurring Deficit brought forward (6,708) (22,191) | (28,899)
2022/23 Plan requirement assessed at opening (1,490) (2,010) (3,500)
2022/23 Savings Delivered 0 2,197 2,197
2022/23 Recurring Deficit carried forward (8,198) (22,004) | (30,202)
Addi.tignal price and volume pressures - 0 (3,000) (3,000)
medicines
Additional inflationary pressures - non pays (268) (1,507) (1,775)
Additional inflationa - Pri i
Initiative (PF1YNo for E:ﬁ?iflljjrii?ribztrilg?]t(eNFF;rI]De;nce (475) 0] @
Additional inflationary pressures - Energy 0 (1,533) (1,533)
2022/23 NI funding received, now available 251 1,543 1,794
2022/23 Financial Plan funding not utilised 505 597 1,102
Opening plan adjustments 13 (3,900) (3,887)

Net Additional Recurring Investment

The baseline uplift (excluding 2022/23 pay settlement) has been confirmed at a
total of £6.9m and a further £1.4m has been anticipated for an increase on the
New Medicines Fund based on the National Resource Allocation Formula

(NRAC) share of £150m.
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A review of the areas within the Board that require this uplift to be applied has
been completed and is set out below based on both national and local planning
assumptions:

Table §
2023/24

Net Additional Investment required C gk IRk 'Lc;_tlasll

orporate | Delegated Board

£000s £000s £000s
Baseline Uplift 1,000 5,900 6,900
New Medicines Funding 0 1,400 1,400
Additional Funding 1,000 7,300 8,300
Pay Uplifts - Agenda for Change (original @ 2%) (266) (3,468) (3,734)
Pay Uplifts - Medical Staff (34) (903) (937)
Price Uplifts - Externals (1,393) 0 (1,393)
Price Uplifts - Primary Care Drugs 0 (2,090) (2,090)
Price Uplifts - Secondary Care Drugs 0 (2,172) (2,172)
Price Uplifts - General (436) (1,776) (2,212)
Price Uplifts - Energy 0 (2,086) (2,086)
Price Uplifts - Rates 0 (744) (744)
Price Uplifts - PFI/NPD (515) 0 (515)
2023/24 Uplift Planning Assumptions (2,644) (13,239) (15,883)
COVID-19 0 (485) (485)
(Ccl:lplg??llgc)eghgence and Other Risks Scheme (713) 0 (713)
National/Regional Business Cases (500) 0 (500)
Drugs - Horizon scanning 0 (500) (500)
Funding for external decisions (1,213) (985) (2,198)
Local Business Case Implications (500) (500) (1,000)
Activity Driven Service Pressures - risk (722) (1,000) (1,722)
Funding for internal decisions (1,222) (1,500) (2,722)
In Year Recurring Pressures (5,079) (15,724) (20,803)
Shortfall (4,079) (8,424) (12,503)

In addition to the baseline funding noted above, there are a number of recurring
and non-recurring allocations which are currently anticipated; at this time these
have not been included in the plan on the basis that they will come with
conditions on what they must be spent on and will therefore not impact on the
overall Financial Plan. There are a number of national priorities which are
funded from ring fenced funding including Mental Health Renewal and
Recovery, Action 15, Primary Care Improvement Fund and Alcohol and Drug
Partnership Funding all of which are passed across to the Partnership. Whilst
we are not expecting future years funding to increase, we are in discussions
about support for pay uplifts, retention of existing IJB reserves and maintenance
of prior year spending levels. Clarification on a number of matters is anticipated.
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From an overall perspective, Scottish Government continue to look at where
they can provide allocations on a recurring basis or at least bundle allocations
together to ensure that the Boards have as clear an opening position as
possible. We have assumed no impact in-year associated with this position.

There are specific risks within allocations remaining around our assumptions for
Covid-19 costs. The planning letter noted that although costs had reduced
significantly in 2022/23 and projected to reduce further in 2023/24, there was
recognition that there are specific legacy costs that will require additional funding
support in the new financial year. This includes funding for:

. Vaccinations staffing and delivery;

. Test and Protect activities including Regional Testing facilities;

. Additional Personal Protective Equipment (PPE) requirements; and
. Some specific Public Health measures.

Scottish Government are seeking to provide early clarity as to the total funding
to be provided to support these costs, with confirmation of vaccination funding
already received. However, beyond these areas, NHS Boards have been
advised they should expect to meet remaining costs from baseline funding and
should continue to drive these costs down as far as possible. Our current
planning assumption is that costs of circa £4m will be funded centrally; until the
allocation is received, there is a risk that this is not sufficient to meet costs.

The remaining legacy costs have been built into the 2023/24 Financial Plan
above at £0.485m and work is ongoing as part of the wider review of existing
costs to re-assess the longer term requirement of this funding.

For 2022/23, additional funding was received for the pay settlement which were
agreed at a level beyond the public sector pay policy. It is anticipated that this
will also be the case for 2023/24. At the time of writing this budget, the Agenda
for Change for NHS staff has been settled but the Doctors and Dentists uplifts
remain outstanding. It is assumed that the additional cost of all pay uplifts will
be fully funded.

There are a significant range of inflationary factors impacting on potential non-
pay costs and these have not all been factored in at full estimated cost given the
affordability gap but rather have been based on the planning assumptions
provided by Scottish Government. In addition to general price inflation, drugs,
energy, service contracts, rates and food are all running in excess of the funding
provided within the baseline uplift. Global sum estimates have been built in
which can be drawn from during the year as pressures materialise.

A provision has been built in across all years for increased costs for new drugs,
any national and regional business cases approved and the increase in the
Boards contribution to the CNORIS scheme where the Board can do little to
influence these costs when they are received.
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It is also recognised that there will always be local business cases which require
funding to ensure the service continues to function as pressures arise within the
system as a result of increased activity, and therefore provision has been built in
to support this.

2023/24 Recurring Savings

The Scottish Government have set a 3% efficiency target as part of the planning
assumptions. Based on the work previously carried out on the Board’s Financial
Recovery Plan, it is anticipated that £6m is the upper level of recurring savings
that are achievable locally, which equates to circa 1.7%. The balance of the
savings target will require to be delivered on a non-recurring basis.

Targets have been identified for the various workstreams, however, further work
is required to conclude the detail of the schemes to be delivered, workshops are
ongoing both within the Health and Social Care Partnership and the Board to
identify further schemes for the pipeline. This work continues to be overseen by
the Financial Recovery Board. The table below sets out the current recurring
savings plan:

Table 6
. 2023/24
Efff;::’;g NHS NHS | Total NHS
Plans Corporate | Delegated Board
£000s £000s £000s
Target Description 840 5,160 6,000
Target efficiency saving to reduce spend to below
2022/23 budget levels. Medicines transformation
workstream has been established led by the
Chief Finance Officer and the Director of
Medicines Phgrmacy,lto identify savings schemes which will
Budget deliver during 2023/24 and beyond and also to
- develop a rolling programme of future years 0 (3,000) (3,000)
efficiency ; .
target schemgs. This group meets ona monthly ba3|§,
reports into Health and Social Care Leadership
Team and more regular report will be established
in the new year through the Committees to
provide assurance on delivery of savings. To
date, about 50% of the target has been identified.
There has been significant investment in our
estates and digital infrastructure.  This
Estates workstream considers work to capture the
and Digital | benefits from this investment and deliver cash 0 (1,000) (1,000)
Programme | efficiencies. This includes review of telephony,
property disposals and introduction of digital
solutions to deliver efficiencies.
A target has been set to focus on wider service
review across the various operational. The
Service detailed plans underpinning this target are being
Reviews worked through by the General Managers and (840) (1,160) (1,370)
Directors. A full assessment of any plans will be
presented through Performance and Resources
Committee.
In Year Delivery Targeted (840) (5,160) (6,000)
Shortfall 0 0 0
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Non-Recurrent Measures

It is recognised that there will be a level of non-recurring measures that will be
required during 2023/24 to deliver the balance of the 3% savings target as well
as covering in-year directorate overspends, this is currently estimated at
£12.7m.

A number of targets have been set out as part of the intention of delivering this
and, consistent with the 2022/23 approach, any worsening of directorate
positions in-year will require to be covered from further non-recurring flexibility.

There remains a gap on the target position moving into 2023/24 but a number
of funding sources have been identified to date and work is ongoing to review all

directorate overspends to minimise this exposure.

Table 7
2023/24

Total

Non-Recurring Plans Coypkcljate DeI': ;I:te d BNHS

oard

£000s £000s £000s
3% target balance (660) (4,040) (4,700)
Mountainhall beds 0 (1,515) (1,515)
Directorate O/Spends 0 (6,500) (6,500)
Target (660) (12,055) (12,715)
Service Reviews 3,700 3,700
Supplementary Staffing Reduction 0 1,000 1,000
Vacancy measures 250 4,000 4,250
3% Cost Containment reduction from 2021/22 85 750 835
Central Flexibility 650 0 650
In-Year Recurring Pressures 985 9,450 10,435
Shortfall 325 (2,605) (2,280)

Financial Support

At this time, the Board are unable to provide a balanced financial position for
2023/24 and therefore would be looking for non-recurring support of £35.9m
from Scottish Government in the first year of the plan.

This does not include the repayment of brokerage required for 2022/23 of circa
£16m which will require to be repaid. The Board will continue to look at ways of
reducing this, however, the size of the recurring deficit now accounts for 10% of
recurring baseline funding received.

As per the Scottish Government letter on the draft three year plan, the scale of

the financial challenge across NHS Scotland is significant and there are no
formal plans to update the escalation status of NHS Boards at this point.
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Given the level of financial support required by the Board, Scottish Government
are meeting with the Board on 17 April 2023 to agree appropriate next steps.
This will include discussion on a support package for the Board, including
financial assistance and other support to help deliver on agreed objectives.

Scottish Government will work with Board colleagues to agree a workplan that
complements existing priorities and to outline any impact on our developing

2023/24 Annual Delivery Plan.

The Financial Plan sets out a continued worsening of the position over the three
years as a result of the anticipated net investment required to cover inflationary
and other cost pressures outstripping the level of recurring savings targeted
each year. The Financial Recovery Plan had assumed that the net additional
investment required per annum would be circa £4m set against £6m recurring
savings target which would have allowed the Board to slowly reduce the
recurring deficit brought forward by £2m per annum. The level of inflationary
pressures being forecast has meant this is now not the case.

The summary of the three years is shown below:

Table 8
2023/24 Financial Plan 2023/24 2024/25 2025/26
£000s £000s £000s

2022/23 Closing Recurring Deficit (adjusted) (34,089) (40,592) (47,155)
2023/24 Net additional recurring (12,503) (12,563) (13,888)
2023/24 Opening Recurring Financial Gap (46,592) (53,155) (61,043)
Recurring Savings targeted 6,000 6,000 6,000
2023/24 Target Recurring Deficit (40,592) (47,155) (55,043)
N/R Directorate Overspends (8,015) 0 0
Offset by N/R Flexibility to be identified 8,015 0 0
Balance of 3% target on N/R basis 4,700 4,700 4,700
2023/24 Target Non-Recurring Surplus 4,700 4,700 4,700
2023/24 In-Year Forecast (35,892) (42,455) (50,343)

Quality/Patient Care

Although this has been considered, this paper does not include details on

impact on the quality of patient care, however, the Sustainability and

Modernisation (SAM) Project Documentation which is used to support any
financial savings schemes takes account of this. It is recognised that any
Financial Recovery Plan which seeks to more rapidly accelerate the savings

programme would have a significant impact on quality.

Workforce

Although this has been considered, this paper does not include details on
impact on the workforce. The paper does touch on areas related to workforce
including the pressures faced by operational services and increased cost

associated with the workforce challenges.
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Workforce pressures have increased over recent years and whilst costs have
increased due to additional use of agency and locums, we have also seen
reductions in staff costs due to vacancies. The Board has an active recruitment
programme.

2.3.3 Financial
Financial Recovery Board will continue to identify ideas and opportunities to
continue to reduce the forecast deficit, however, it should be recognised that at
this stage the Board will be unable to deliver break-even within a 3 year period
as per the expectation of the Scottish Government.

2.3.4 Risk Assessment/Management

The contents of this report are aligned to Corporate Risk 2924: Failure of the Board to
meet financial target. The risk continues to be assessed at a grading of Very
High given the scale of the recurring financial deficit.

From the details presented within the body of the paper, it is clear that there remains
significant risk in the position. In addition, there are a number of risks which
have not yet materialised and require to be considered as part of assessing the
list of risk not contained within the current Financial Plan. A few of the specific
risks to highlight are:

Covid-19 costs are not funded at the anticipated level

Pay Award for 2022/23 and 2023/24 are not fully funded

Impact of non-financial 2023/24 pay award elements not fully funded
Activity pressures have not been factored including any further drugs
growth

Inflation is in excess of planning assumptions

Agency and locums expenditure continues in excess of budget set
aside

Impact of workforce tool not factored in

Review of staffing levels post DGRI occupancy not included

Step changes within DGRI business case not included

Impact of any costs associated with General Dental Services pressures
Any change in O365 methodology

National and regional business cases are in excess of funding set aside
Anticipated allocations for 2023/24 are received as expected

2.3.5 Equality and Diversity, including health inequalities
Although this has been considered, there is no equality and diversity impact
assessment required for this paper as no change is being presented, however,
SAM Project Documentation which is used to support any financial savings
schemes contains an Equality and Diversity Impact Assessment for the planned
change.

2.3.6 Climate Emergency and Sustainability
No financial provision has been made for the financial impact of delivery of Net
Zero targets. There will inevitably be financial implications of these changes
which will need consideration.
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Any resource implications will need to be funded from existing budgets or come
with additional funding as no specific provision has been made within the
Financial Plan. This is a key area of work as part of the Scottish Government’s
Sustainability and Value Programme.

2.3.7 Other impacts

There are no other relevant impacts identified.

2.3.8 Communication, involvement, engagement and consultation

e There was regular internal communication between the Director of Finance
and the Senior Finance Team.

¢ Monthly meetings between the Director of Finance and Scottish Government
Finance Team take place.

e Presentations at Financial Recovery Board, Health and Social Care
Partnership (H&SCP) Governance and Performance, Board Management
Team and General Managers Meetings.

e Meeting with Scottish Government Finance Director to discuss draft
Financial Plan.

e Regular meetings with Scottish Government to discuss pipeline progress.

¢ Attendance at the Financial Improvement Network meetings.

e Board papers and workshops covering a variety of finance updates, SAM
updates and remobilisation plans.

¢ No specific external consultation was carried out, however, the work on the
savings plans being progressed through the pipeline requires operational
teams to develop Communication and Engagements Plans.

e The development of a specific communication plan through the Financial
Recovery Board is underway.

2.3.9 Route to the Meeting

2.4

The draft Financial Plan has been discussed with the Chief Executive and then
presented and discussed at Board Management Team and Health and Social
Care Leadership Team.

Recommendation
e Approval — NHS Board is asked to approve the 3 year financial plan (2023-
2026) noting that Scottish Government financial support will be required to

deliver break-even.

List of appendices
The following appendices are included with this report:

e Appendix No.1, Scottish Government response to 3 year plan submission
(2023-2026).
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Health Finance, Corporate Governance G 4 | Scottish Government
& Value Directorate > 4 Riaghaltas na h-Alba
Richard McCallum, Director . | gov.scot

T: 0131-244 3475
E: richard.mccallum@qov.scot

Jeff Ace, Chief Executive, NHS Dumfries & Galloway

Cc. Katy Kerr, Director of Finance, NHS Dumfries & Galloway

By email only

31 March 2023
Dear Jeff
NHS Dumfries & Galloway - 2023-26 Financial Plan

Thank you to you and your team for the submission of NHS Dumfries and Galloway’s
2023-26 financial plan. | note NHS Dumfries & Galloway is projecting a gross
financial challenge of £54.6 in 2023-24. It is recognised this financial pressure is
driven by: increased prescribing costs; inflationary pressures, particularly with
regards to Service Level Agreements and energy costs; and implementation of the
new Laboratory Inventory Management System.

The Board is forecasting delivery of £18.7 million savings and other cost reduction
measures to reduce this gap. This results in a net deficit currently assumed of £35.9
million for 2023-24.

Financial Brokerage

It remains the expectation of the Scottish Government that NHS Boards deliver a
balanced financial outturn. Any financial assistance received by Boards to support
achievement of a breakeven position will be provided on a repayable brokerage
basis and should be minimised as far as possible.

Sustainability and Value

We continue to expect delivery of the 3% recurring savings target, communicated as
part of the Sustainability and Value programme, as a minimum requirement for the
Board. For clarity, the 3% target is to be measured against the Board’s full baseline
allocation.

We therefore expect the Board to continue to engage with the Sustainability & Value
programme to support delivery of cost reduction and productivity related
improvements that will help to reduce the financial gap.


mailto:richard.mccallum@gov.scot

Financial Allocations

We recognise the need to improve certainty and flexibility of funding to support
Boards to manage their financial positions. Scottish Government’s Health and Social
Care Directorates are currently reviewing all allocations to assess those which are
appropriate for either baselining or bundling into a bigger allocation. A letter outlining
the results of this review will be sent by the end of April.

Tailored Support

The scale of the financial challenge across NHS Scotland is significant and there are
no formal plans to update the escalation status of NHS Boards at this point. Given
the level of financial support required by the Board, we will shortly arrange a meeting
to agree appropriate next steps. This will include discussion on a support package
for the Board, including financial assistance and other support to help deliver on
agreed objectives. We will work with colleagues to agree a workplan that
complements existing priorities and resources and will work with you and our
colleagues in the Directorate of the Chief Operating Officer to outline any impact on
your developing 2023-24 Annual Delivery Plan.

We note the uncertainty in future years’ financial outlook and the tailored support
approach assist in identifying the further work to address the financial challenges
presented in the latter years of the 2023-26 financial plan.

| will discuss the content of letters further with Chief Executives when | join the
Business Chief Executives meeting on 11 April.

Yours sincerely

Zr1 ol

—

Richard McCallum
Director of Health Finance and Governance
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