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1.1

Introduction

This report provides a comprehensive update on the financial performance of budgets
delegated to the Integration Joint Board (IJB) as at the end of Quarter Three (Q3) for
financial year 2025/26. It compares the current forecast against the Financial Plan
approved in June 2025 and highlights the scale of the financial challenge facing
services delegated by both NHS and the Local Authority.

Recommendations

The Integration Joint Board is asked to consider the following
recommendations:

¢ Note the financial position and the measures being taken, however,

recognise that the current in-year gap sits at £22.3m given the latest

forecast on operational budgets overspend and allocation reductions.

e Note that £13.7m of the projected current year overspend relates to
services delegated by the NHS and that Scottish Government support will
be provided non recurringly to fund this amount, as reflected in sections
3.11 and 3.12.

e Note that £8.6m of the projected current year overspend relates to
services delegated by the local authority and that delivery of further
savings is required to deliver this position, as reflected in section 3.15.

¢ Note that, in line with the Integration Scheme, the IJB would be required
to request additional funds from the Local Authority to address the level
of overspend remaining at the 2026/27 year-end, as reflected in section
3.17.

¢ Note the timetable for budget setting for both partners and that a paper
on the IJB local authority delegated budget will go to the IJB meeting of
the 24th March 2026, as reflected in sections 3.47,3.49 and 3.53.

e Note the currently projected deficit for 2026/27 and that further
transformation including redesign of care models and reduction of care
levels will be essential to delivering long-term financial sustainability as
reflected in sections 3.48, 3.50 and 3.52.

3.1

Background and Main Report

Opening Plan for 2025/26

This report considers the Quarter 3 performance against the revised opening IJB plan
which was brought forward by the 1JB Chief Finance Officer and approved at the I1JB
in June 2025 and set out an estimated projected financial gap of £25.4m.

Table 1 — Revised Financial Plan for 2025/26

IJB Revised Financial Plan 2025/26 — May NHS £m Council Total £m
2025 £m

Overall projected deficit before savings (43.6) (12.50) (56.1)
Savings target 18.20 12.50 30.70
Projected In-Year Position (25.4) 0.00 (25.4)
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It set out an exceptionally challenging position given the scale of underlying deficit and
the level of savings required to be delivered to achieve the revised opening plan as
set out above in Table 1.

There has been significant engagement with Scottish Government around the NHS
Financial Plan (including services delegated to the 1JB) and a recognition that a break-
even position for 2025/26 could not be achieved without additional financial support.
Following consultation with the Scottish Government, a revised plan was agreed which
included Scottish Government funding support of £17 Million for services delegated to
the IJB by the NHS. The revised current year target for services delegated by the NHS
has therefore been revised to this £17 Million deficit level.

As part of its financial recovery plan, the NHS Board has established two dedicated
workstreams:

Workstream 1 — In-Year Delivery

Led by the NHS Chief Operating Officer, this workstream is responsible for delivering
savings and ensuring expenditure remains within the revised financial plan. This
includes £18.2 million of savings related to delegated NHS budgets within the
Integration Joint Board (IJB). Progress is monitored and reported to the Financial
Recovery Board (FRB) on a fortnightly basis.

Workstream 2 — Forward Planning

Chaired by the NHS Director of Strategic Planning and Transformation, this
workstream focuses on developing a credible and sustainable financial plan for future
years.

No Scottish Government funding support is anticipated for projected overspending
against services delegated by the local authority. The current budgeted deficit
therefore must have a financial recovery plan to deliver services within the budgeted
limit of £118.2m. The ability of the local authority to provide additional financial
resource without impacting on other services and on its financial resilience is
extremely limited.

Due to significant financial risks and pressures, and the potential failure to achieve
financial balance within delegated local authority budgets, a senior-level round table
has been established between the Council and the Health and Social Care Partnership
(HSCP). In addition, HSCP directorate savings groups are developing and
implementing schemes aligned with the agreed delegated social work plan.

Existing financial pressures that are unable to be addressed on a recurring basis will
carry forward into FY26/27, requiring substantial recurring savings to achieve a
balanced budget across the partnership.

Q3 Review

The Q3 review of the 2025/26 Financial Plan has now been completed and the output
is detailed in the various sections below.

NHS and local authority use different accounting approaches, requiring adjustments
for consolidated reporting. The NHS forecasts on a year-to-date basis with monthly
accruals and prepayments, while the local authority uses year-end forecasts based on
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current commitments projected for the remainder of the financial year. Centrally held
funds are also applied throughout the year within NHS Services.

The Scottish Government have confirmed, for the NHS budgets, that delivery within a
£28m overall deficit will be covered by non-repayable deficit support and therefore no
overspend will require to be declared. Within this £28m total, £17m of this financial
support related to 1B delegated services.

As at Q3, pricing assumptions relating to drug forecasts will not materialise and
therefore £3.3m of corporate support has been moved to non-delegated NHS services.
This reduces the forecast overspend and financial support required to the delegated
NHS services to £13.7m, however the overall forecast for NHS overspend is not
impacted by this adjustment and remains within the £28m Scottish Government
support level.

To deliver on this reduced £13.7m overspend within NHS services, the following
conditions need to be met:
¢ All support funding anticipated in the financial plan is received.
No significant financial risks emerge.
Deliver recurring savings of £11.1m
Deliver one off savings of at least £7.2m
Directorate overspends are no greater than £2.6m after delivery of savings.

As at Q3, within NHS Services, a £10.5m overspend is recorded which is a £1.0m
underspend based on the trajectory of the £17m plan, the year-end forecast position
is now reduced to a £13.7m overspend position. This improved variance to plan is
dependent on full savings being achieved and further application of central resources.

Within Social Work Services the approved budget was a balanced budget with
measures expected to be delivered to balance the initial £12.5m overspend forecast.
This position contained potential further risks linked to price inflation and increasing
need linked to demographics, it also contained expectations of the need to reduce
care levels to address the increasing budget gap.

At the end of Q3, the budget gap had reduced to £10.5m with further expected
reductions expected to materialise in the second half of the financial year bringing the
forecast overspend at year end position to £8.6m. Further cost reductions require to
be identified to further reduce this overspend position.

The overall expected overspend position for the delegated budgets is a £22.3m
overspend position, however it should be noted that there are further risks and
expected savings yet to be delivered within this position. Across both Council and NHS
Services, the |JB will need to consider if there are any cost containment measures
which need to be implemented on a short-term basis to help bridge the in- year gap.

While responsibility for decision making, and budgetary control, for delegated services
is the responsibility of the I1JB, this forecast position represents a significant financial
risk to the Council as, under the agreed Integration Scheme, the IJB would seek an
additional payment from the relevant party (i.e. the delegating body) where there is an
overspend.

The Scottish Government will via the NHS underwrite the £13.7m of the NHS
delegated overspend. It is therefore important that the IJB identify, progress and
deliver further savings measures to address the currently projected overspend.
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To address the increasing pressure being created within the hospital setting and in
relation to unscheduled care, the Scottish Government set aside £100m of national
support to aid this. D&G HSCP were successful in bidding for £3.2m of funds. The
funds are received into the NHS budgets on a non-recurring basis.

Most funds have been committed towards a frailty unit, a hospital at home service and
various acute discharge models/tests. The HSCP have approached the SG for further
support in this area to aid the flow of social care within the community and received
£1.3m in December which has been directed towards measures to improve the flow
of patients from hospital settings.

The overall forecast position is summarised in Table 2 below, with further detail broken
into the individual services in Appendix 1.

Table 2: Overall IJB Projection FY 2025/26

IJB Summarised 2025/26 — Q3 NHS £m gr‘:l“"c" Total £m
Budget 453.6 118.2 571.8
Forecast end of year 467.3 126.8 595.1
Projected In-Year Position (13.7) (8.6) (22.3)

NHS Key Variances

The Q3 overspend should be no greater than £11.5m, with the current overspend of
£10.5m reported - £1.0m ahead of target. The main reason for the improved position
being the downgrading of drugs price increases no longer forecast.

The main overspends are within medical staffing (£3m), medicines in both primary
(£3.5m), secondary care (£2.7m) and unmet savings however there are overspends
being seen across most non pay areas. This is being offset by pay underspends and
central funding to come back to a net £1.0m ahead of target.

Agency expenditure for the nine months is £7.95m compared to £10.75m for the same
period last year, an overall reduction for the first 9 months of £2.8m. The majority of
this spend is within medical staffing.

At this stage in the financial year, the delivery of savings remains fluid. The delegated
to the IJB NHS services savings target share is £18.3m of which £10.9m are recurring
and £7.3m non-recurring. It is estimated that £11.0m of recurring and £2.9m of non-
recurring have been delivered leaving a gap of £4.4m still to be delivered in the last
quarter for the delegated NHS services. This is shown in the graph below in Figure 1.

Figure 1 — NHS Delegated Savings Progress
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Multiple directorates report significant financial pressures, primarily driven by
prescribing costs, unachieved savings, and staffing challenges. Recruitment issues
create temporary underspends but pose risks to service delivery capacity. Acute
Services overspend is the most material risk, with structural challenges across other
areas.

Financial pressures continue to be seen across the operating directorates with the risk
of unachieved savings impacting on the savings gap going forward.

Council Delegated Service

The Quarter 3 budget monitoring position projects that Council services delegated to
the 1JB budget would return an overspend of £10.521m at the end of the financial year
before savings. The revised forecast outturn after savings are delivered would return
an overall overspend of £8.638m.

Work to date is indicating that good progress is being made in terms of improving the
control of the cost of care, particularly in relation to Older Peoples Services. There are
some delays in the delivery of savings alongside several additional pressures,
including expensive additional mental health placements which are partially offsetting
savings.

Progress on savings indicates that the overall impact of the work to date is not at the
level required to balance the budget based on the forecast at the end of the Quarter.

As shown in Appendix 1 - Older People’s Services (over 65s) are currently forecast to
return an overspend of £958k. This represents an improvement of £959k from the
Quarter 2 position, primarily due to the implementation of additional controls around
care authorisation and the recycling of care packages. The overspend is currently
spread across care at home and direct payments.

Services for people with a Physical Disability are currently projected to return an
overspend of £2.691m. While some reductions have been achieved through the
recycling of care packages, the position has deteriorated by £131k since Quarter 2
due to a new high-cost package. In addition, several expensive agencies provided
packages remain in place, and the service is actively working to identify alternative
care arrangements for the individuals currently supported by these agencies.
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Learning Disability services are currently projected to return an overspend of £5.322
million this financial year, a deterioration of £155k since Quarter 2. Whilst overall
numbers of clients have come down in this area, the number of overall hours of care
delivered to clients has increased and there has been an additional high-cost package
put in place.

Mental Health services are currently projected to return an overspend of £2.006 million
this financial year. This position has improved since Quarter 2 by £238k, which is
primarily due to the implementation of additional controls around authorisation of care
and the recycling of packages. The overspend is currently spread across Care at
Home and Residential based services.

There are underspends within Adult Services and management and governance which
relate to vacancies and the ending of an IT contract and increased income.

The majority of spend within the Social Work Service is on social care with over a
£100m of the budget spent on care delivery. To return spend to budgeted levels will
require a reduction in social care spend, the focus of cost reductions are in relation to
care levels.

Management of care packages — From 1st September 2025 a process that allowed
50% - 90% (dependent on the care group) recycling of care based on previous weeks
care reductions were implemented. The expected FY25/26 cost reductions expected
from these measures are shown below in Table 3:

Table 3 — reductions in care from recycling | Reductions
controls since Sep 1st made to end | Estimated
of reductions Projected
December to end of | Forecast
2025 March 2026 | Savings
£000k £000k £000k
Older People (907) (559) (1,466)
Physical Disability Support (74) (81) (155)
Learning Disability Support (8) (220) (228)
Mental Health Support (168) (43) (2112)
Total (1,157) (903) (2,060)
3.38 Most of the FY 25/26 savings’ plans related to care and are difficult to track due to the
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risks that where capacity is freed up often gets replaced by new assessed care need.
There have been delays within the transition to digital care and the review of existing
commissioned services.

Q3 Summary

The Q3 summary has assessed that delivery of services against planned budget is
someway off within the delegated local authority budgets at £8.638m over and NHS
Services £1.0m under against the agreed £17m overspend plan. In total the |JB
delegated services are forecast to be £22.3m over planned budget.

There are further anticipated cost reductions expected and being worked towards.

There are key risks and pressures affecting delivery of savings plans, such as
workforce costs, prescribing pressures and demographic demand.
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The impact of non-recurring Scottish Government support and the conditions attached
to this funding will have a knock-on effect in FY26/27.

The level of budget deficit across both partners has significant implications for service
sustainability and the need for urgent cost containment measures alongside planned
savings is required.

Reserves

At Q3 it has been assessed that all reserves will be exhausted by year end with only
the balance of the Community Change Living Fund (£300k) retained as a ringfenced
reserve.

FY26/27

The budget setting processes within the two main IJB partners differs, as does the
timetable for budget setting. The detail behind Scottish Government budget on the
13th of January has now been shared with each Finance Team and both partners are
working with the HSCP and stakeholders to set their budgets.

There have been changes to the integration scheme which will see several NHS
services removed from the 1JB, this will impact on both budgets and savings targets.
The impact of this on the IUB/HSCP budget has still to be agreed.

The FY26/27 for the NHS budget will be discussed and follow the following timetable:

2nd Feb - First draft plan approved at Board Workshop

2nd Feb - First draft plan submitted to Scottish Government

18th Feb - Meeting with Scottish Government to discuss feedback on draft plan
9th March - Final draft plan reviewed at Performance & Resource committee
16th March - Final plan submitted to Scottish Government

6th April - Final plan approved by NHS D&G Board

6th April - Approved plan formally submitted

It was confirmed that brokerage will not be available to support overspends. The NHS
Board will be in receipt of non-recurring deficit support funding of £23m for 2026/27,
and any overspend beyond that will be reported in the annual accounts. Scottish
Government acknowledge that delivering a financial plan within the Deficit Support
Funding cap will be challenging and will require the Board to explore difficult decisions.

The impact of the Scottish Government settlement for the local authority has been
calculated based on the budget projections and assumptions on the Social Work
budget for FY26/27 and this will now go through the local authority budget setting
process with the budget set on the 26t ' February.

Following the Scottish Government settlement, where an additional £5.6m was
received for real living wage and free personal care uplifts to rates, the projected
impact on the delegated Adult Social Care budget has been modelled, indicating a
forecast deficit of £7.6m in 2026/27.

Measures implemented during 2025/26 have reduced the underlying care
commitments; however, an estimated £5.4m pressure remains. In addition, further
price and pay inflation is anticipated to add approximately £2.2m to overall costs
beyond the funding received for price and pay uplifts.
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While substantial progress has been made in stabilising and reducing expenditure,
further transformation including significant redesign of care models and reduction of
care levels will be essential to delivering long-term financial sustainability.

3.53 Details of the funding gap within the delegated local authority budget with measures
required to achieve balance will be brought to the IJB meeting scheduled for the 24"
March 2026 where board members will be required to sign off on the agreed budget
and financial recovery plans. The NHS budget delegated will not be approved until 6t
April and will come to the next available meeting following approval.

4 Conclusions

4.1 The IJB is asked to note the overspend position and that additional cost containment
measures will be required in addition to planned cost reduction savings to achieve a
balanced budget position.

4.2 In addition to this there will be a material budget deficit carried forward in FY26/27.

5 Resource Implications

5.1 Funding implications are considered as part of the overall Financial Plan and budget
setting for the IJB. There remains considerable financial risk in the overall position with
the IJB forecasting a £22.3m deficit for 2025/26 with only £13.7m of funding available
to offset this.

6 Impact on Integration Joint Board Outcomes, Priorities and Policy

6.1 The Financial Plan has a key role in supporting the delivery of the Strategic Plan.

7 Legal and Risk Implications

71 The 1JB’s corporate risk in relation to resourcing was reviewed through the Audit, Risk
and Governance Committee and was escalated to very high, given because of the
forecast deficit.

7.2 In addition to the service risks, there is a potential impact around our recruitment
strategy related to the cost-of-living crisis and our ability to maintain service levels as
a result across Health and Social Care.

8 Consultation

8.1 Gareth Marr, Chief Officer IJB; Jane Redfern, Interim Deputy Director of Finance NHS
Dumfries and Galloway; Paul Garrett, Chief Finance Officer Dumfries and Galloway
Council and Glenn Moonie, Finance Officer, Dumfries and Galloway Council.

9 Equality and Human Rights Impact Assessment

9.1 As this report does not propose a change in policy/strategy/plan/project, it is not
necessary to complete an impact assessment. Individual savings schemes and difficult
decisions will be impact assessed.

10 Consumer Duty




10.1 The proposals within this financial monitoring paper do not constitute a ‘strategic
decision’ as defined by the Consumer Scotland Act 2020 and therefore, no specific
consumer duty impact assessment is required.

11 Glossary

AfC Agenda for Change

DGRI Dumfries and Galloway Royal Infirmary
IJB Integration Joint Board

NFF National Flexible Framework

NMF New Medicines Fund

RCRP | Right Care Right Place

RRL Revenue Resource Limit

VAT Value Added Tax
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