AC

08-
02
(P3)
Audit Committee
Date: 21 November 2002
Time: 13:30
Venue: Committee Room 1, National Assembly for Wales
Summary of conclusions and recommendations

On the overall financial performance of NHS Wales

We accept that it was necessary to provide strategic assistance funding in order to enable certain NHS trusts to
achieve their financial recovery plans. We further accept that it would be unreasonable to burden new NHS
organisations with the debts of their predecessors. However, we are concerned that such actions could be
regarded as rewarding poor financial performance and could be a disincentive to prudent organisations.

Response

Strategic assistance funding has only been provided where an approved recovery plan isin place. As
well asthe administrative burden of producing a recovery plan, NHS Trustsin financial recovery must
seek Welsh Assembly Government approval for any significant developments, such asthe appointment
of new medical consultants. Theserestrictions acted as an incentive for truststo avoid being placed in
recovery by maintaining financial stability.

To benefit from the arrangementsfor the cancellation of debt, announced by the Minister in January
2002, NHS Trusts must demonstrate that they are able to sustain financial balance without Assembly
financial assistance for at least two years.

Ii. Therestructuring of NHS Wales and the provision of additional finance for the NHS arising from the budget

IS an excellent opportunity for a new start. We therefore strongly recommend that the NHS Directorate take
this opportunity to emphasise to all NHS organisationsin Wales the need for financial stability and the
Importance of operating within the available resources. We also suggest that it would be appropriate for the
NHS Directorate to set out in clear terms from the outset the exceptiona circumstances under which repayable
loans will be made available.
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Response

Accepted. The NHS Wales Department hasinstigated a Service and Financial Framework process for
thefirst timein 2002-03. This processrequires NHS or ganisations to demonstrate how Welsh Assembly
Government key prioritiesand other service delivery priorities can be delivered within available

resour ces. The process stressed therequirement for all NHS organisations to plan to achieve financial
balance, although this has not been possiblein all areas of Walesin 2002-03. Where a financial deficit is
unavoidable, NHS organisations are required to obtain independent verification that all appropriate
action has been taken. The terms of any repayable loansissued by the Welsh Assembly Gover nment to
support financial deficitswill be set out clearly to the or ganisations concer ned.

We note the measures taken to date to improve the accuracy of financial forecasting. We look forward to
formal confirmation of the results for 2001-02 and an even better result for 2002-03. We recommend that the
NHS Directorate and NHS bodies continue to take appropriate measures to improve their financial forecasting
to ensure that available resources are deployed at the earliest opportunity to maximise patient care.

Response
The outturn in 2001-02 of a net deficit of £15.2 million was within the forecast of a net deficit of between

£16.8 million and £8.6 million asindicated in paragraph 2.28 of the Auditor General’sreport. The NHS
Wales Department continuesto work closely with the NHS to improve for ecasting processes.

. We remain deeply concerned at the ever-increasing cost of clinical negligence claims. Such costs will eat a

large hole into the additional financial provision for the NHS recently announced by the Chancellor of the
Exchequer. We trust that the external review of the management arrangements for the Welsh Risk Pool will
consider all aspects of the management of claims from incidence to resolution and settlement.

. Any new system for managing clinical negligence claims should draw on best practice elsewhere and include

in-built incentives to provide the best possible standards of patient care, reduce the incidence of and the
expenditure on clinical negligence claims and provide value for money for the taxpayers.

Whilst not criticising Conwy and Denbighshire’s NHS Trust, we question whether the operation of the Pool
by one NHS body on behalf of the whole of NHS Walesis still appropriate given the increasing complexity of
claims management and resolution and the amounts of money now involved. The ongoing restructuring of
NHS Wales provides an excellent opportunity to look at these arrangements afresh and we trust that thisissue
will be addressed as part of the review.

Response

The Welsh Assembly Government is participating in an England and Walesreview of the clinical
negligence system, which amongst other matters, will look at waysto make the system faster and fairer.
Thereview isduetoreport in the Autumn and areport will then be made to the Minister for Health
and Social Services.

The Welsh Risk Pool External Review has been reviewing all aspects of the management of claims from
incidenceto resolution.
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Thetermsof referencerequirethereview to consider best practice within the NHS and commercial
sector and to take account of wider policy and legal developmentslikely to affect clinical negligence
claimsin the U.K., including the structural changesin NHS Wales. Thereview isalso considering
premiums paid by health bodies and the future operational arrangementsfor the Welsh Risk Pool.

Thereview hasdrawn on relevant professional and expert advice and will make recommendations for
the ongoing provision of support to the Welsh Risk Pool and claims management system in NHS Wales.
Thereview team isscheduled toreport to the Minister for Health and Social Servicesin September
2002.

We welcome the improvement in prompt payment performance but stress the need to make further effortsto
ensure that al valid bills are paid within the 30-day target deadline. In this regard we also welcome the
intention to introduce a statutory target for 2003-04. We stress that the key target should relate to the number,
rather than the value, of bills paid to ensure that small suppliers are not overlooked.

Response

Twelve of thefifteen Trustsin Wales have now implemented a new financial system which will ensure
that performanceis measured consistently across Wales. The other organisations have also been
instructed to follow the same monitoring procedures. Although there areinevitable implementation
issuesto be addressed, the new system will also should provide for a mor e stream-lined payment
process in future by using technological advancesin purchasing, receipting authorisation and payment
procedures. Prompt payment performance of NHS organisationsis monitored monthly by the NHS
Wales Department, and is based on number, rather than value, of invoices paid.

We aso recommend that the NHS Directorate ensure that the target is applied and measured in a consistent
manner across al NHS bodies. We consider that the target should focus on payments to external suppliers and
not include salaries or inter-NHS payments.

Response

Accepted. A working group, consisting of representatives of NHS organisationsand NHS Wales
department, is currently considering the measurement of the tar get.

iX. We urge the NHS Directorate to work with Carmarthenshire NHS Trust and Cardiff and the Vale NHS Trust

and take all reasonable measures to recover their financial position. We are particularly concerned at the over
reliance on and the cost of engaging agency staff, as well as the potential impact that this could have on the
standard of patient care.

Response

The NHS Wales department isworking closely with Cardiff and Vale Trust and Bro Taf Health
Authority to agree how the financial position will berecovered. A tri-partite meeting will be held in
October, at which point the Trust’s plansto restore financial balance, including the arrangementsfor
theissue and repayment of loansif necessary, will be considered. The NHS Wales Department istaking
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action to addressthe cost and service impact of the increasing use of agency nursing staff, and a paper
(HSS 16-02) was presented to the Health and Social Services Committee detailing the proposed action.

The NHS Wales Department and Dyfed Powys Health Authority and Carmarthenshire NHS Trust have
set up astrategic servicereview group to consider the configuration of services across South West
Wales. In addition, the new Chief Executive of Carmarthenshire NHS Trust hastaken personal
responsibility to meet with all internal budget holdersto ensurethat the trust’sfinancial position is
restored to a sustainable level.

. We are concerned about the time taken to produce an acceptable recovery plan for the Gwent health economy

area and expect an acceptable plan to be finalised and agreed without further delay. We concur with Mrs
Lloyd' s view that the role of management in the NHS has changed considerably in the last five years. We note
the steps being taken to ensure that NHS managers have access to continuing professional development and
have the necessary tools to manage complex organisations in an effective way. We also agree that it isthe
responsibility of the NHS Directorate to make clear its expectations of NHS managers to help them manage
the environment in which they now work.

Response

The NHS Wales Department gave conditional approval to the Gwent recovery plan in August 2002.
Thereremain riskswithin the plan, but these are being closely monitored by the NHS Wales
Department.

The NHS Wales Department is committed to supporting the continued professional development of
NHS staff with an increasing emphasis on training and development for managerial and leader ship
skills. The NHS Wales Department will require managersto abide by a Code of Practice and ensure
their continuing professional development.

On prescription pricing

We are disappointed with the further slippage in clearing the prescription pricing backlog and the delay in the
recovery of overpayments to pharmacists. This unacceptable delay has had a detrimental effect on the efforts
to improve financial forecasting. The current paucity of information on the prescribing habits of general
practitioners has made it more difficult to control the cost of drugs. We expect the NHS Directorate and
Health Solutions Wales to ensure that there are no further delays and that the whole sorry matter is concluded
well before the abolition of the health authorities in 2002-03.

Response

The Prescribing Services Unit has now returned to normal operating timescalesfor current pricing.
The Assembly has provided additional funding to the PSU to ensurethat current productivity levelsare
maintained and their performanceisbeing monitored on aregular bass.
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The six month (October 1999 to Mar ch 2000) backlog will now be addressed and thiswill be complete
by the end of the financial year. Recovery of over payments made to pharmacists will begin as soon asis
practicable and every effort will be made to complete the recovery by April 2003. However, under the
terms of the offer made to pharmacistsfor payment based on sampling, it was agreed that recovery of
over -payments would be made over six months, in line with normal debt-recovery procedures.
Contractor s experiencing difficulty in meeting these time-scales have been advised to contact their
health authority who will consider individual cases on their merit.

Information on the prescribing habits of general practitionersiscovered in (xii) below.

We note that some prescribing information relating to 2000 has recently been placed in the public domain. We
trust that thiswill be updated and enhanced at regular intervals so that prescribing habits and the associated
costs can be managed in amore structured way by the new local health boards.

Response

An annual report of prescribing information will be provided by the Prescribing Services Unit to the
Assembly for publication on Health Of Wales Information Service (HOWIS) within 2 calendar months
of the completion of the pricing of December prescriptions. Under the Service Level Agreement that the
Assembly haswith Health Solutions Wales, GP Practices and L ocal Health Groups (and their
successor s L ocal Health Boar ds) receive monthly reports of prescribing information within 12 working
days of completion of pricing each month’s prescriptions. This enables prescribing habitsto be
monitored on aregular bass.

In our view it isvital that the health authorities make a reasonable and robust estimate of the shortfall in
revenue from prescription charges and to use this as the starting point for taking appropriate action to combat
associated fraud and error. We note the action taken to date and recommend that the health authorities
continue to work closely with their appointed auditors and Health Solutions Wales to address this issue.

Agreed.
On NHSfraud

We welcome the work now being undertaken to assess the extent of fraud in NHS Wales and look forward to
seeing the results. We also welcome the measures being taken to increase the awareness of fraud and its effect
on the public purse. More needs to be done to ensure that those responsible for enforcing regulations at the
point of delivery of service are aware of their responsibilities. This may require a change of systemsin order
to have fraud avoidance built in to operating procedures.

Response

Theresultsof the Prescription Risk M easurement Exercise areduein October 2002 and will be
reported to the Minister for Health and Social Services.

In July 2002 the Minister for Health and Social Services signed a series of counter fraud charterswith
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the professional associations and appropriate NHS regulatory bodiesfor GPs, dentists, pharmacists and
opticians. The chartersrepresent acommon under standing of the requirement on all bodiesto tackle
fraud in the NHSin Walesand are part of a programme to achieve a cultural change. Reviews of the
oper ation of the charterswill be carried out annually.

Also as part of the cultural change programme a series of Fraud Awar eness Presentationsto L ocal
Representative Committees ar e scheduled to take place throughout Walesin October. These will
reinforce therequirement for checksto be carried out by contractors.

On restructuring

We note that the NHS Directorate will be estimating the costs of restructuring and we would welcome regular
updates on the actual costsin future years. We agree with the Auditor General that redundancies and early
retirements must be publicly defensible and note in this context that the NHS Directorate has now issued
guidance on severance terms. We urge the NHS Directorate to act further on the Auditor General’s
recommendation and provide advice as appropriate on the drafting of new employment contracts.

Response

Estimates of the costs of the NHS Wales structural change programme wer e presented to the
Health and Social Services Committeeon 17 July (Annex A to HSS-16-02(p.1) They indicate that
the structural change programme will be established on the basis of no increasein operational
costs from the existing structures, and that transitional costswill bein the range of £12.5 million
to £15.5 million over the four financial years 2001-2002 to 2004-2005. These estimates, working
assumptions and calculations will be subject to review by the National Audit Officein September/
October 2002 to provide independent assurance on their robustness and acceptability. The
National Audit Officewill be kept fully informed of the actual costs of restructuring on aregular
basis.

In addressing the need for more formal and explicit guidance on the drafting of new employment
contracts, the NHS Wales Department is currently developing a common employment contract
for all Local Health Board employees.
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