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1
1.1

1.2

1.3

2.2

INTRODUCTION

The Department of Health core aim is to help people live better for longer. It leads shapes and funds
health and care in England, making sure people have the support, care and treatment they need with the
compassion and dignity they deserve.

2012-13 was a year of transition from the existing health and social care system to a new system
developed by the government and set out in the Health and Social Care Act 2012. Over the year, the
Department continued the effective delivery of health and social care, whilst developing the new system
to be ready for implementation on 1 April 2013. On 1 April the Department formally commenced its new
role as steward for the health and care system. In this role, the Department will focus on creating national
policies and legislation and providing the long term vision to meet current and future challenges, while
ensuring the reforms are embedded.

The Department's Annual Report & Accounts consolidate the financial position and performance for all
the entities within the departmental group including NHS Trusts, Foundation Trusts, Arms Length Bodies
and, for their final year, Primary Care Trusts and Strategic Health Authorities. Commentary on the
financial results is in section 7 below.

REVIEW OF THE YEAR

Over the year the Department continued to meet the Government's aspirations for the health and care
system, which are:

« to ensure that people have the best possible health, with outcomes as good as the healthiest
nations in the world:

+ to be as effective at keeping the nation in good health as it is at treating ill health;

+ to have a health and care system that is built around people and patients (and which responds to
their needs according to locally determined priorities) and which is not focused on process.
Patients will be empowered to take more control of their own care;

+ to have a health system that is led by clinicians and health care professionals;
« todrive substantial improvements in health outcomes, productivity and the quality of care; and

+ to develop innovative improvements in terms of delivering patient care, especially in respect of
patients with long-term conditions and for older people.

The coalition government's priorities as set out in the Department’s Business Flan 2012-15 are:

s+ Reform care and support — by enabling people needing care to be treated with dignity and
respect, and reform the system of care and support to provide much more control to individuals and
their carers, improve quality, and ease the burden of care costs that they and their families face.

« Promote public health — by creating a public health service which rebalances our approach to
health and health inequalities, drawing together national leadership with local delivery, and a new
sense of community and social responsibility.

¢« Health and care systems integrated around the needs of patients and users — by

strengthening patient's and user's ability to exercise extended choice, to manage their care and to
have their voice heard.

* Revolutionise NHS accountability — by creating a long term, sustainable framework of
institutions, with greater autonomy for doctors and nurses, and greater accountability to patients
and the public.

= Promote better healthcare outcomes — by shifting focus and resources from bureaucratic

process targets to better healthcare outcomes, and reduced inequalities, including national health
outcome measures, patient reported outcome measures and patient experience measures.

2.3 This report discusses key aspects of our work during 2012-13 The Secretary of State will also publish an

annual report in autumn 2013 covering his statutory duties.
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2.4  During the year, the Department has worked to formally take the stewardship role across social care,

public health and national health services from 1 April 2013. Its main achievements and developments in
these areas include:

+ maintaining NHS performance over the peried of transition and ensuring the service is on
target for achieving £5bn Quality, Innovation, Productivity and Prevention savings in 2012-13 -
ahead of trajectory for delivering £20bn by 2014-15.

= publishing the Care and Support White Paper, developing the implementation plan with the
social care sector; and improving the degree of integration between health and care,

=« creating a new Public Health system and transferring major new responsibilities to local
authorities; introducing new immunisation programmes; and continuing major public health
initiatives including cancer, stroke awareness and smokefree campaigns,

+ responding to and taking action on the Mid-Staffordshire Inquiry recommendations, particularly
on increasing compassion and dignity for patients,

« managing the transition programme and successfully setting up the new health and care
system, abolishing SHAs and PCTs, and transforming NHS management,

These are examined further in the sections below.

Reforming Care and Support

25

26

27

2.8

29

2012-13 has brought about broad consensus on the strategy and priorities for transforming social care in
England:

» there has been a significant level of development activity with the social care sector in terms of
improving and funding for care and support;

+ there continues to be a significant improvement in the degree of integration between health and
care; and

« dementia continues to be one of Secretary of State for Health's priorities and he has announced
2013 as his year of action on dementia awareness.

During 2012-13, the Department launched the Care and Support White Paper together with the draft
Care and Support Bill, which set out an ambitious programme of transformation aimed at preventing,
postponing and minimising people's needs for formal care and support. If people do have needs, the
Department wants them lo be in contral of their own care and support and more easily able to plan and
prepare for the care and support they might need.

In July 2012, the draft Care and Support Bill was published for consultation. The draft bill is the most
comprehensive reform of social care legislation in over 80 years. The new statute will be clearer, fairer,
and built around the needs and goals of the people who need care and support. |t will empower people
to take control over their care and support and to understand their entitiements. The public consultation
demonstrated widespread support for the principles and approach to law reform in adult care and
support, and a summary of the views received is available enline at:

forourfuture. dh. uk2012/

The Joint Committee on the draft Care and Support Bill reported in March 2012 and the Bill has
subsequently been introduced into the House of Lords in May 2013,

The Government has also committed to taking forward recommendations made by the Dilnot
Commission to put an end to the unfairness and fear of unlimited care costs. Work is underway, subject
to legislation, to introduce:

= a universal deferred payments scheme so that no one has to sell their home in their lifetime to
pay for residential care - from April 2015;

« acap on the amount people can pay for their care and increase financial support for those with
modest wealth and those in the greatest need - from April 2016.

During 2012-13, the Department continued to promote the importance of integrating person-centred
services. The Mandate to the NHS Commissioning Board, which came into effect in April 2013, set out
the importance of integrating care around the need of patients. The Department has reinforced the
message through the refresh of the NHS Constitution. The draft Care and Support Bill sets out a duty on

3
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2.11
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local authorities to promote the integration of services, in addition to providing for further duties of co-
operation which will encourage local partners to work together to improve the health and wellbeing of
local people.

The White Paper, Caring for our Future: Reforming Care and Support (July 2012), announced the
transfer of a further £300 million over 2 years from the NHS to social care. This is ensuring that councils
and the NHS work together to provide services that benefit health and social care. The Outcomes
Frameworks for the NHS have set out how public health and social care are moving toward better
alignment, to support integrated care. In 2012-13, the NHS also transferred £622m to local authorities to
support social care with a health benefit, and £100m to support local resilience during winter and to
ensure access to care.

2012-13 has been a significant year for work on dementia. The Department published a progress
implementation report on the Prime Minister's Challenge on Dementia in November 2012. The report set
out progress across the three workstreams of the Challenge: improving health and care, creating
dementia-friendly communities that understand how to help, and better research, with each workstream
being led by a Champion Group. The Secretary of State for Health has made dementia a priority and has
announced 2013 as his year of action on dementia awareness.

Key achievemeants include:

+ the inclusion of dementia by the Department in the Mandate to the NHS Commissioning Board
which asks local areas to make measurable progress in improving dementia diagnosis over the
next two years; and

+ the launch of the Dementia Friends initiative, funded jointly by the Department of Health and
Cabinet Office. Thiz will raise awareness and understanding of dementia across society by
educating one million people to become 'Dementia Friends' by 2015.

Progress on dementia research are covered separately in paragraph 2 41

The Department is also encouraging and increasing the provision of suitable specialised housing for
older people, which can help people stay independent for longer. The Care Bill includes provisions that
will, if enacted, require local authorities to ensure the co-operation of their housing officers and to ensure
integration between the provision of care and support, health services, and health related services such
as housing. In 2012-13, the Department invested an additional £40 million into the Disability Facilities
Grant that helps people to remain independent in their own homes by providing extra support such as
stair lifts, grab rails and other such devices and adaptations. The Department also announced funding of
up to £300 million for the Care and Support Specialised Housing Fund over five years from 2013. The
fund will help create thousands of extra houses and flats specially designed for the needs of disabled and
older people who need extra support

Promoting Public Health.

2.14

2.15

216

27

The Department leads on the integration of health and well-being issues in Government policies. Part of
this role involves ensuring that wider public policy considerations are incorporated into the delivery of
health and social care services, working at local, national and international level.

In 2012-13, the Department actively brought to the attention of the wider health sector and beyond the
need to combat the rapidly evolving problem of antimicrobial resistance. The issue requires action at a
national and global level, demanding better control across a range of sectors: environmental, agricultural,
food production, veterinary and human health. The Chief Medical Officer report published in March 2013
highlights the steps necessary to minimise the threats to animal and human heaith.

www.gov. uk/government/uploads/system/uploads/attachment _data/file/138331/CMO_Annual Report Vo
lume 2 2011.pdf

To develop a wider programme, paving the way for further consolidated action in 2013-14, DH

= sought to accelerate work nationally and globally to conserve existing antibiotics by providing tools
to encourage better use of them and the development of new antibiotics and novel treatments:

» initiated work with the relevant UN agencies (WHO, FAO and OIE) to develop a framework and
coordinated programme of collaborative action to tackle AMR at a global level,

From 1_ April 2013 local authorities have taken the leadership of the local public health system and a new
executive agency, Public Health England (PHE) came into being. Preparing for the transfer of functions
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was a critical focus of activity during 2012-13, and involved close working with local authorities, the NHS
and the large number of organisations sending functions into PHE.

2.18 In providing leadership across Government on public health and well-being issues, the Department has:

+ continued the Act F.A.S.T stroke initiative with further campaigning to publicise early warning signs
of stroke and to demonstrate the importance of a rapid response;

» further campaigned, supported by leading charities, to raise awareness of the signs and symptoms
of the most common cancers and to encourage people to seek treatment early with national
campaigns on bowel and lung cancers and regional test campaigns on breast, kidney and bladder
cancers. Similarly, campaigning for better recognition of the early signs of dementia encouraged
earlier GP presentation and earlier diagnosis;

= covered up the eye catching displays of tobacco products in large stores (with smaller shops to
follow in April 2015), and held a consultation on whether tobacco products should be sold in
standardised packs, attracting over 600,000 responses;

« run three major smokefree campaigns this year, a secondhand smoke campaign in the Spring;
encouraging smokers to order a Smokefree kit to help them quit or make their homes and cars
smokefree; Stoptober, a new mass participation campaign to encourage hundreds of thousands of
smokers to stop for 28 days as a way into stopping for good; and a new health harms campaign
which emphasized the immediate harm caused by smoking by showing a tumour growing on a
cigarette;

+ delivered the Olympics-themed Gamesdlife campaign, with more than 250,000 requests for
personalised activity plans. The Be Food Smart meal mixer app was downloaded more than
700,000 times and the ITV healthy ad break during Coronation Street - an industry first - saw a
range of big food and drink brands coming together to advertise their healthier products;

= continued its work on the responsibility deal, launching major new pledges of increasing
consumption of fruit and vegetables and increasing the number of partners to over 520. In addition,
the Department launched a toolkit to support local authorities' work to engage smaller and medium
sized local businesses on improving the health of their employees and customers, and

= grown the health visitor workforce to 9,133 full time equivalents, an increase of 1,041 over the May
2010 baseline, with over 2,500 students starting health visiting training in 2012-13, and increased
by 2,175 the number of places on the Family Nurse Partnership programme.

Improving Care for Patients and Users from the NHS

219

2.20

2.21

Robert Francis QC published his report of the Mid Staffordshire Public Inguiry in February 2013. The
Public Inquiry report looked at the roles and responsibilities of the wider health system in the terrible
events that took place at Mid Staffordshire hospital between 2005 and 2009. Robert Francis gave a
thorough analysis of the evidence that he had heard, and made 290 recommendations for organisations
across the health system including the Department of Health. His overarching analysis was that
*fundamental culture change” is needed, and that this “will not be brought about by yet further ‘top down’
pronouncements but by the engagement of every single person serving patients”.

The Prime Minister responded to the report with a statement and apology on behalf of the system to
Parliament at publication, and the Department of Health published an initial Government and system
wide response on 26 March 2013, detailing key actions to ensure that patients are “the first and foremost
consideration of the system and everyone who works in it".

The initial response, Patients First and Foremost opens with a statement of common purpose, signed by
the Chairs of 14 key national organisations; apologising, renewing personal and organisational
commitment to the values in the NHS Constitution, and committing to putting the interests of patients first.
It emphasised the need for NHS staff to feel supported and valued, and given time, and space to reflect
on the challenging nature of their work. The response includes a number of commitments including:

+ the appointment of new Chief Inspectors of Hospitals, Social Care and Primary Care at the
CcQc;

« anew inspections regime;
« the development of fundamental standards for health and care;

5
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+ a statutory duty of candour;
= @ barring system for managers; and
« piloting of more hands on practical training for nurses before entering their degrees.

2.22 The response also announced reviews into; patient safety; patient complaints; reducing bureaucracy; and
the training and development of healthcare assistants. It included a commitment by the Department of
Health to ensure that all its civil service staff will have had frontline experience within four years.

2.23 The Department also published a revised NHS Constitution following a public consultation, alongside the
initial response to the report, to reflect that the NHS's most important value is for palients to be at the
heart of everything the NHS does. It is likely there will be a further consultation later in the year on further
changes to the Constitution, with the aim of incorporating further recommendations made by Robert
Francis QC and a further response to his repornt will be published in the autumn of 2013.

2.24 In June 2012 and December 2012 respectively, the Department published the interim and final reports of
the review into the abuses of patients with learning disability or autism at Winterbourne View Hospital,
The final report set out a number of steps to respond to the failings identified which included actions to
ensure people receive the right care in the right place, strengthen accountability and corporate
responsibility, and improve quality and safety. The final report was accompanied by a concordat setting
out a joint programme of action to transform health and care services and improve the quality of care
offered to children, young pecple and adults with leaming disabilities or autism who have mental health
conditions, or behaviour that challenges, in order to ensure better health outcomes for them. The
Department, NHS England, CCGs, CQC, lecal government and many other organisations are taking
forward actions as a result and the Local Government Association and NHS England have been provided
with funding by the Department to establish a joint improvement programme to provide leadership and
support to the transformation of services locally.

2.25 A further priority for the Department during 2012-13 has been to put mental health on a par with physical
health. An Implementation Framework, published in July 2012, built on our mental health strategy No
Health Without Mental Health, providing guidance on actions which organisations across the reformed
health and care system, and across public services more widely (including schools, housing and
employment organisations, and the criminal justice system), can take to improve mental health and
wellbeing. Building on this, the Mandate sets a clear objective for NHS England to put mental health on a
par with physical health, supported by a number of mental health indicators across the three outcomes
frameworks, and paraliel objectives to Health Education England and in Public Health England's health
improvement priorities.

Revolutionise NHS Accountability and Develop the New Health and Care System

2.26 The Department has supported the development of the new health and care system through the health
and care reform transition programme. During the year our focus was on ensuring the new health and
care system was ready to become operational on 1 April 2013. The transition programme provided a
governance framework to coordinate activity across the system to deliver the Government's vision to
reshape healthcare so that it would become more patient-centred, led by health professionals and
focused on delivering world-class health outcomes.

2.27 The overall programme was co-ordinated, and assured to ensure that implementation of all parts of the
NHS, public health and DH reforms were aligned and that delivery was on-track. DH provided processes
to promote consistency, transparency and integration, ensuring that key decision, progress and risks
were reviewed and managed through appropriate governance arrangements. From October 2012, some
new bodies began to operate in shadow form and put their own governance arrangements in place. At

this point, DH's focus shifted to assurance and leadership of the system as a whole. Further details are
contained in the Governance Statement,

2.28 During 2012-13, DH also co-ordinated cross-system work on the closedown of SHAs and PCTs and the
managed handover of their functions to new bodies in April 2013. The closedown and handover of
responsibilities from SHAs and PCTs was supported by national guidance to ensure a consistent
approach. Guidance was also produced to ensure the quality and safety of NHS services was maintained
during transition. Emergency preparedness, resilience and response plans were put in place for the new
system. Transfer schemes under the Health and Social Care Act 2012 were used to transfer staff,
property and liabilities to appropriate ownership in the new health and care system.
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This work involved over 400 organisations across the NHS, Arm's Length Bodies, Local Government,
Public Health and the Department of Health. 10 Strategic Health Authorities and 151 Primary Care Trusts
were abolished and 211 Clinical Commissioning Groups, 19 Commissioning Support Units and 152
Health and Wellbeing Boards were created across the country. NHS Property Services Ltd was
established to manage and develop around 3,600 NHS facilities. At a national level, DH became the
leader of a new health and care system in which the new and continuing statutory bodies work together
in the interests of patients.

The Health and Care Transition Programme affected around 45,000 staff across the system. The People
Transition Programme co-ordinated the movement of staff from organisations which were closing to new
health and care organisations. The programme ensured that new bodies had the staff they needed to
become operational from April 2013 and also succeeded in maximising the retention of skills and
minimising redundancy.

Until April 2013 SHAs and PCTs retained their statutory functions and governance arrangements. Mew
system leaders worked with the current system to provide continuous leadership, minimise complexity for
staff and ensure a secure and smooth transition. Maintaining high levels of performance in the old
system was a priority as DH laid the foundations of the new health and care system. The transition
process was managed to ensure stability and resilience for the old system and a secure and smooth
transition to the new system.

Delivery of Performance Outcomes in the NHS

2.32

Throughout 2012-13, the NHS as a whole has performed well against a range of service and quality
standards. Maintaining performance over the transition period was a priority, while foundations were laid
for the new system. In summary:

» access to elective services was maintained, with the NHS delivering the operational standards to
start treatment within 18 weeks of referral in March 2013 for 90% of admitted patients and 95% of
non-admitted services. At the end of March 2013 the standard was delivered that 92% of patients
still waiting to start treatment should have been waiting no more than 18 weeks.

+« standards were maintained for cancer treatment

« the number of over six week waits for a diagnostic test as a percentage of all waits for a diagnostic
test at the end of March 2013 was 1.1%, compared with 0.7% in March 2012.

« nationally, the ambulance service responded to:
o 74.0% of immediately life threatening calls within 8 minutes - slightly below the 75%
standard
o 75.6% of less time-critical calls within 8 minutes — above the 75% standard
o 96.0% of calls requiring transport within 19 minutes — above the 5% standard

» infection rates were at their lowest level since mandatory surveillance was introduced. MRSA
infections fell by 17% compared with the previous year, whilst C. Difficile infections decreased by
18% in 2012-13 compared with 2011-12;

« in March 2013, providers of NHS-funded healthcare reported 330 breaches of the MSA guidance
compared to 503 in March 2012 and 5,466 in the same period in 2011. This represents a decrease
of 98% overall from the 11,802 breaches identified back in December 2010 when monitoring
started; and

« nationally in 2012-13, 95.8% of patients spent four hours or less in A&E from arrival to admission,
transfer or discharge, above the 95% standard.

Promoting Better Use of Healthcare Resources

233

2.34

The 2010 Spending Review protected healthcare funding in real terms over the four years period to
2014/15, with growth in cash funding set to increase by £12.7 billion by 2014-15 compared to 2010/11.
The 2013 Spending Round, announced in June 2013, confirmed that the Government will continue to
increase health funding in real terms in 2015-16, with a further increase of £2.1 billion in cash terms.

However, the NHS faces rapidly rising demand for services from an aging population, an increase in the
number of people living with multiple long-term conditions, and the continuing need to fund new
technologies and drugs. The Department believes that to achieve these demands the NHS will need to
deliver and re-invest up to £20 billion in efficiency savings by 2014-15, whilst continuing to drive up the

7
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quality of the services it provides. Since 2010-11 the NHS has been planning to meet this challenge
through 'Quality, Innovation, Productivity and Prevention' (QIPP).

2.35 In the first two years of the QIPP delivery period, the NHS has delivered in line with its forecast efficiency
savings, with PCTs reporting delivery of £5.8 billion savings in 2011-12 and a further £5.0 billion in 2012-
13.

2.36 While this is an encouraging performance through the first half of the QIPP delivery period, it will require
concerted effort across the health system to maintain delivery over the second half of the period in a
sustainable way that prepares the NHS for continuing financial challenges beyond 2014-15.

2.37 In the reformed health system, all organisations will have a role to play in driving the required efficiency
improvements, with NHS England having a particularly crucial responsibility. Ensuring the delivery of
QIPP was built into NHS England's authorisation and planning processes for Clinical Commissioning
Groups. NHS England will develop a range of tools and guidance to support CCGs in delivering
transformational change in relation to their QIPP objectives, with the first tranche of these resources to be
published in the autumn.

Investing in Research and Development

2.38 The Department spent £984.6 million on Research and Development in 2012-13. Of this, £954.9 million
was provided to the National Institute of Health Research (NIHR). This funding was utilised in four key
areas:

« EB18.7 million — Infrastructure to provide the support and facilities the NHS needs to deliver
first class research;

+ £209 milion — Research Programmes to provide evidence to support decision making by
professionals, policy makers, patients, and the public;

e £100.2 million — Development of a research capability and talent in clinical and applied health
and social care research; and

« £26.5 million — Systems to simplify and streamline the approvals and procedures underpinning
research.

2.39 In addition, the Department spent £29.7 million on the Policy Research Programme, focused on the
needs of Ministers and policymakers for research to inform the development of policy and evaluate its
effectiveness. Through the Institute the DH supports the nation's leading clinical researchers working
within our foremost NHS/university partnerships.

240 Following new open competitions, the DH invested record funding in 2012 in a wide range of NIHR
clinical research infrastructure within the NHS including Biomedical Research Centres and Units, Clinical
Research Facilities for Experimental medicine, Patient Safety Translational Research Centres,
Healthcare Technology Cooperatives and Experimental Cancer Medicine Centres in partnership with
Cancer Research UK.

241 As part of the Prime Minister's challenge to go further and faster to prevent, manage and ultimately cure
dementia the Department has committed to more than doubling the funding for dementia research per
annum. The significant progress already made is helping to place the UK's world leading specialist
facilities and strengths in neuroscience at the forefront of research developments in dementia.

242 In additbulj. researchers within the NIHR Dementia Translational Research Collaborations are actively
collaborating in the search for new ways to diagnose and tackle the condition, including exploring
advancements in imaging and new collaborations to research repurposing of drugs.

3 DEPARTMENTAL PERFORMANCE

3.1 The overall purpose of the Department of Health is to improve the health and well-being of the people of
England. Consequently the principal focus of the Department's work, for which it is accountable to both
P_arlia_ment and the public, includes setting appropriate national policies and standards to shape the
direction of the NHS and adult social care systems, and to promote healthier living in the population. In
working with its partners to achieve these goals, the Department is responsible for around £110 billion of
public funds. It advises Ministers on how best to use this funding in order to inform and achieve their
decisions and to carry out their objectives. DH staff are responsible for leading and driving forward

8
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change in both the NHS and social care, and setting the direction on promoting and protecting the
public’s health. Working through and with the 1.1 million NHS staff operating in more than 400
organisations and approximately 8,200 GP practices, the Department is responsible for the provision of
health services to around 1.5 million patients and their families every day.

Strategic priorities

3.2 The coalition government's priorities as set out in the Department’s Business Plan 2012-15 as outlined in
paragraph 2.2. Each month, the Department reports on the progress made in meeting the priorities and
these reports are available on the Number Ten website.

3.2 The Department measures progress on the adopted key indicators in the wider health and social care
system and these are considered by the relevant management or programme board. At each of its formal
meetings, for example, the Departmental Board receives a key information pack, which includes
performance data relating to both the Department and the wider health and care system. A discussion
about performance is a standing item on the agenda of each Departmental Board meeting, with nan-
executive board members providing rigorous challenge.

Progress against the Structural Reform Plan

3.4 The Department reports monthly on the progress against the Structural Reform Plan actions, and these
are available at:
hitps./fwww qov. uk/government/organisations/department-of-health/series/dh-structural-reform-plan-
progress-reports

3.5 The financial year 2012-13 covered two Business Plans. For the month of April DH reported against the
Plan published in November 2011. This expired in May 2012, leading to the publication of a refreshed
Plan which was in force for the remaining financial year, and therefore forms the basis for the majority of
this assessment of performance.

3.6 For the financial year 2012-13, DH met 28 of its Structural Reform Plan commitments on time or ahead of
schedule, and reported delays for 19 actions. As reported on the Number Ten website, at the end of the
reporting period for the Business Plan which expired in April 2013, in total 60.6% of actions were
completed on time. Under the May 2012-15 Plan, the Department completed 70.2% of action on time.
Achievements further to those outlined in section 2 include:

« launched HealthWatch nationally and enabled the first local HealthWatch to be set up,

» increased access to NICE recommended psychological therapies for depression and anxiety to
meet a minimum of 10% amongst the adult population;

« initiated the national roll out of personal budgets for chronic/long-term conditions;
« strengthened the role of the Care Quality Commission;

« continued to extend the coverage of Payment by Results (PbR) into areas such as mental
health, chemotherapy, radiotherapy, ambulance services and some community services;

» developed proposals for dental contract reform;
» created a Nursing Care Quality Forum to engage and mobilise action on quality; and

« announced the high level design of a “health premium” for local authorities that tackle public
health challenges among the disadvantaged.

3.7 There are a number of reasons why commitments have been delivered later than set out when the Plan
was agreed. These have included timetable changes agreed with Cabinet Office and Number Ten (in the
cases of the Care and Support White Paper which resulted in delays to two actions, and publishing a
progress report on the Dementia Challenge); and policy decisions to extend data collection or evaluation
timetables (in the cases of publishing data on access to patient records, NHS 111 and the evaluation of
sharing knife crime statistics).

3.8 The action relating to the publication of the first part of an indicator on dementia in the NHS Outcomes
Framework was completed on time, and a definition for the second part was not fully complete until
March 2013. The definition of the second part of the indicator, “to enable dementia sufferers to cope with
changes in their lives” was under the consideration of the Operating Framework Technical Advisory
Group who cautioned against using the original wording for the metric. Based on their advice, and taking
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into account their findings, a revised provisional definition of the second part of the indicator has been
now provided.

The roll-out of adult liaison and diversion pathfinder services is jointly led with the Ministry of Justice, and
the programme has now been re-profiled. This is after a centrally agreed change in the timetable for data
collection to formulate a more robust business case.

Impact and Input Indicators
3.10 From September 2012-13 the Department has published data on its impact and input indicators taken

3.11

from the DH Business Plan 2012-15. Prior to this data was published as part of the Quarterly Data
Summary. The summary data is intended to help assess the effects of policies and reforms on cost and
impact of public services. In total there are 34 indicators, with ten relating to unit costs of health and
social care provision, eight relating to life expectancy and six for patient experience surveys.

In the 2012 Business Plan, more impact indicators were included than in the previous Plan. The
indicators were mostly linked to the priority areas and milestones included in the Structural Reform Plan
chapter of the Business Plan, with an increase of indicators relating to differences in life expectancy.

3.12 Table one provides examples of the indicators across the priority areas.

Table One: Department of Health Business Plan 2012-15 Impact and Input Indicators (extract)

item / Coalition Pricrity [2012-13 [2011-12 [2010-11 [Measure

Health and care systems around the needs of patients and users
Health related quality of life for people with lang term conditions Average heslth Status 16one For indhidiuals Mged 1B 5nd ovel,

en N/A reporting they have 3 long-bevm condition

Emergency admissions [avoidable] Unglanned hospicslisation for acute oonditions, rate per 100,000

41,71
13093 Zal, S
[Promots better healtheare outcomes
Patiens experiendce: primany care [GF services) 6. 74%] BR. 2% A
Surnry - B i FATINE Chilr sapriens e a3 Good of Very

Patient experience: primany care (GP out of hours services) 1021%]  0.88% /A o oog
Pabien expirienos: Roipitsl care 768 5.6 7 COC adult inpatient survey - average wone of five domains cat of 100
Safety incidents reporied by NHShealthcare provider Bi0.5 Per 100,000 population - data ctober bo Devermber 2011
Revclutionize NHS accountability

Unit cost of treatment for patients staying bn haspital for treatment

thiry huve choden () El.il-'l'![ £1,.276

Ceett peer Finevhed Consuliant Epsodde
Ut cost of treatment for patients staying in hospital for emergency

treatimsent (L]
Urit cest of patients visiting hospital for irestment [£)

EL570 £1,5300

e AEE or Outpati aitend
Elmi 103 1 per of Dulpatient aitendange

Urit cost of patients Being treated for mental health problems [E) Coat per attendance, ocoouphed bed day, contact, Cluster days and

Promate public health

Law birth weight of all live births where father's occupation is

clagsified a5 managerial, professional or intermediate (%)

Law Birth weight of all e births where father's occupation is
clazsified as routing and manual cocipations, never warked of long- 7.a%| 7,2% | Durs source ONS
Lrrm wnempiyed (M)

B.E% 6. 1%:| Data source ONS

IMurtaIIl'.' rade Troem causes congicde red preventable Draca for calendar yoars [eg 2000 data shown i 200011 columa],
143.3 L4R.G[I010 figure has been tevided, due 1o findsions 10 papulation edtimates
| fillorming the 11 Cerviud
Reform Care and Support
Cusatity of life for adults receiving social care 187 187

Adidt Social Care Survey aorcds B outcoms ilema - woone out of 14

|Gatisfaction with adult social care services

At Social Care Survey - p tage wery or iy Wik

62.5%] 62.1%

Unit cost of recehving community care [£] E E51 t—,?m- fi Cott par =] Wit g wacnation

Unit codts: odder people residential and nursing care () RET ARE RIS WeRlly Sapemadavre S DTSN SN LapPOTTING oRker

£azl E522 mhlnuﬂﬂnﬁlmﬂmwm

Unit costs: older people home help (E] 17 £17|The average gross hourly cont of council funded homa care

Unit costs: clder people day care (£) £91 ;_g:-'l'rnmmuﬂﬂ:ﬂrﬂﬁ:mlhﬂﬂmtmwmumdmr

MNote: Further 201.2-13 data will be published when available,

3.13 Performance against the indicators is published on a quarterly basis and the latest information was

published in early July. This indicator set is in its early stages and datasets are evolving, so time-series
data are not available for all indicators. The indicators draw on data from a variety of sources, including
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data produced by ONS, the Health and Social Care Information Centre and the Department itself. In all

cases, publication is guided by the Code of Practice for Official Statistics, which requires the producers to

publish the statistics as soon as they ready. However, figures are also drawn from more wide ranging

statistical products that take time to compile, for example national population measures derived from the
Census, Hospital Episode Statistics and surveys of NHS patients.

3.14 A brief explanation of the figures is provided in Table one, and all the measures and the data sources are
separately published on the gov uk website:

https:/iwww.gov.uk/government/organisations/department-of-health/series/input-and-impact-indicators
Departments’ Spending Data

3.15 Under the new Quarterly Data Summary (QDS) framework, departments’ spending data is published to
show the taxpayer how the government is spending their money. The QDS grew out of commitments
made in the 2011 Budget and the Written Ministerial Statement on Business Plans. For the financial year
2012-13, the QDS has been revised and improved to provide a common set of data to enable
comparisons of operational performance across government. Over time, the Department will be making
further improvements to the quality of the data in order to assist the public to understand better its
performance and operations.

316 The QDS breaks down the total spend of departments in three ways: by budget, by internal operation and
by transaction, shown in the table below. The analysis in section B highlights how the majority of the core
Department's expenditure is committed to supporting specific programmes of work (for example, Social
Care, Research and Development and European Area Medical Costs) with a relatively small percentage
being spent an running the central Estale, Information Technology (IT) and Corporate functions. Further
detail on each area will be published shortly on the Cabinet Office's website,

Table Two; Department of Health Spend by Budget, Internal Operations and Transaction Types

Spend in £ million
Total Spend £5,115.8

{4) Spend by Budget Type

{A1) Organisation’s own budget (DEL) £4 987 9
{AZ} Expenditure managed by the organisation (AME) £1279
{A3) Other expenditure outside DEL and AME £0.0
(A1 + A2 + A3) Total Spend| £5,115.8
fi Internal ion
(B1) Cost of running the estate| £30.8
(B2) Cost of running IT £B.6
(B3) Cost of corporate mimsl EB2T
{B4) Policy and policy implementation £4.995.7
(B5) Other costs £0.0
(B1 + B2 + B3 + B4 + BS) Total Spend| £5,115.8
n T f Tran (e i}
{C1) Procurement Costs E395.6
{C2) People costs £136.2
{C3) Grants £1.751.0
{C4) Other costs £2833.0
(C1+ C2 + C3 + C4) Total Spend| £5115.8

Motes: C3 excludes grami-in-aid o D' ALEs

3.17 The expenditure analysis shown above will not match or directly cross refer to the notes in the main body
of the resource accounts as a result of definitional differences between datasets, and the QDS return was
prepared before the final audited accounts. The Department are working with Cabinet Office colleagues
to achieve improved consistency in the future.
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Transparency and Efficiency Controls

3.18

3.19

3.20

3.21

An emphasis on greater transparency lies at the heart of the Coalition Government's commitment to
provide a means for the public to hold politicians and public bodies to account. The Department is fully
committed to this transparency agenda and has made available a number of key documents on the DH
website via a link to data.gov.uk. During 2012-13, key DH documents were made available in respect of:

« DH staff salaries above £150,000;
« senior DH civil servants' pay and details;

« senior staff pay details in relation to the Department’s Arms Length Bodies (ALBs), Executive
Agency, Executive Non-Departmental Bodies and Special Health Authorities,

+ all new DH ICT contracts and central DH contracts;

+ all new DH tender documents for contracts over £10,000;

» the Department'’s organisation chart and related staff data;

« new items of central DH spending over £25,000;

« publication of expenses information for senior officials in the Department; and
+ details of Government Procurement Card (GPC) transactions over £500.

The key indicators that the Department believes will be most useful to the public in terms of
understanding the costs and outcomes of health and social care services are set in the transparency
seclion of the Business Plan.

In May 2010 the Government introduced efficiency controls across a number of areas including: external
recruitment; consultancy spend; new ICT projects; other procurement, communications and advertising,;
property; pay; and business travel. In March 2011, the Cabinet Office announced that the controls would
remnain until March 2015.

The Department of Health introduced the controls across the whole of the Departiment and its ALBs in
May 2010 and has, in places (for example, professional services), extended the scope of the controls
beyond that imposed by Cabinet Office. As the controls have been developed or amended the
Department has issued updated guidance both internally and to its ALBs. The Department also provides
a quarterly update report listing any agreed exceptions to the spending moratoria.

Department of Health Staff Costs

3.22

3.23

Following a thorough planning exercise, the structure of the new Department has evolved into five
Directorates (reduced from 10) taking full effect from 1st April 2013. This has led to a significantly smaller
number of permanent and non-permanent staff and the size of the Department will reduce in 2013-14
through further productivity and efficiency gains.

The average number of whole-time equivalent staff employed by the Core Department (excluding DH
NHS Informatics staff whose functions transferred from Connecting for Health projects) during the 2012-
13 financial year fell by a total of 112 (4%) compared to 2011-12. A breakdown of the Core Department
figures is set out in table three below, and also shows the £23 million reduction in costs and is reported in
Note 7 to these accounts. Including Connecting for Health staff, the average number fell by 190 between
the two years. All of the decrease in the number of average staff employed in the Core Department is as
a result of a reduction in the permanent workforce (down by 7.4%), primarily as a result of natural
tumover alongside the operation of efficient recruitment controls.
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Table Three: Average Number of Persons Employed by the Core Department

Average number of Staff Employed (WTE basis) Total Staff Cost
Parmanently Other Total Emillion
employad staff
2011-12 2,350 396 2,746 E2B81m
201213 2176 458 2,634 £258m
Change -174 + 62 -112 -£23m

1. Staff cosis exclude the cost of Ministers and Special Advisors.
2. Average staff numbers exclude DH Informatics Direclorate

The numbers of staff employed, both permanent and non-permanent, will reduce significantly during the
first quarter of 2013-14 as permanent staff transfer (or move) to the new bodies, and the non-permanent
resources are no longer required following conclusion of transition.

Spend on Consultancy, Agency and Temporary Workers

The table four provides details of expenditure by the core Department in respect of consultancy and
temporary agency workers. The figures show an increase for the Department for both consultancy and
temporary workers. The 2013-14 £5.4 million consultancy cost includes a one-off cost of £3.5 million due
to the South London NHS Healthcare Trust being put into administration. A significant factor in the
remaining costs relate to the need for temporary specialist resources required to support transition for
system reform changes. The temporary and agency staff increase is in line with the non-permanent
workforce increase shown in table three.

Table Four : Department Expenditure on Consultancy and Temporary/Agency Workers

2012-13 2014-12

Temporary Temporary

Consultancy’ Agency’ Consultancy’ Agency

Core Depariment 5472 43,828 2,920 36,886
Connecting for Health® 12.927 12,765 11,997 34,078
Tetal DH Core 18,399 56,551 14,917 70,964
% Change on pror year 23% -20% 1% ~49%,

3.26

Motes
1 Consulltancy values for Core Department show receipted amounis against purchase orders in line with Office of
Govemment Commerce (OGC) definilions. This differs Io the source of data used in the main body of the resource
accounts (for example, notes 8 and 9), which is taken from the Deparment’s General Ledger. There are definitional
and timing differences between these sources.
2 Temporary Agency values an on a resource basis and are consistent with audited accounts
3 Figures may not sum due to roundings.
Further details on the staff policies and numbers is in Annex C, along with the consultancy and tempaorary

workers figures for ALBs and the NHS.

Other Department Efficiencies and Cost Reductions

3.27

328

In 2012-13 the Department has significantly reconfigured about 8000 square meters of headquarters
space in London and Leeds to provide over 900 extra desks for new ALBs formed as part of the new
health and care system. This new space meets Government Property Unit guidelines and contributes
towards the Department as a whole fully being on course to meet the Cabinet Office space targets by
2014, one year ahead of schedule. The space occupied by the Department itself has reduced by around
12% over the year. This has played a significant part in reducing the Department's net expenditure on
estates and facilities management by over £2.5 million.

The Department commenced implementation of a new shared ICT service (*Open Service") for the
Department and its ALBs, which will help deliver future savings of around one third against the cost of
current contracts. The move to the new contract has already contributed towards 2012-13 savings of over
£3 million in applications and software support costs.
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Sustainability

3.29

3.30

The Department and its ALBs remain on target to meet the Greening Government Commitments by
2015, key areas being the reduction in greenhouse gas emissions and water consumption.

The DH Sustainability Report for the year follows after the Annual Report.

Accounting to Parliament and the Public
3.31 As a Department of State, the Department of Health supports Ministers in discharging their

3.32

3.33

3.34

3.35

4

accountabilities to Parliament and the public, and remains one of the busiest in Whitehall. DH:
e |aid an ungualified, IFRS-compliant Annual Report and Accounts for 2011-12 in October 2012,

+ in the 2012 calendar year answered 2 405 Freedom of Information (FOI) requests, responding to
100% of these within the deadline, (including permitted extensions); and

e in 2012-13 DH answered 5,739 Parliamentary Questions, supported 21 Health Select Committee
inquiries, 14 cross cutting inquiries led by other Select Committees, and 4 inquiries run by the
Public Accounts Committee.

Between 1 April 2012 and 31 March 2013, the Department submitted 19 impact assessments (lAs) to the
Regulatory Policy Committee for review. Of these, 8 were given “fit for purpose” ratings at the first
instance and a further 8 after amendments had been made. The two remaining 1As that were given “not
fit for purpose” ratings have since been amended and re-submitted to the RPC for review.

In respect of the Department, the Parliamentary Ombudsman has confirmed there were no complaints
accepted for investigation in 2012-13.

Better Regulations

The Department of Health is committed to the Government's drive to produce less regulation, better
regulation and regulation as a last resort. Between 1 April 2012 and 31 March 2013, the Department
introduced four new sets of regulations, listed below, with their "come into force” date and estimated
annual net cost to business (EANCB):

« changes to regulations for Care Quality Commission Registration (April 2012), nil net cost;

« prohibition of the display of tobacco products at the point of sale (April 2012), estimated net cost
£2 41 million;

» consolidation of UK medicines legislation (August 2012), £0.91 million estimated net saving, and

« repealing the smoke-free signs regulations (October 2012), £0.07 million estimated net saving.

Between 9 March and 12 April 2012 and working in conjunction with the Cabinet Office, the Department
ran a Red Tape Challenge on medicines. This identified 215 regulations that would be merged,
simplified or scrapped altogether. The Department ran a second Red Tape Challenge between 6
November 2012 and 31 January 2013, to review over 500 regulations relating to public health, quality of
care, mental health, the NHS and professional standards. The Department is still reviewing the
responses to this challenge but, in line with a cross-Whitehall commitment, it is expected to scrap or
improve at least 50% of these regulations.

FORWARD LOOK

Developing the Department

4.1

42

The Department's enduring purpose is to achieve better health, better care and better value: working to
help people live better for longer. The Department will continue to maintain its strategic role in shaping
and designing the overall health and care system, and in acquiring and accounting for resources at a
national level. It will be the steward of the new health and care system and will set a clear vision for the
system's delivery of health care outcomes and the proper use of resources.

From April 2013, the Department's Permanent Secretary oversees the Department’s five directorates. Of
the five, three focus on the key delivery chains in the systermn: NHS, Social Care and Public Health. One
directorate explores the means by which the Department will become better connected to the people it
works with and for, and the fifth directorate focuses on the Department's corporate responsibilities across
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the Depariment and the ALBs. The Chief Medical Officer continues to work alongside the Permanent
Secretary and oversees the research and development function.

The 2013-14 Corporate Plan, published in April 2013, sets out the Department's priorities for the year

ahead. This Plan is available on the Department's website, and sets out activities grouped into six priority
areas.

s Better health and wellbeing for all - helping people live healthier lives

« Better care for all - helping people get better, and ensuring people are treated with dignity and
respect; supporting a patient-led health and care system

« Better Value for all - providing better quality care by improving productivity and ensuring value for
money for the taxpayer

» Successful Change — ensuring a smooth transition to a more autonomous and accountable
system

+« Working With Partners — achieving strategic clarity, building a common sense of purpose by
developing strong relationships with our external stakeholders,

+ Transforming the Department itself — improving capability and becoming a better department

The Department published a refreshed Business Plan in June 2013, which sets out a set of commitments
to be completed for the remainder of the Spending Review period, with end dates going up to March
2015. These reflect a change of Secretary of State and change in focus from the reform agenda to that of
compassionate care. A selection of the actions in the SRP include:

« maintain the UK as a world-class location for clinical research working with the Life Science
Industry, the NHS and academia to ensure the country's research environment is conducive to the
successful development of the life sciences sector,

+ reduce preventable early death

« help children make the best start in life

= support the integration of health and social care

« reform the funding of the care and support system

« take forward the Prime Minister's challenge on dementia

« deliver the Government's response to the Mid-Staffordshire NHS Foundation Trust Public Inquiry
recommendations, working jointly with other bodies to help increase compassion and dignity in the
NHS

« setan ambition for the NHS to put mental health on a par with physical health

» continue to improve the standardisation of payment for NHS services to improve the quality and
efficiency of services provided to patients; and

« improve the effectiveness of commissioning, seeking assurance on lh-g capacity and capability of
CCGs, and supporting NHS England to progress towards full authorisation of CCGs.

The Business Plan includes an Annex setting out how DH will contribute to cmss-Gwernrneqt priorities
on growth, open public services, sustainable development, working with our stakeholders, social maobility
and reducing regulation.

The Future Health and Care System Health and Social Care Structure following Health &
Social Care Act 2012

48

A central aim of the new system is to improve the quality of care for patients through the introduction of
clinically led commissioning, strengthened regulation, and an increased focus on transparency a_nd
accountability. A brief outline of the system under four core themes is set out below An interactive
diagram of the statutory organisations in the new structure is published in the Guide to the Healthcare
System in England, which includes summaries on the function on each organisation, and is available at
the website below:

http-/Mhealthandcare.dh.gov uk/system/
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Commissioning and delivering integrated services for all

Clinical commissioning will be led by doctors, nurses and other health professionals coming
together in Clinical Commissioning Groups (CCGs), supported by the NHS Commissioning
Board (NHS CE). Clinical Commissioning Groups (CCGs) will commission health services for
their communities with the NHS CB commissioning some specialist services centrally, where
this is most efficient.

Local authorities will work with the NHS to integrate commissioning of health and care
services, coming together in local Health & Wellbeing Boards to consider the full range of
services needed by the local population. This means better care for patients, designed with
knowledge of local services and commissioned in response to their needs.

New public health service to tackle preventable ill health

-

Local authorities will have an important new role leading the public health service at a local
level. They will be responsible for protecting and improving the health and wellbeing of their
communities, tackling challenges such as smoking, alcohol and drug misuse and obesity.
Working together with health and care providers, community groups and other agencies, they
will work to prevent ill health by encouraging people to live healthier lives.

Public Health England will provide national leadership and expert services to support public
health and work with local government and the NHS to respond to emergencies.

Safeguarding patients’ interests

As the new system brings more freedom for those who plan, commission and provide
services, new and existing health and care regulators will work together to safeguard the
interests of patients and the wider public.

The Care Quality Commission (CQC) and Monitor will work together to register, regulate and
maonitor services to ensure that the quality and safety of care meets government standards
and that providers of care promote patients’ interests.

A stronger voice for people and communities

-

The new system as a whole is designed to empower patients and local communities by
ensuring services are responsive to their needs. Patients and community groups will sit
alongside commissicners and providers on local health and wellbeing boards. Local
Healthwalch will give patients and communities a voice in decisions which affect them,
reporting their views, experiences and concerns to Healthwatch England. Healthwatch
England will work as part of the Care Quality Commission.

GOVERNANCE OF THE DEPARTMENT

Accountabilities within the Department of Health Group

5.1

5.2

The Department is led by a team of Ministers supported by officials, the most senior of whom in 2013-14
are: the Permanent Secretary, the NHS Chief Executive and the Chief Medical Officer.

The Permanent Secretary, Una O'Brien, is also the Principal Accounting Officer for the Department. As
such, she has personal responsibility for the proper presentation of the Department's Annual Report &
Accounts and its transmission to the Comptroller & Auditor General for audit. She is also responsible for
the use of public money and the stewardship of assets. In particular, in the context of Treasury's
guidance: Managing Public Money, the Accounting Officer has responsibility for:

ensuring that all expenditure of the Depariment, its Arm's Length Bodies and the NHS (including
NHS Trusts and NHS Foundation Trusts) is contained within the overall budget for the Department
— the Departmental Expenditure Limit (DEL);

assuring that individual organisations within the group are performing their functions and duties
effectively, and have the necessary governance and controls in place to ensure regularity,
propnety and value for money; and
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= ensuring that Ministers are appropriately advised on all matters of financial propriety, reqularity and
value for money across the system for which the Department is responsible.

Therefore, as well as leading the Department, the Permanent Secretary must also ensure that it operates
effectively, that Ministers receive the advice and support they need, and that there is effective working
with all Department of Health partners across local and national government, the NHS and in the private,
public and third sectors. In addition to being responsible for the Department's budget, including
expenditure of non-Departmental public bodies, but excluding programme expenditure on NHS
expenditure, the Permanent Secretary is also responsible for ensuring that the net expenditure of NHS
El:}:_'undatiun Trusts (which are not subject to direction by the Department) is contained within the overall
budget.

The NHS Chief Executive, Sir David Nicholson, was appointed by the Treasury as an Additional
Accounting Officer for NHS expenditure. In 2012-13 he was accountable for the Department's own
programme expenditure on the NHS, and for overseeing the spending of all NHS organisations that are
subject to direction by the Department (namely Primary Care Trusts, Strategic Health Authorities, NHS-
facing Special Health Authorities and NHS Trusts). In addition Sir David Nicholson was also appointed
the Chief Executive of the NHS Commissioning Board from October 2012

The Chief Medical Officer, Professor Dame Sally Davies is the most senior professional advisor to both
the Department of Health and Government Ministers in respect of medical and public health issues.

The accountabilities described above continued until the end of March 2013, after which the Accounting
Officer roles changed significantly. From 1 April 2013, the Department will have a single Permanent
Secretary, accountable for the Parliamentary Estimate as a whole. DH will allocate NHS funding to the
NHS Commissioning Board, with the Chief Executive of the NHS Commissioning Board becoming
directly accountable to Parliament for the regularity, propriety and value for money in respect of this
funding. Within the new system, the Department and its Ministers will remain ultimately accountable for
the overall health and care legislative framework. Further information on the role of the Accounting
Officer in relation to the NHS, public health and adult social care and arrangements is available in the
Accounting Officer system statement:

https://'www gov.uk/government/publications/accounting-officer-system-state ment--2

Ministers

5.7

The following Ministers were responsible for the Department in 2012-13:

» Secretary of State for Health with overall responsibility for the work of the Department:
Rt. Hon Andrew Lansley CBE MP to September 2012

Rt. Hon Jeremy Hunt MP from September 2012

+ Ministers of State:

Rt. Hon Simon Burns MP, Minister of State for Health to September 2012

Paul Burstow MP, Minister of State for Care Services to September 2012
Norman Lamb MP, Minister of State for Care and Support from September 2012

» Parliamentary Under Secretaries.
Earl Howe, Parliamentary Under Secretary of State for Quality (Lords)

Anne Milton MP, Parliamentary Under Secretary of State Public Health to September 2012
Anna Soubry MP, Parliamentary Under Secretary of State for Public Health from September 2012
Dr Daniel Poulter MP, Parliamentary Under Secretary of State for Health from September 2012

Board Structure and Membership

5.8

The Departmental Board is chaired by the Secretary of State and brings together ministerial and civil
service leaders with a team of non-executive directors. The Board provides the collective strategic and
operational leadership for the Department. It advises on strategic and operational issues affecting the
Department's performance, as well as scrutinising and challenging Departmental policies and
performance, and this includes appropriate oversight of sponsared bodies.
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54 In addition to the Ministers, in the paragraph above, the executive and non-executive members of the
Departmental Board during 2012-13 were as follows:

Una O'Brien CB Permanent Secretary

Sir David Nicholson KCE CBE MNHS Chief Executive

Professor Dame Sally Davies DBE Chief Medical Officer

Richard Douglas CB Director General for Strategy, Finance and the NHS

David Behan CBE Director General of Social Care, Local Government and
Care Partnerships to June 2012

Shaun Gallagher Acting Director General of Social Care, Local Government
and Care Partnerships between July 2012 and March 2013

Jon Rouse Director General of Social Care, Local Government and
Care Partnerships from March 2013

Peter Sands Lead Non-Executive member

Dr Catherine Bell Non-Executive member

Professor David Heymann Nan-Executive member

Mike Wheeler Non-Executive member

Chris Pilling Non-Executive member

510 The Departmental Board is responsible for:

supporting Ministers to manage and shape strategic issues relating to the health and social care
systems;

ensuring that there is strategic alignment across all those organisations which are accountable to
the Department for the health and care system,

providing appropriate oversight of performance, including progress against milestones within the
business plan and performance against efficiency metrics;

ensuring sound financial management in the Department;
gaining assurance on performance by the Department’s sponsored bodies; and

ensuring, with the advice of the Executive Board, the effective management of risks within the
Department and its sponsored bodies.

The lead Mon-Executive member's report follows in Section 6.
511 In 2012-13 the Departmental Board was supported by:

The Executive Board, which is chaired by the Permanent Secretary, and includes the NHS Chief
Executive, the Chief Medical Officer, the Director General for Strategy, Finance and the NHS, and
the Director General of Social Care, Local Government and Care Partnerships. This Board
supports the Permanent Secretary in the discharge of her responsibilities as Principal Accounting
Officer, and is responsible for escalating key risks to the Departmental Board where that becomes
necessary;

The DH Management Committee, which is chaired by the Permanent Secretary, and includes all
Directors General and Managing Directors. The Committee provides corporate leadership for the
Department of Health and supports the Executive Board in supporting the Permanent Secretary in
the discharge of her responsibilities as Accounting Officer for the Department;

The Audit and Risk Committee, which is chaired by Mike Wheeler, one of the Department's Non-
Executive Board Members, comprises other non-executive members. The Audit and Risk
Committee advises the Department of Health's Principal Accounting Officer and the Departmental
Board on risk management, corporate governance and assurance arrangements in the Department
of Health and its subordinate bodies. This Committee also reviews the Department’s Annual Report
& Accounts, and recommends these for signing to the Permanent Secretary;
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« The Mominations and Governance Committee, which is chaired by Peter Sands, the

Department's lead Non-Executive Board Member, with Una O'Brien, the Permanent Secretary, and

Dr Catherine Bell, a Mon-Executive Board Member, as the other members. This Commitiee advises

the Departmental Board on matters relating to leadership and succession planning for the

Department and the Board, and scrutinises governance arrangements in the Department. It also

considers matters relating to leadership and succession planning for non-executive board members
amongst the Department's arms-length bodies.

+ Transition Boards were established to provide governance and oversight of the implementation of
the health and social care system reforms. The NMHS Transition Executive Forum, chaired by Sir
David Nicholson, governed the NHS transition and development of the NHS future system. The
Departiment of Health, Public Health and Local Government Board, chaired by Una O'Brien,
oversaw the design and delivery of the Department, public health and local government transition.
Both reported to the Executive Board which oversaw transition across the full scope of NHS, the
Department, ALBs and local government.

Remuneration of Ministers and Appointment of Senior Officials

512

5.13

5.14

Ministers' remuneration is set by the Ministerial and Other Salaries Act 1975 (as amended by the
Ministerial and Other Salaries Order 1996) and the Ministerial and Other Pensions and Salaries Act
1991. Further details are included in the Remuneration Report.

Senior Civil Servants, including the Permanent Secretary, are appointed in accordance with the
Department's procedures, the Civil Service Commission's Recruitment Principles, and Guidance on the
Civil Service Commission's Recruitment to Senior Posts. The Senior Civil Service (SCS) pay commitiee
agrees the approach to the SCS pay round each year. Non-Executive members are appointed to the
Departmental Board by the Secretary of State for Health following consultation with the Government
Lead Non-Executive and consideration by a Departmental panel. The appointments follow the principles
of selection based on merit, with an open and transparent process, and information is placed in the public
domain about vacancies.

Details of Company Directorships & other significant interests held by the Board

Other than those interests disclosed in Note 28 (Related Party Transactions), Board Members hold no
company directorships or other significant interests, that are considered to conflict with their
Departmental management responsibilities.

Dealing with Risks and Uncertainties

5.15

The Department's strategic risk register provides the focal point for overall risk management within the
Department of Health. This register is updated on a regular basis, and the contents are considered by the
Departmental Board and the Audit & Risk Committee at each of their meetings. Supporting Committees
and groups manage those risks which fall within their specific areas of responsibility, and, as appropriate,
will escalate those risks for inclusion in the strategic risk register. Further commentary on the risk and
control framework is included in the Governance Statement

6. LEAD NON-EXECUTIVE BOARD MEMBER'S REPORT

Performance and priorities

6.1

6.2

The last year has been one of great change and thus considerable challenges for the Department of
Health, During this time, the Department's key challenge has been to ensure that the transition to a new
commissioning model does not compromise the delivery of high quality care. Whilst driving the
transformation of the health and care system as a whole, the Department itself has also had to change
significantly, with reduced resources and a redefined role. Alongside managing these near term
priorities, the Department has continued to focus on defining the strategic responses required to meet
longer term challenges such as an ageing population, rising expectations, and the ongoing pressures on
public finances.

The Board plays a vital role in supporting and challenging the Department in meeting its complex array of
implementation and service delivery objectives. Non executive members bring their experience from
across the public, charitable and private sectors. Board members' insights have helped the Department
better understand the scale of the challenges it faces, and non executive members have provided
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independent perspectives on strategic issues such as managing the transition, re-connecting with the
frontline, the role of technology and identifying and managing critical risks.

Non executive members also provided considerable input to the Department’'s policy response to Robert
Francis's report on wider lessons to be learnt from his earlier inquiry into Mid Staffordshire NHS
Foundation Trust. Their experience in customer insight and organisational development was used to help
officials develop practical proposals for improving the Department's role as steward of the health and
care system.

Board members have provided significant input to the development of more comprehensive and
transparent management information tools and in reinforcing the Department's approach to risk
management. These enhancements to the Depariment's governance and oversight capabilities are
critical to ensuring successful execution of its role within the redesigned system.

The Board met ten times in 2012-13. Four of these meetings considered the quarterly performance
report and financial information; the other meetings discussed strategic issues. The Board agendas
were planned around the Department's key responsibilities, overseeing current performance and
enabling more detailed discussion of the most important issues facing the Department and the wider
health and care system, including risks and strategic priorities. Alongside one meeting, the Board spent
time with a Clinical Commissioning Group, which provided an opportunity to understand the impact of the
reforms and progress on fransition to the new system from a front line perspective. Given the pressure
on public finances, the Board continued to maintain a close watch on the Department's - and thus the
system's - finances. This has enabled the Board to help the Department live within its limits as well as to
underpin more informed planning for the future, particularly in the context of the transition.

Topics the Board devoted particular attention to include:

= The transition programme and its associated risks. As the Department has been leading the
transformation of the health and care system, the Board has closely monitored the progress of the
transition programme. The Board has kKept the Department's strategic risk register under
continuous review, and offered considered advice in both the main Board and via the Audit and
Risk sub-committee. Such discussions have covered broad issues, such as staff and external
communications, and specific topics, such as how to ensure the effectiveness of emergency
planning and winter planning during the transition to the new system, and the need to maintain
close oversight of financial risks within the provider sector.

* Enhancing communication across the Department and the Arms Length Bodies (ALBs) to
ensure a clear sense of common purpose across the system as a whole, underpinned by a
better understanding of respective roles. The Capability Review conducted last year underlined
the importance of effective communication to build trust, confidence and successful collabaration.
Given the scale of change within the Department and across the health and care system as a
whole, it is vital that staff and stakeholders across the system understand the overarching purpose
of the changes, their respective roles within the new structure and the mechanics of how it will
work. This entails enhancing communication at all levels. Ensuring a shared commitment to a
common purpose, anchored around patient needs, continues to be a priority for the Board.

* Overseeing the Department’s Capability Review. The Board played a critical role in overseeing
the Department's Capability Review and in challenging the Department's progress on the action
plan. In particular, non executives were keen to ensure that the Department grasped its changing
role, providing more visible leadership and stewardship across the wider health and care system.
This requires better engagement with the Department’s ALBs.

* Reinforcing performance management. The Board has overseen the development of a much
clearer dashboard for the presentation of system performance data, combining both financial and
non-financial performance metrics and covering the health and care system as a whole. This
enables easy identification of trends and anomalies, while providing rich underlying data which
allows members to drill down in greater depth where required. The Board has also encouraged and
helped with the development of a more insightful risk register, which in tum has led to a
fundamental re-think of the Department's approach to risk management in its new role as steward
of the health and care system.

Actions from the Board effectiveness review

6.7

In early 2012, the Board undertook its first effectiveness review, through a survey and interviews with
individual Board members. This was a useful exercise which demonstrated that the Board is making
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good progress in its core objective of improving the governance of the Department of Health. The
resultant objectives were set out in last year's report.

Progress towards these objectives has been good, particularly in regard to spending a greater proportion
of the Board's time on strategic issues affecting the longer term shape and performance of the health
and care system, identifying and discussing the most critical risks, and putting greater focus on
monitoring performance ocutcomes for the Department and the system as a whole. Whilst there has been
progress on succession planning and several significant senior appointments have been made in the
Department, this remains an area of focus. Given the substantial change in composition and remit of the
Board arising from the transition, DH agreed with the Cabinet Office that the next review should take
place in the autumn. This review will also include consideration of individual Board members'
contributions in the context of how the Board as a whole is performing.

Forward look

6.9

7.2

7.3

The challenges that the Board will help the Department respond to in the course of the next year or so
include:

« responding to the Spending Review and the resultant pressure on the Department's budget; while
also considering the longer term affordability of the overall system given the rise in demand for
health care and the pressure on public finances;

« ensuring that the transition's benefits are realised, with a particular focus on reinforcing the links
between social care, the health care system, and on the public health agenda;,

« maintaining oversight of system performance, with ever increasing focus on outcomes and patient
care;

« exploring longer term strategic challenges and potential responses; with a focus on creating a
joined up system with the right balance between preventative, primary and acute care,

« sustaining the pace of progress in improving management information and risk management
processes; and more generally, on deploying technology to enhance system effectiveness; and

« supporting the development of better understanding and more collaborative working relationships
across the entire health and care system.

SUMMARY OF FINANCIAL RESULTS

These financial statements show how the Department's activities have been funded, and its resources
deployed, during the 2012-13 financial year. The Department has two primary sources of funding:
Parliamentary (Supply) funding and National Insurance Contributions. In 2012-13, National Insurance
Contributions amounted to around £18.1 billion (an increase from the £16.9 billion in 2011-12). HM
Treasury (HMT) sets the Department's budgets independently from the level of National Insurance
Contributions and, as such, they have no impact on the resources available to cover expenditure on
healthcare.

The Department is required to contain expenditure within a series of controls operated by both HMT and
Parliament:

« Revenue expenditure must be contained within either the Revenue Departmental Expenditure
Limit (RDEL) or Annually Managed Expenditure (AME). Details of 2012-13 revenue expenditure
are set out below in Table five for RDEL and Table seven for AME;

« Administration revenue expenditure must be contained within the Depan;n?ni's_ Administration
limit. which is @ subset of the overall revenue DEL. Details of 2012-13 administration expenditure
are set out in Tables eleven and twelve; and

« Capital expenditure must be contained within the Capital Departmental Expenditure Limit (CDEL).
Details of 2012-13 capital expenditure are set out in Table nine.

In 2012-13, the Department met all its financial duties, by managing resources within the budgets set by
HM Treasury and the amounts voted by Parliament.
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Revenue Departmental Expenditure Limit

7.4 The Department underspent by £1,527 million (1.4%) against its final RDEL budget in 2012-13. This
compares to a £826 million (0.8%) underspend in 2011-12. In cash terms, RDEL expenditure increased
in 2012-13 by £2,356 million (2.3%). This is shown in table five below and further details of spending
growth are shown in Table ten.

Table Five: Revenue Department Expenditure Limit (RDEL) 2012/13
201213 201112 Growth  Growth

Em Em Em b ]
Revenue DEL budget 105,475 102,418 3,057 3.0%
Revenue DEL axpandituns 103,948 101,592 2 356 2.3%
Under!{over) spand £m 1,527 826
Undberi{over) spend % 1.4% 0.8%

Breakdown of 2012-13 Revenue DEL underspend:
NHE Surplusas (FPrimary Care Trusts, Stralegic Haalth 2132
Authonities, NHS Trusts and Foundation Tuesfs)

SHA & PCT End Year Flexibity Allocation ___(1,586)

NHS 548
DM and Arms Length Bodies Programme and ga1
Adminisiration

Noles

1. The breakdown is bafora the ehmination of intra-group transactions, so the figures do not maich those in table 7
2. 2011-12 expendilure figures have been restated to include NHS charities.

3. Figuras may not sum dua to reundings

7.5 The 2012-13 underspend has been analysed by spending sectors. Within the RDEL underspend of
£1,527 million, the net NHS underspend was £546 million comprising:

= an underspend of £2,132 million {(SHAS/PCTs - £1,517 million, NHS Trusts £1068 million and
Foundation Trusts £510 million);

= offset by a planned over-commitment of £1,586 million relating to the repayment of to Primary Care
Trusts and Strategic Health Authorities 2011-12 underspend.

7.6 The current years underspend is not lost to the NHS, it has been made available in future years to NHS
England to help to deliver high quality sustainable health services for patients. It would not be prudent to
use the entire underspend in the following year, because carrying a surplus provides the flexibility to
respond to unexpected costs. Therefore, plans are agreed that involve a steady use of the underspend
over a number of years, funded from the wider Department of Health budget.

7.7 In addition to the net NHS underspend of £546 million, the remaining £981 million relates to:

» A saving on the RDEL due to certain types of NHS expenditure that score to other HM Treasury
(HMT) budgetary controls, this was around E£550 million more than was originally planned. For
example, NHS expenditure on provisions (eg Continuing Healthcare) are counted against the
Annually Managed Expenditure budget as opposed to the RDEL,

* An underspend of around £50 million on the “ring-fenced” element of the RDEL. This ring-fence is
only permitted to be used for certain types of depreciation and impairment of assets; and

+ DH and DH Arms Length Body (ALB) underspend of around £350 million — of which around £200
million relates to reduced administration expenditure (see paragraphs 7.22-29 on administration
expenditure).

7.8 Like other Government departiments, DH's underspend will be returned to HMT and this will help in wider
fiscal deficit reduction during this unprecedented period of fiscal challenge.

Disposition of the Department’s 2012-13 Revenue Departmental Expenditure Limit (RDEL)

7.9 Figure 1 below illustrates the high-level disposition, by spending sector, of the expenditure that scores
against the Revenue Departmental Expenditure Limit.
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Figure 1: Revenue Disposition Outturn

Revenue DEL Outturn £103,948m

SHA/PCTs £98,829m Providers -£433m ALBs £913m Central £4,639m
Met Operating Cost [Reported Surpluses  -E61 Man Departmental Public EEA Medical Costs E644m
£99.568m (NHS Trusts -£106m) Bodies £314m
(Foundation Trusts -£510m
Research & Development
HMT Budgeting HMT Budgeting Adjustments Special Health Authorities £O11m
Adjusiments  -£738m E182m £600m

! Connacting for Health
| EBBTm

Healthy Starl £141m

Admin E£45Tm

Social Care  £1,378m

Ciiver  £220m

Notes
1. Megative numbers indicate benefi to the DEL - eg Providers reported a DEL surplus of E615m

2. Further explanation of the provider surplus is in the NHS Finance and Performance paragraphs below

3. Budgeting adjusiments relate to certain types of expenditure that score to other budgetary confrols. For @xample, provisions

expenditure and certain types of impairments score o the Annually Managed Expendsiure control as opposed o the RDEL

Figures rmay not sum due to roundings

The value for EEA Medical Costs above does not match the value included in Note 9 Programme Costs EEA Medical Costs

because il includes all cosls associated with the Department's EEA Medical Costs leam, rather than purely the provisions

provided in year shown in Nole 9,

&. The value of Research and Development above does not mateh the value shown in Note 8 Programme Costs for research
and development because il includes all costs associated with the Research and Development Directorate, including income
recelved, and conferences and seminars, rather than purely the amount spent on research and development per Note 9
Programme Costs.

n &

The Parliamentary Estimate budgetary provision is set on the basis of forecast consolidated income and
expenditure — that is after the elimination of the forecast level of transactions between bodies within the
DH group. For example, if a PCT purchased a service from an NHS Provider to the value of £20m, on
consolidation, the expenditure of the PCT would be reduced by £20m and the income of the NHS
Provider would be reduced by £20m. As the estimate is based on forecast levels of intra group
transactions, a significant proportion of variances between provision and outturn relate to these
transactions.

Table six provides an explanation of the differences between provision and outturn in the Parliamentary
Estimates for DEL expenditure, relating to the figures in Note 2.1 of the accounts.
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Table Six: Explanation of Material Differences Between RDEL Provision and Outturn

Provislon  Outtumn Difference Difference Explanatien of differente
£m Em £Em %

Revenwe Deparmental Expenditure Limit (DEL)

PCT & SHA expendiura 16,740 17,345 [(BOS5) -1% The sverspand on this line resulls fram:
1. a difference In the forecast of intra group trading
eliminations of around £1,100 million ; and
2. the remaining difference relates to the composition of PCT
and SHA, expandilure - mainly becausa (hers was an increass
in provisions expendiure that scores to the Annually Managed
Expenditure budget as opposed to the DEL - section on AME
refars

DH Programme expendifure (MHS) 27 1.701 1,021 38% The underspend on this line results from:
1. a difference in the forecast of intra group trading
eliminations of around £500 million; and
2 around £500 million s becauss éxpanditune was lower than
forecast in the Supplementary Padiamentary Estimale and
relates 1o the overall RDEL

Special Health Authorities 1,959 2163 (204} -10% The overspend on this ling results from:

agpanditune 1. a difference in the forecast of intra group trading
eliminations of around £300 milion ; and
2. expenditure was arcund £100 milion lower than was
forecast in the Supplementary Pariamentary Estimate - mainly
becausa NHS Litigation Authority claims setliements were

Iwer than planned.
OH Programme & Admintstration 1,843 1,702 151 E% The underspend on thes ling results from:
axpandibene 1. & difference i the Tonecas! of inra group trading

eliminations of snownd E200 millioh; fnd

2. expenditure was around £300 mélion lower than forecast in
the Supplementary Parliamentary Estimate - mainly relating to
ungerspends on admintstration.

Sodal Care Expenditure 1,357 1,378 {21) =2% The overspend of around £20 millicn arcse because the
feliawing changes ocourmed after forecasts wene included in
thir Supplemantasy Parliamentary Estimate;

1. Learning Desability Commissioning Transfer was around £11
million higher than the the provisional amount;

2. around E3 million of additional funding was allocated for the
Siart up costs of local Healthwalich: and

3, changes to local agreemants batwean the NHS and Local
Autharilees,

NHS Trust net expenditure 27,832 27,329 G0z 2% The underspend on this line resulis from
1. a differance in the forecast of intra group frading
eliminations of around £850 million; and
2. an overspend of around £250 million mainly because of
aecounting adjustments of around £200m

MHS Foundabion Trusts net 34,205 37Tz 462 1% The underspend on this line resulls from.

expendibee 1. a differance in ihe forecast of intra group trading
‘efminations of around E200 million; and
2. an underspend of arcund £300 million manly becausa of

accounting adjustments of around £200m '

Hon Du_partmamnl Bodies net 477 3B3 95 20% The undarspand on this ling manly resuls from a difference in

expendiburg the forecast of inlra group irading eliminations of around £120
rraillicn

PCT & SHA expenditure financed by 18,080 18,085 {4}

NI coniributions

Total RDEL 105,475 103,948 1,827 1%

Males

1. Absadplion Sccounting adusiments relabe ba the ranshers betwesn NHS Trusts and Foundation Trusts - hese result in @ loss (increased axpendiure) in e Toos
Swclor and & gain (reduced sapondilure) in the Foundation Trust secior. Theds [rangackons wers babwesn - Scarborough and North East Healthcare NHS Trsst to
¥ork Teachng Hospital Foundation Trust, Traflord Health NHS Trust and Great Wesbern Ambuiance Sendce NHS Trust 1o Central Manchesiar Universises
Haspitats Foundation Trusl and Gros Wastem Ambulance Senice NHS Trust to South Wesiem Ambulance Sanica Foundation Trust

2. When provisions are sefiled, the ameunts score 85 8 credil (o (e AME budget and a charge ko ihe RDEL budget
3. Figures may not sum due 1o roundings
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7.12 Expenditure that HM Treasury has deemed to be demand-led or exceptionally volatile scores against the
Annually Managed Expenditure (AME) budget. For DH, this includes expenditure on provisions, certain
impairments of assets and Credit Guarantee Finance. Details of the AME budget and expenditure are set
out in table seven below, and shows the Department underspent by £93 million (1.6%) against its final

AME budget in 2012-13.

Table Seven: Annually Managed Expenditure (AME)

201213 2011-12 Growth Growth

£m £m £m %

AME budget 5,868 3,943 1,925 48 8%

AME expenditure 5775 3,193 2,582 80.9%
Under/(over) spend £m 93 750
Under/(over) spend % 1.6% 19.0%

Motes
1. Figures may not sum due to rounding

713 In cash terms, AME expenditure increased in 2012-13 by £2,582 million (or 80.9%) when compared to

2011-12. This increase was mainly due to:

« as advised by HMT, a change in the discount rate used to value the future value of settlements,
resulted in increased provisions of around £1,400 million

« increased provisions in the NHS of around £650 million relating to continuing healthcare claims.
This is related to the Department introducing a deadline of 31 March 2013 for new claims for NHS

continuing healthcare funding; and

« increased impairments in the NHS of around £250 million — mainly related to the market valuation

of assets.

7.14 Table eight provides an explanation of the differences between provision and outturn in the Parliamentary
Estimates for AME expenditure, relating to the figures in Note 2.1 of the accounts.
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Table Eight: Explanation of Material Differences Between AME Provision and Outturn

Provision  Outturn Difference Difference Explanation of difference
£m Em Em %

Annually Managed Expanditure

[AME]

PCT & SHA expenditure Baa 581 233 30% The underspend on ihis line relates lo the disiribution of the
fthe NHS' AME expenditure included in the Supplementary
Parfiamentary Estimate differed to the final outhum position.
For example, PCT provisions and impairment were lower
than forecast in the Pariamentary Estimate, but NHS Trusis
and Foundation Trusts were higher.

OH Programme expenditura (NHS) ) 123 (114)  -1260% The overspend on this line is because provisions
axpenditura, relating mainly to injury benafits, was
incomecily forecast against the DH Programme &
Administration line in the Supplementary Pariamentary
Estimate.

Special Health Authorities. 3,897 4,085 (189) -5% The overspend on this line is mainly because MHS Litigation

expenditung Authority (NHSLA) provisions were higher than forecast in
the Supplementary Estimale because based on the actuarial
rzvigw, thit NHSLA has made adjustments to recognise the
increased volume of clinical negligence claims.

OH Programme & Administration 321 (89) 410 128% Around £100 million of this underspend ks related to the

expanditung explanation given in the DH Programme expenditure line
abowe. The remaining underspend is mainly due 10 .a higher
rate of provisions settiements (mainly for EEA medical costs)
than was planned in the Supplementary Pariamentary
Estimate. '

NHS Trust net expenditure 400 509 {109} -2T% The overspend on this estimate line ks bacause impairmenis
of a55¢1% relating to market valuations were higher than
forecast in the Supplementary Pardiamentary Estimate. DH
will meed to work with NHS: Bodies in 2013-14 to ensure that
maore accurate forecasis of AME expenditure are oblained,

NHS Foundation Trusts net 400 555 {158) -40%% The overspend on this estimate line is because impairments

axpenditura of assels relating 1o market valuations were higher than
forecast in the Supplementary Fariamentary Estimate. DH
will need to work with NHS Bodies in 2013-14 o ensure that
maore accurate forecasts of AME expendilune are obtained.

Mon Depadmental Bodies net k] {4} 1 “38%

axpenditure

Total AME 5,868 5,775 83 2%

Hotes

1. When provisions are setfed, the amounts Score 38 8 ced 1o the AME budget and a charge to the ROEL budget
2. Figures may not sum dus o roundings

Capital Departmental Expenditure Limit

7.15 CDEL expenditure in 2012-13 increased in cash terms by £12 million (0.3%) compared to 2011-12, and
this and the position against budget is shown in the table below.
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Table Nine: Capital Department Expenditure Limit (CDEL) 2012-13
201213 2011-12 Growth Growth

£m £m £m %
Capital DEL budget 4,495 4,353 143 3.3%
Capital DEL expenditure 3,783 3,771 12 0.3%
Under/{over) spend £m 713 581
Under/{over) spend %% 15.9% 13.4%
Breakdown of 2012-13 Capital DEL underspend:
NHS Bodies (Primary Care Trusts, Strategic Health 400
Authorities, NHS Trusts and Foundation Trusts)
DH and Arms Length Bodies 313
Hotes:
1. Breakoown of the underspend is based on the onginal planning assumptions for each sector so figures do not malch those in Mote 2.2 in
e BOCOUNTS.

2. 2011-12 expenditure figures have been restated to inclugde NHS charitias
3. Figures may nol sum due to roundngs

In 2012-13 there was a CDEL underspend of £713 million (or 15.9%). The main reason is due to the
initial planned capital expenditure in the NHS being higher than was affordable within the capital budget
The Department assumed, as in previous years, that these capital plans would slip, but held a capital
funding reserve of around £400 million to cover some of the increased capital forecast should they anse.
This. in the end, was not needed, as the NHS' actual capital expenditure was significantly lower than

planned.

Movement of the NHS' actual capital expenditure against initial plans is as follows:
+ Foundation Trusts - lower by around £1 billion
« NHS Trust Sector - lower by around £450 million
» PCTs/SHAs - lower by around £100 million

The Department is working with NHS bodies and Monitor to consider ways in which capital forecasts can
be improved going forward. Like other Government departments, DH's underspend will be returned to
HMT and this will help in wider fiscal deficit reduction during this unprecedented period of fiscal

challenge.

Figure 2 below illustrates the high-level disposition, by spending sector, of the expenditure that scores
against the Capital Departmental Expenditure Limit (CDEL).
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Figure 2: Capital Disposition Outturn
Capital DEL Outturn
£3,783m
NHS Bodies £3,164m ALBs EB3Im Central E£53Tm
SHAs & PCTs E52Bm Non Departmental Public Connecting for Health E238m
Bodies £44m
NHS Trusts £1,118m Special Health Authorities RE&D £58m
£38m
Foundation Trusts £1,518m Social Care £127m
Other E118m

Notes
1. Figures may not sum due to roundings

Total Departmental Expenditure Limit (TDEL)

7.20 HM Treasury's presentation of departmental expenditure in its publications (eg Spending Review and
Budget reports) is on a Total DEL basis, calculated as the total of RDEL expenditure plus CDEL
expenditure less depreciation. Table ten below sets out TDEL expenditure from 2008-10 to 2012-13.
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Table Ten: Total Departmental Expenditure Limit (TDEL) and Real Terms Growth 2012-13
201213 201112 2010-11  2009-10

£m £m £m £m
RDEL 103,948 101592 100286  97.075
CDEL 3,783 3.7 4,159 5,182
Less PSS | (1.520) (1,395)
Less depreciation; (1,132) (1,183) (1,2100 (1,187)
TDEL 106,600 104,170 101,714 99,675
TDEL in 12/13 prices 106,600 105,736 105,608 106,200
Growth (Em) 863 129 (593)

Growth (%) 0.82% 0.12% -0.56%
Cumulative Growth - 0.38%

09/10 to 12/13 (%)

Motes

1. In order to calculate growth on a consistent basis, 2010-11 figures have been restatid 10 éxclude
Personal Social Services (PSS) grants as this was lransfemed to Department for Communities and Local
Government fram 2011-12 as part of tha 2010 Spending Review

2. This calegory also includes some types of impairment

3. 2011-12 expedifure has been restated o include MHS chanbes

4. Figures may nol sum due to roundings

Total DH expenditure in 2012-13 was 0.8% higher in real terms than in 2011-12 and by around 0.4%
higher than in 2009-10.

Department Of Health Administration

7.22

7.23

7.24

As part of the 2010 Spending Review, the Department's administration cost limit, which had previously
applied only to the core department, was extended to include the administration costs of Primary Care
Trusts, Strategic Health Authorities and Non-Departmental Public Bodies. As part of the 2010 Spending
Review the Department is required to reduce the administration costs by one-third by 2014-15. The one-
third reduction is measured against the 2010-11 baseline in real terms, i.e. the baseline in subsequent
years is uplifted for inflation. In September 2011 a revised trajectory for the reduction was set out in the
revised impact assessment for the Health and Social Care Bill (now the Health and Social Care Act
2012).

From 2013-14, the scope of administration income and expenditure will remain the same i.e. the core
department, commissioning boedies and non-departmental public bodies, however the individual
organisations within this scope will change to reflect the new design of the Health and Social Care
system. Total administration costs and the challenge of the one-third reduction therefore remain
comparable over the Spending Review period.

Table eleven provides a comparison of the Department's 2012-13 administration expenditure against the
2012-13 administration limit.
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Table Eleven: Administration Limit 2012-13

Admin Admin Under Under

Limit QOutturn spend spend

£m £m £m %

Administration - excluding depreciation 3,797 3,502 295 7.8%
Administration depreciation 374 168 208 55.1%
Administration total 4171 3,670 501 12.0%

Notes
1. Figures may not sum due to roundings

The Department underspent by £501 million (or 12.0%) against the 2012-13 administration limit. The
underspend comprises a combination of continued faster pace of reductions with lower levels of non-
recurrent transition/reform related costs than expected when setting the administration limit.

Table twelve below provides a comparison of the 2012-13 administration outturn against the revised
impact assessment for the Health and Social Care Bill (now the Health and Social Care Act 2012).

Table Twelve: Administration Costs Qutturn and Forecast 2011-12 to 2014-15

2010-11
Baseline 2011-12 2012-13 2013-14 2014-15
£m £m £m £m £m
Administration costs forecast ; 5 5 4 500 3,969 3.811 3,553 3,337
Outturn 3,307 3.502
Under/(over) spend 662 309

Maotas

1. The administration costs forecast i as published in the revised impact assessment for the Health and Social Care
Bill. Mote, the actual published figures were in 2010-11 prices

2. Adminkstration figures do not include depreciation

3. The 2012-13 administration costs of £3,811 million in the Impact Assessment differs to the equivalent figure of £3,797
million administration limit in Table 11 because the Impact Assessment numbers have not been revised to remove
contingencies held to cover the uncertainty in the split of expenditure between administration and programme, whereas
the 2012-13 Estimate figures werne adjusted.

4. Figuras may not sum due 1o roundings
Administration costs (excluding depreciation) of £3,502 million in 2012-13 are £195 million higher than in

2011-12. This is mainly due to non-recurrent costs associated with finalising the establishment of the new
Health and Social Care system and closing bodies exiting the system e.g. PCTs and SHAs.

Administration costs in 2012-13 are £309 million lower than forecast in the Impact Assessment because:

= contingencies factored into the Impact Assessment for potential classification issues between
programme and administration expenditure were not needed; and

« the Health and Social Care act 2012 reforms continue to deliver faster administration reductions,
allowing for more spending on direct frontline services.

The Department is on track to deliver the one-third reduction to administration as defined in the Spending
Review.
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Arm's Length Bodies' Administration and Programme Costs

7.30 Arm's length bodies (ALBs) are national organisations established to support the health and care system

7.31

7.32

7.33

7.34

to deliver its priorities. They are accountable to Parliament and ministers through the Department of
Health. The Department sets their strategic direction and holds them to account for delivering a range of

agreed objectives and outcomes. ALBs provide a range of diverse functions to support the Department in
delivering its objectives, including:

delivering high quality care to reflect what patients and the public value most,
regulating the health and care system and workforce,

establishing national standards and protecting patients and the public, and
providing central services to the NHS.

& ® & 8

The Health and Social Care Act 2012, for the first time, confers statutory functions on the Department's
executive non-departmental public bodies (ENDPBs), rather than those functions being delegated by the
Secretary of State. The Department remains responsible for the health and care legislative framework
and the Secretary of State retains ministerial responsibility to Parliament for the provision of the health
service in England, most day-to-day operational management in the health and care system, however,
will take place within the Department's ALBs.

The Department's ALE Review, published in July 2010, proposed the abolition or significant reform of
eight to ten ENDPBs and SpHAs. The Department has ensured that the appropriate legislation and
process was in place for this to happen by April 2013, Note 33 to the accounts lists the Department’s
ALBs during 2012-13, and the following organisations closed in 2012-13:

« General Social Care Council (ENDFB) closed July 2012
s National Patient Safety Agency (SpHA) closed July 2012
« Appointments Commission (ENDFB) closed October 2012

and a further three closed at the year end:

« Health Protection Agency (ENDPB)
« National Treatment Agency for Substance Misuse (SpHA)
« NHS Institute for Innovation and Improvement (SpHA).

Alcohol Education Research Council also closed as an ENDPB from July 2012 and returned to its
previous charitable status and continues its work as a trust fund.

The following organisations changed their status or took on additional functions in 2012-13:

« The NHS Commissioning Board Authority changed its status from a Special Health Authority to
an ENDPB from October 2012 as the NHS Commissioning Board, and from 1 April 2013 it has
adopted the title of NHS England;

 Care Quality Commission took on new functions under the HSC Act including Healthwatch, in
2012, and joint licensing with Monitor, from April 2013, and

« Council for Healthcare Regulatory Excellence became the Professional Standards Agency on 1
December 2012 and is currently working towards taking on its new independent status from April
2014,

The financial performance for the SpHAs and ENDPBs are summarised In table thirteen below.
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Table Thirteen: Summarised Financial Position for DH's Arm's Length Bodies in 2012-13 and prior

year
Mot et
Cperati Oiparati Ciperati Ciporati
Arms Length Bodies i e e
{Insema) [Ireema)
201213 201213 01213 2011-12
Entity Spocial Health Autharities. Emillions Emillions Emillions £millions
5T1150 NHS Litigation Authority (MHSLA) 54139 (1.,0057) 4.408.1 24281
ST1440  MHS Institule for Innavation and Improvement 328 {6.6) 26.1 496
ST1450  NHS Business Services Aulhority (BSA) 7245  (B09.2) 115.3 154.8
871180  Mational Treatment Agency (NTA) 15.8 {4.59) 10.8 a7
ST1240  Mational Patient Safety Agency (NPSA) * 0.6 (0:1) 0.6 196
ST1160 Mational Institule for Health and Clinical Excalbence (MICE) T8 (7.3) 65.5 58.2
ST1430  Health and Social Care Infarmation Centre (IC) 48.1 {11.1) ar.o 352
T1470 MNHS Commissioning Board Authority © 18.2 {0.0) 18.2 4.4
T1480 Health Research Authority (HRA) 9.3 {0.3) 9.0 0.6
T1510 Heaalh Education England & 27 i i) 27 A
T1480 NHS Trust Development Authority * 26 0.2) 24 NA
Total 6,341.3 (1.6454) 4,6959 2,761.1
Executive Non-Deparimental Public Bodies
ST1220  Appointmenis Commission 0.8 (02} 0.6 2.1
COC033  Care Quality Commission (COC) 165.6 (93.0) 725 609
CRPO33  Councll for Healihcare Regulalory Excelience (CHRE]) 3.8 (1.2} 24 25
GSC033  General Social Care Councll (S5CC)* 6.5 (1.7 4.8 19.3
HFED33Z  Human Fertilisation and Embryology Authority (HFEA) 5.1 (4.1) 1.1 (0.4}
HPGO33  Health Protection Agency (HPA) 3234 {179.6) 1438 160.8
CBA033  NHS Commisioning Board * 435 (0.2) 43.4 NA
HTAD33  Human Tissue Authority (HTA) 4.2 (3.3} 0.9 1.1
MIRO33 Monitor 43.1 (Cnad) 427 155
SHF 033 Skipton Fund 18.4 {17 4) 1.0 151
Total 614.2 {3041} 3131 277.0
Combined Total 69555 (1,946.5)  5,009.0 3,038.1
Noles

7.35

1. Figures may not sum due to rounding.

2. Figures are from the individual accounts and inter-group transactions have not be eliminated, so the totals do not represent the
consolidated position,

3. Operating income is income which relates directly 1o the operating activities of the authority. It principally comprises fees and
charges for semvices provided on a full-cost basis to external customers, as well as public repayment work, but it also includes other
income such as that from Devolved Administrations and from other NHS organisations. If includes both income appropriated-in-aid
and income to the Consolidated Fund which HM Treasury has agreed should be trealed as operating income.

4. Pan year figures included for seven organisations

The majarity of Special Health Authority spending relates to claims made to the NHS Litigation Authority
(NHSLA) in respect of clinical negligence (net £5.4 billion of £6.3 billion total spending). Parliamentary
funding is provided to NHSLA to meet the claims outside the NHS contribution scheme paid in the year
rather than the estimated costs of those future claims. NHSLA's expenditure also includes £1.2 billion
relating to the impact of the reduction in the Treasury discount rate on the valuation of their provisions.
Further information is contained in Note 20 on provisions in the Accounts.
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NHS Financial Performance

7.36

7.37

7.38

7.39

Each NHS organisation is subject to a series of either statutory or financial duties set by the Department.
These differ slightly depending on the type of organisation and in particular, on whether an organisation's
income is received as a result of direct Government funding allocations (i.e. commissioners of
healthcare), or whether it is derived through trading activity (i.e. NHS providers). For example, NHS
Trusts have a statutory break-even duty, by which the organisation must ensure that revenue is sufficient
to meet expenditure, taking one year with another, while PCTs and SHAs have a statutory duty to contain
resource expenditure, measured on an accruals basis, within approved revenue resource limits.

The PCT and SHA retained their statutory functions and duties throughout the year. They have been
accounted for on a going-concern basis as, although each PCT and SHA closed on 1 April 2013, their
main functions continue and have been transferred to other organisations in the health and care system.
Transfers schemes under the Health and Social Care Act 2012 were used to transfer staff, property and
other assets and liabilities on 1 April 2013,

Table fourteen below provides a summary of NHS financial performance by sector and SHA area for
2012-13 and 2011-12, showing the surpluses (or deficits) by the NHS organisations in each gecgraphical
area. In relation to both PCTs and NHS Trusts, Table fifteen shows the number of organisations in each
sector reporting a gross surplus or deficit in 2012-13 and provides comparable figures for 2011-12

The figures should be considered in the context that healthcare data for 2012/13 show growth in achivity
in most areas, compared with 2011/12. Nationally, compared with 2011/12 GP referrals increased by
3.3%. Other referrals grew by 4.9%, as did outpatient attendances which grew by 2 4%, Mon-elective
admissions have increased by 1.8%. Elective growth (i.e. elective ordinary admissions and elective day
cases) was 1.8%. The number of day cases has grown steadily since 2003-04, and in 2012-13 the
proportion of election admissions that were day cases was 79.8%.

Table Fourteen: Summary of NHS financial surplus (deficit) by sector and SHA geographical area

01213 201142 Movement between 2912-13 and F011.42
HHE
PCT Trust Todal
(2] £ Em
-] [F 4] 3
11 {11} 24
2 1 x
20 1) 1
B I i
14 {41 o]
4% [18) r
7 15
b ] 1 14
7 {14}
154 {14} (B}
=5
244
S i

bole
1. Figures may not sum due io rounding.
2 NHS Direct figures ars unaudibed due 1o the timing of the receipt of ther audted accounts

Table Fifteen: Number of Primary Care Trusts and NHS Trusts reporting a gross surplus or deficit

2012-13 2011-12

NHS NHS

oy Trust ECE Trust

Gross Deficit (Em) (12) (682) (49) {920)
Gross Deficit (number of orgs) 1 46 3 41
Gross Surplus (Em) 692 138 575 202
Gross Surplus (number of orgs) 180 59 148 72
Net Surplus / (deficit) 680 (544) 527 (718)

el
1. Figures may not sum gue i rounding

33



Department of Health

Annual Report and Accounts 2012-13

ANNUAL REPORT AND MANAGEMENT COMMENTARY

Primary Care Trust Financial Performance

7.40

7.41

7.42

7.43

744

PCTs had the responsibility for the commissioning of health care on behalf of their resident populations.
They also ensured that the health and social care systems worked together for the benefit of patients,
and that other health services are provided as required, including services from dentists, opticians,
mental health professionals, NHS walk-in centres, patient transport, screening and pharmacies. In
addition, many PCTs have, in past years, also provided healthcare and community services, although
majority of these services transferred during 2010-11 and 2011-12 to NHS Trusts, NHS Foundation
Trusts or social enterprises as part of the Transforming Community Services (TCS).

In 2011-12 the 151 PCTs were clustered into 51 separate groups to enhance resilience in the system
prior to their close on 1 April 2013. This also ensured that managerial capacity and financial performance
management could be maintained during the period. Clustering did not change the status of any
individual PCT as a statutory accounting entity.

In 2012-13, PCTs reported a revenue resource limit under-spend of £680 million, an increase of £154
million when compared to 2011-12. On capital, PCTs reported an aggregate under-spend of £81 million
against the overall capital resource limit, an increase of £22 million compared to 2011-12. The
breakdown is shown below:

+ Revenue: one PCT reported an aggregate revenue over-spend of £12 million and the other 150
reported an aggregate under-spend of £692 million (table fifteen).

+« Capital: 126 PCTs reported an aggregate capital under-spend of £91 million, and 25 reported a
balanced position.

In 2012-13, four PCTs retained their provider functions, and one did not fully recover its provider function
costs from income provided by commissioners by the end of the year (2011-12:1 PCT).

Table sixteen analyses PCT operational expenditure, and shows how this relates to the purchase of
healthcare on behalf of PCT resident populations. It shows that expenditure on secondary healthcare
increased by 3.9%, mainly driven by growth in the general and acute spend and community health
services, and the cost of primary healthcare fell by 1.0% with the largest component of this being
prescribing costs.

Table Sixteen: PCT Operating Expenditure relating to primary and secondary healthcare
purchased

201213 201112 % Change
£ millions £ millions From 2011-12

Purchase of Primary Healthcare

GP Services 7,841 7.7681 1.0%
Frescribing Costa 7,895 8,249 -4 3%
Dental Services 2,884 2,859 0.9%
General Ophthalmic Services 494 491 0.8%
Pharmaceutical Services 2,180 2,136 2.1%
Other 136 141 -3.3%
Total Primary Healthcare Purchased 21,431 21,637 -1.0%
Purchase of Secondary Healthcare

Leaming Difficulties 1,406 1,416 -0.7%
Mental Illness 8,796 8.608 2.2%
Maternity 2 583 2621 -1.4%
General and Acute 41,778 40,204 3.9%
Accident and Emergency 2 462 2,326 5.8%
Community Health Services 9749 9,119 6.9%
Other Contractual 3,311 3,170 4 4%
Total Secondary Healthcare Purchased 70,086 67,465 3.9%
Capital and Revenue Grants 203 212 -4 5%
TOTAL HEALTHCARE PURCHASED BY PCT 91,719 59,314 2.7%

Hote

1. Figures may not sum due (o roundings

2. The 2011-12 Learning Disabilities last year included some funding provided centrally by the Deparimant to enable comparison to
fo 2010-11 expenditure.
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7.45 The Govemment is committed to ensuring the best value for money for the taxpayer from NHS

7.46

expenditure on drugs. It has two principal ways of achieving this:

« through the Pharmaceutical Price Regulation Scheme (PPRS) — which controls the price of

br?jnded prescription medicines supplied to the NHS by the regulation of manufacturer profits;
an

. mmugh the pqmmunity pharmacy contractual framework — which uses the prices of a group of
generic medicines to adjust the reimbursement prices of around 500 drugs. This allows profit

margins to be monitored, and any excess profit, above that agreed in the framework, to be
remaoved.

These actions have driven substantial savings in the cost of medicines in recent years, and is only partly
shown by the decrease in prescribing expenditure indicated in the table above, as the figure also reflects
an increase in the volume of drugs prescribed.

Strategic Health Authority Financial Performance

7.47

7.48

SHAs were responsible for the performance management of NHS Trusts and PCTs in their particular
geographical area and for elements of specialist commissioning. By October 2011 the 10 SHAs had been
organised into four clusters, to ensure that managerial capacity and focus was maintained during
transition, and to ensure system-wide resilience. This clustering did not affect any individual
organisation’s status as a distinct accounting entity.

As with last year, all ten SHAs met their statutery financial duties in 2012-13, reporting a £838 million
under-spend against the overall revenue resource limit. This compares to a £1,061 million under-spend in
2011-12. SHAs also reported a £17 million under-spend against the capital resource limit, compared to
an £4 million under-spend in 2011-12.

NHS Trust Financial Performance

7.49

7.50

7.51

7.52

7.53

During the year:
« two NHS Trusts became Foundation Trusts; one at 1 April 2012 and one in-year,

« four NHS Trusts dissolved upon merger with Foundation Trusts, one at 1 April 2012 and three
during the year,

« three NHS Trusts dissolved to merge in the formation of the new Barts Health NHS Trust on 1 April
2012 , and

« two new Community Service NHS Trusts were established on 1 Apnil 2012, and assumed
responsibility for the community services previously provided by PCTs in their area.

At the year end there were 101 NHS Trusts, and the 4 which dissolved in year produced part year
accounts,

In 2012-13 NHS Trusts generated total revenues of £30.47 billion, a decrease of £0.44 billion compared
with £30.91 billion in 2011-12. The reduction was caused in part by a number of NHS Trusts that merged
with or became NHS Foundation Trusts during the year, and the full year effect of those that merged with
or became FTs last year. This is partly offset by revenues arising from the transfer in of functions from
PCTs and increases in clinical revenue.

Overall, NHS Trusts in 2012-13 reported an operating deficit of £10 million (before the impact of non-
current asset impairments), which compares with 2 £60 million surplus in 2011-12. When impairments
(E534 million) are taken into account, the deficit in 2012-13 increases to £544 million (table fourteen). Itis
this accounting deficit which is reported in individual statutory accounts, and includes the deficits of part
year Trusts when they transferred their assets to FTs.

Some B7 out of a total of 105 NHS Trusts reported operating surpluses for the year before impairments,
with the other 18 reporting deficits. As Table fifteen above indicates, 59 of the 105 Trusts generated an
operating surplus of £138 million after the impact of impairments was taken into account. Out of the 46
Trusts reporting a deficit after impairments and for 10 of these organisations, this deficit is considered
material (i.e. it is greater than 0.5% of revenue).

At 31 March 2013 NHS Trusts' net assets totalled £11.3 billion, compared with £12.1 billion at 31 March
2012. The decrease is due to a reduction the net bock value of property plant and equipment. NHS
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Trusts total cash balances amounted to £1,383 million at 31 March 2013 (2011-12: £1.181million), an
increase of £222 million.

A summary of NHS Trust performance against duties relating to the capital absorption rate, External
Financing Limit and Capital Resource Limit, is set out in Table eighteen below. The table includes the
NHS Trusts which dissolved or gained NHS Foundation Trust status part-way through the year (4 in
2012-13). These Trusts had the opportunity to set their EFL and CRL control totals to match the charge
against the EFL and CRL incurred during the part of the year that they were NHS Trusts so they could
report a balanced position. In addition, those Trusts are shown as achieving the capital charge absorption
duty, which is an annual measure.

Table Eighteen: Performance against Financial Duties

201213 2011-12
NHS Trusts achieving targets : Number Percentage Mumber Percentage
Capital Absorption Rate
Total achieving 3.5% or more 43 44% 38 38%
After adjusting for immaterial results ; 89 91% 82 B4%
External Financing Limit
Total meeting limit 104 98% 108 104%
After adjusting for de minimis overshoots” 104 98% 110 105%
Capital Resource Limit
Total meeting limit 105 100% 105 100%
After adjusting for de minimis overshoots * 105 100% 105 100%
Total NHS Trusts 105 100% 113 100%

Notes

1. Source: 2012-13 and 2011-12 audited summarisation schedules of individual NHS Trusts.
2. A shortfall on the rate of return duty of less than 0.5% is treated as immatenal,

3. An EFL overshoot of less than £10,000 is treated as being within immaterial limits.

4. A CRL overshoot of less than £50,000 is treated as being within immaterial limits.

MHS Foundation Trusts Financial Performance

In the year to 31 March 2013, 145 NHS Foundation Trusts generated total revenues of £38.9 billion, an
increase of £3.1 billion (8.6%) compared with £35.8 billion in 2011-12. Approximately 32% (£1.0 billion)
of the increase was driven by the full year impact of six NHS foundation trusts authorised partway
through 2011/12 and 20% (£0.6 billion) driven by the impact of two new NHS foundation trusts during the
year. 10% (£0.3 billicn) of the increase was caused by services that have been transferred by NHS
foundation trusts as a result of transfers by absorption, and other increases were in clinical revenues
resulting from winter pressure funding, reimbursement for high cost drugs, and higher activity levels.

Overall, NHS Foundation Trusts reported an operating surplus of £486 million in 2012-13 (i.e. before the
impact of non-current asset impairments and gains from transfers), which compares with £437 million in
2011-12. The resuits for the year show that 124 out of 145 NHS foundation trusts generated a surplus for
the year before charges for impairments and gains from transfers by absorption.

At 31 March 2013 NHS Foundation Trusts' net assets totalled £18.0 billion, compared with £17.5 billion at
31 March 2012, FTs total cash balances amounted to £4.5 billion at 31 March 2013 (2011-12: £3.9
billion), an increase of £0.6 billion, The increase is primarily driven by an improved operational
performance and favourable working capital movements.

Further commentary together with the consolidated accounts of NHS Foundation Trusts are published on
Monitor's website: NHS Foundation Trusts: Consolidated Accounts 2012-13.
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ACCOUNTING FRAMEWORK

The Department's Annual Report and Accounts are published each year by HM Treasury, and form an
essential part of the Department's accountability to both Parliament and the public for financial
performance and the use of resources. These accounts also provide details of the high-level
management and governance of the Department, and summarise performance, policy and financial
achievements for the year just ended. The accounts consolidates the core Department with all NHS
provider organisations, the Department's Arms Length Bodies, in addition to Strategic Health Authorities
and PCTs for their final year.

In addition to the Annual Report and Accounts, the other key elements of financial accountability
published during the year are as follows:

« Parliamentary Estimates — Estimates are the Government's requests for resources from
Parliament, presented annually in a cycle prescribed by the Treasury. Details of each
Department's Estimate can be found on the Treasury website: www.hm-treasury.gov.uk:

= Main Supply Estimates start the supply procedure and are presented at the beginning of the
financial year to which they relate;

= Since 2011-12 only one Supplementary Estimate is permitted, and for 2012-13 this was
voted in February 2013, and represented the final changes to supply and funding required by
the Department for the year.

« Public Expenditure Statistical Analyses — The Government regularly publishes information on
departmental and other government spending in the Public Expenditure Statistical Analyses
(PESA). This analysis covers both spending plans and outturn expressed in terms of budgeting
aggregates, and functional spending based on the Total Expenditure on Services framework
(TES), which broadly represents the total revenue and capital spending of the public sector. In July
2012 Treasury published provisional 2012-13 expenditure against the Departmental Expenditure
Limits and future year plans.

Account Structure and Resource Account Boundary

The Accounts relate to the financial year 1 April 2012 to 31 March 2013. They have been prepared in
accordance with a direction issued by HM Treasury under section 7 of the Government Resources and
Accounts Act 2000, This direction is available online, on the HM Treasury website www.hm-
treasury.gov.uk.

The Department's Annual Report & Accounts consolidates the financial information of organisations
within the Department's Resource Accounting Boundary. The entities included are designated by
secondary legislation and include:

« 10 Strategic Health Authorities,

* 151 Primary Care Trusts,

« 9 Executive Non-Departmental Public Bodies,

« 11 Special Health Authorities that are not funded by trading activities,
« 105 NHS Trusts (including 4 dissolved during the year),

s 145 NHS Foundation Trusts (FTs)

« 1 other body (the Skipton Fund classed by the Office for Mational Statistics as central to
government and sponsored by the Deparime nt of Health) and

» MNHS charities — see below.

This group structure was set through HM Treasury's alignment legislation from 2011-12, and a list of the
bodies is included at Mote 33 to the accounts.

In 2012-13 the Office for National Statistics (ONS) also designated NHS charities as central government
bodies, and so brought them within the DH group resource account. The accounts therefore for the first
time includes the transactions and opening and closing balances from NHS charities for the current year
and restatement for 2011-12, including the balance sheet at 1 April 2011. Note 31 to the accounts
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provides details of their combined balance sheets and statements of financial activities, showing that a
total of £1.9 billion net assets included in the group account from 1 April 2011.

The primary statements and related disclosures contained within these accounts show the total financial
effects of all the activities in the year for all bodies within the Resource Accounting Boundary. The
Comptroller and Auditor General audits these financial statements, and gives an opinion as to whether
they provide a true and fair view. His opinion is provided with these accounts.

The standards for preparing the accounts in each financial year are set in the Government Financial
Reporting Manual (FReM) which is available at www financial-reporting.gov.uk. The Manual is given the
force of law by an accounts direction issued by HM Treasury under section 5(2) of the Government
Resources and Accounts Act 2000,

The statement of accounting policies (Mote 1 to these accounts) provides further details of the accounting
framework. NHS boadies and NHS Foundation Trusts are required to follow the FReM guidance referred
to above, except where a divergence has been formally agreed between the Department or Monitor and
HM Treasury. Treasury have agreed that charitable funds should once again not be consolidated into
local NHS accounts in 2012-13. NHS Foundation Trusts also have agreed a further departure relating to
the discounting of future cash flows to measure fair value. HMT have agreed that FTs should use a
market rate to measure value, rather than the higher of either the rate intrinsic to the financial instrument
or the real discount rate set by Treasury.

The financial staterments consist of five primary statements (which provide summary information) and
accompanying notes. The primary statements are:

« Statement of Parliamentary Supply: This iz the prime Parliamentary accountability statement. It
provides a comparison of outturn against the Supply Estimate voted by Parliament and a summary
of the cash required to finance expenditure.

« Consolidated Statement of Comprehensive Net Expenditure (CSCNE): This reports net
resources (administration costs, programme costs and income) consumed by organisations within
the Resource Accounting Boundary in the year.

+« Consolidated Statement of Financial Position: This shows the current and non-current assets,
liabilities and taxpayers’ equity of organisations within the Resource Accounting Boundary at the
beginning and end of the financial year.

+ Consolidated Cash Flows Statement: This shows how cash has been used during the year on
operating, investing and financing activities.

= Consolidated Statement of Changes in Taxpayer's Equity: This shows the changes in the
General Fund and reserves in the year.

Resource Accounting Issuas

8.10 When reading the Department's Annual Report and Accounts, a number of accounting issues should be

considered:

« PCTs and SHAs closed on 1 April 2013, and are included for their last year in this Resource
Account. Their activities and financial positions have been prepared on a going concem basis as
their functions continue, being transferred within the new NHS structure to a range of
organisations.

+ National Insurance Contributions are recognised on a cash basis, which is an agreed departure
from FReM .

+ Public Dividend Capital issued by the Department on creation of new NHS Trusts, or write-off on
the dissolution of NHS Trusts, is debited or credited to the General Fund rather than to the
Consolidated Statement of Comprehensive Net Expenditure.

+ Two bodies remain outside the Department's Resource Accounting Boundary — NHS Blood &
Transplant and the Medicines & Healthcare Products Regulatory Agency — as these both have
public corporation status.

Pension Liabilities
8.11 The Department's share of the transactions and balances of the Principal Civil Service Pension Scheme

(PCSPS), to which its employees belong, and the transactions and balances of the NHS Pension
Scheme are not consclidated in the Department of Health accounts. Separate accounts are prepared for
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PCSPS and details can be found at: http:/iwww.civilservice.gov.uk/pensions. The report and accounts of
the NHS Pension Scheme are prepared separately by the Chief Executive of the NHS Business Services

Authority, who is the Accounting Officer for the scheme. Further information is available at
http://www.nhsbsa.nhs uk/Pensions.

Some NHS Foundation Trusts and Arm's Length Bodies have employees who are members of defined
benefit schemes other than the NHS Pension Scheme, including the Local Government Pension scheme.
Where the individual body is able to identify its share of the underlying assets and liabilities these are
recognised in the accounts and are consolidated.

Contingent Liabilities

B.13

8.14

The Department discloses possible obligations that may arise but are dependent upon uncertain future
events or decisions partly or wholly outside the control of the Department in the Contingent Liabilities
note to the accounts. Note 26.1 reports that the Department had £45 million in quantifiable contingent
liabilities at 31 March 2013. These are disclosed under parliamentary reporting requirements but are not
disclosed under IAS37, as the likelihood of payment is remaote.

In addition to these quantifiable contingent liabilities, a further 26 ungquantified contingent liabilities
(indemnities) were recorded in 2012-13. These indemnities mainly relate to potential legal action against
organisations or individuals, and the Department continues to monitor the potential risks relating to these
remote contingencies.

Public Dividend Capital

8.15

8.16

8.17

Public Dividend Capital (PDC) represents the Government's investment in NHS Trusts and NHS
Foundation Trusts. PDC is recorded on the Statement of Financial Position of NHS Trusts and NHS
Foundation Trusts, and is an asset of the Consolidated Fund

The rules governing PDC for NHS Trusts and NHS Foundation Trusts are provided in the NHS Act
2006. This allows for the use of PDC as originating capital for NHS Trusts, and initial PDC for NHS
Foundation Trusts. The Act also sets out the Secretary of State’s powers in determining the conditions
under which PDC can be issued. Consequently, with the consent of the Treasury, the Secretary of
State may determine, in respect of an NHS Trust:

« The dividend which is payable at any time on any PDC issued, or treated as issued, to an NHS
Trust or NHS Foundation Trust under the 2006 Act;

« The amount of any such PDC which must be repaid at any time; and
« Any other tarms on which any PDC is issued, or treated as issued

Under the financial regime currently operating in the provider sector, both MHS Trusts and NHS
Foundation Trusts are required to pay a PDC dividend to the Department. This Is currently set at 3.5%
of the average net relevant assets of each NHS Trust and NHS Foundation Trust.

A total of £528.9 million of PDC was cancelled in 2012-13 (Note 13 to the Accounts), with £178.1
million relating to four Trusts that dissolved upon merger with Foundation Trusts. The other £350.8
million represents the outstanding PDC of the three NHS Trusts dissolved when the new Barts Health
MNHS Trust was established on 1 April 2012,

Political Donations and Expenditure and Charitable Donations

8.18

The Department maintains a register for such items and one gift entry was recorded in 2012-13 with
total value of £300,012, being a gift of stock made to International Health Partners for charitable use.
This stock is a part of the Department's stockpile, which suppliers were unable to repurchase due to
greatly reduced market demand. The Department continues to seek to minimise stock losses whilst
maintaining an effective stockpile. HM Treasury approved this gift and a Parliamentary minute was laid
on 29™ November 2012, informing Parliament.

Disclosures in the Underlying Accounts

8.18

Given the range and number of individual accounts consolidated into the Group Accounts, it 1S not
practical for the following local disclosures to be summarised in this report. However they are
disclosed, and therefore publicly available, in the Annual Reports of the individual underlying
organisations:

+ Management commentary,
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+ The legislative, regulatory, operational and external environment in which the individual
organisation operates;

+ The organisation’'s policies for managing risk;
+ Remuneration and pension entitiements in respect of senior managers,
+ Interests of board members;
= Off-payroll appointments;
« Data loss incidents;
= Significant differences in asset values compared to market values;
= Environmental, social and community issues;
« Key performance indicators relating to employee matters and environment; and
» Auditors’ remuneration in respect of non-audit services.
External Auditors

8.20  Finally, the Department’s Resource Accounts have been prepared under a direction issued by HM
Treasury in accordance with the Government Resources and Accounts Act 2000 and are subject fo
audit by the Comptroller and Auditor General. Note B and 9 to the accounts disclose the audit, and
where applicable the non-audit fees for the Department and the consolidated group bodies. The
Department's audit fee is notional and is shown as a non-cash item in Note 8.

8.21  As far as the Principal Accounting Officer is aware, there is no relevant audit information of which the
Department's auditors are unaware, and the Accounting Officer has taken all the steps necessary to
make herself aware of any relevant audit information and to establish that the Department's auditors
are aware of that information.

Una O'Brien
11 July 2013

Permanent Secretary & Principal Accounting Officer
Department of Health

Richmond House

79 Whitehall

Londen SWH1A 2NS
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Publications List
HMT Direction for Accounts

hitp:/fwww. hm-tre .gov.uk/diaccounts direction guida df
HMT Supply Estimates
hitp:fharwew . hm-=tre .gov.uk/psr imates mainindex.htm

HMT Public Expenditure White Paper
hitp:/, hm-treasury gov_uk/pespub index htm

Annual Report of the Chief Medical Officer. On the state of Public Health
wiww. gov.ukigovernment/uploads! m/uploads/attachment datalfile/138331/CMO_Annual Report Volume
2 2011.pdf

The NHS Operating Framework 2012-13
https: /fwww.gov.uklgovernment/uploa stem/uploads/attachment data/file/152683/dh 131428 pdf pdf

Department of Health, Accounting Officer System Statement
' ffi

er-system-statement--

Guide to the Health and Care System

hittps:/hwww.gov. ukigovernment/publi re-system-in-england
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Introduction

1. The Depariment of Health (DH) is committed to long-term sustainable development, and
must ensure that, by delivering better care and well-being for the nation in 2013, it is
also contributing to a strong, healthy and sustainable society for the generations of the
future. This fundamental principle underpins the Department's health and social care
vision, such that sustainability resonates with both staff and stakeholders.

2. The Government believes that it should set a good example to the country as a whole, by
managing its own estate and activities in a way that is compatible with the principles
and objectives of sustainability. All central Government Departments are required to
report their progress in terms of reducing the environmental impacts of their operalions.
This is achieved through the Greening Government Commitments (GGC), Details of the
Commitments can be found at:

hittp:/fsd.defra.gov.ukigov/green-government/commitments!

Greenhouse Gas Emissions Performance Commentary

Table 1: Greenhouse Gas Emissions 2009-10 to 201213

[EREENHOUSE GAS EMISSIONS 201 2011-12  J201
Tolal Gross Emissions 5'-".3:)0: 58,522 51.1343| 50,469
; Gross emizsions Gas 13,864 14,0849 10.573 11,780
i LA 1 R Gross emissions Eleciily 36.973] _ 88.227] _ 34.698] 33391
Gross emissions Travel 6,462 f.205] 5572] 5.258]
Electricity: Non renewabie 65,276 56,084 48.910] 45 662)
Felated Energy |E1r:clr'i§jh: Renewabhe 2,667 14,164 15,219] 14,6594]
Consumption ('000WH) Gas 75,365 TG, 5%0] 57 473 64,034
Gas Oil 5.505 3.400] 3,853 5,234
nditure on energy B, 554 8.433] 7,592 7,893
Financial Indicators (Ek) Carbon Offselting costs 322 asz] 440] 458
|Expenditure on business travel 27,221 21.593] 17.965] 18,040

Moles:

1. The gross emissions indicators cover core Depariment of Healih, NHS Business Services Authority, Care
Cruakity Commisaion, Maonitor, Health and Social Care Information centre, Health Protection Agency, Mational
|Institute for Clinical Excellznce and NHS Connecling for Heallh. For sustainability reports for individual
prganisations, please see their own Annual Report and Accounts.

2. The core Depanment does nol repert on Quarry House for energy, waste and water, This is included in the
|suslainability reporiing for Departrment for Work and Pensions.

3. Wa have been looking o improve the quality of the data provided and have baen able to fill some of the
gaps, which is why some of the previous years figures differ from last year's repaort.

4, The figures for Gross emissions for travel differ from last year's reporl.  This is due fo revision of the
calculations for converting travel spend to CO? emissions.

|5. Travel data includes imernational fravel.
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Figure 1. CO2 OQutput 2009-2012/3

tonnes CO2

CO2 outputs 2009/10 — 2012113

TOO0DO T——
[l e el ]

S000

40000 -

B Tl
B i rdcity

I0Oo0DD A
L= T

20000 4

U b

2008-10 2010-11 2011-12 i'ﬂ'-!?-‘lﬂ-.

|

The results presented in Table 1 indicate that DH is showing a 12% reduction between
2009-10 and 2012-13, which is just half way to meeting the 25% reduction by 2015
The Department had been showing a greater percentage decrease but the main impact
has been in increase in gas consumption during Quarter 4 due to the very cold winter
Meanwhile we continue to implement initiatives to continue to reduce our carbon
footprint, which have included the deployment of energy efficient IT, consolidation of
estate, tighter controls, improved IT file storage facilities and the rationalisation of local
IT servers.

The data has changed slightly from last years accounts as we focus on ensuring the
improving quality of the data and reporting on areas where we were unable to report
previously.

DH continues to work towards ensuring a consistent decrease in recorded emissions
from business travel, which have decreased by 22% from 2009-10 to 2012-13. The
main impact of this decrease were the restrictions on travelling during the Olympics and
Paralympics which was enabled by the provision of additional video conferencing
facilities across the estate and increased teleconferencing.

Waste

Table 2: Waste — Financial and Non-Financial Indicators

[WASTE 2009-10 [2010-11 [2011-12 [2012-13
Total Waste 35818| 35373 2556.4] 36443

Landfill 15244] 11116 720.8 §19.3

Mon-financial D (Reusedirecycled (non-prescnption waste) 15740  16129] 1401.9] 24170
indicators (lonnes) [0 Reusedirecycled (prescnpbion waste) 200.0 585 0 114.0 350.0
[incineraled energy recovered 2766 221.2 313 1 258.0

= [Incinerated energy not recovered 5.8 5.7 6.6 0.0

T Total disposal cost (k) 8730| 9286 6723 561.2
'FE':?"““' Indictors [ ardous Wasle - 1oial Disposal Cost 311.0 348 4 2277 244 4
|Non-Hazardous Waste - Total Disposal costs 562.0 578.2 444 5 561.2

Notes. 1 Increase in 2010711 mainly due 1o an increase in prescription waste and better data reporting.
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Figure 2: Waste and Recycling
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6. Total waste figures for 2012/13 have increased significantly compared to 2011/12. The
most significant factor behind the increase is the extensive refurbishment programmes
that have been taking place on DH London Estate. Paper waste in particular saw a
sharp spike. However the proportion of waste recycled across the DH/ALB estate in
comparison to landfill has continued to improve despite the increased in total volume
with 76% of total waste recycled, 7% incinerated with energy recovery and 17% to
Landfill.

7.  The Department disposes of it's ICT waste either by arranging the reuse of ICT units or
recycling ICT materials. 1,527 units wera sent for reuse and 95% of ICT materials were
recycling in 2012-13.

8.  The Department is fully engaged with the Closed Loop Recycling initiative, launched by
the Cabinet Office to provide for the recycling, production, delivery and collection of
paper, and is developing an implementation strategy with HMRC, Arms Length Bodies
and the new paper supplier.

Water

Table 3: Water Consumption — Financial and Non-Financial Indicators

T T mm—
WATER CONSUMPTION (m?) 2!]0&-10' 20 12—11 2!]11-12 2012-13

Supplied T8, 295 TT.865 78,786 79,021

[Non-Financial indicators (m?) [/ ef Consumption (offico estate)  [Eorere I B.26 8.08 B.

Water Consumption (total estate upplied 203,460]  267.462]  250,243] 216,47

|Financial Indicators (Ek) Water Supply Costs (total estate) 5I
376.7 3374 301.5 346

i
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Figure 3: Water Consumption Office Estate
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As Table 3 indicates, the Department and its Arms Length Bodies water consumption
has increased since 2009-10. The increase appears to be due to the significant
increase in staff in core Department of Health buildings due to the co-location of Arms
Length Bodies as the Department prepared for the new Health and Social Care system.
The benchmark for water consumption is now on consumption (of water) per person on
a Full Time Equivalent basis. At 8.303 per FTE, the Department will be consulting with
its facilities suppliers on how to reduce its water consumption to meet the best practice
target of less than 4 m3 per FTE.

Sustainable Procurement

10.

11.

The Department has continued to maintain a good level of compliance with
Government Buying Standards. Work continues under the facilities management
contract to support energy efficiency and carbon reduction. A new ICT contract has also
been implemented that will also help to support energy efficiency and carbon reduction.

The Department and its Arm's Length Bodies, along with a number of other central
government departments, are looking to implement the CAESAR product This will
increase supplier engagement in this area and allow, for a more proactive approach. It
will also provide more detailed management information than currently available to the
Department.

Climate Change Adaptation

12.

In March 2010, the Department published its Climate Change Plan. This sets out the
detail of how DH will ensure that climate change issues are addressed as an integral
part of both policies and operations. This plan is available at.

ions/P
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The Department has a Departmental Adaptation plan (published in March 2010 and
updated in May 2011). This plan can be found by following the attached link:

http://archive.defra.gov.uk/environment/climate/documents/dept-adapt-

The Department of Health has published an annual ‘Heatwave Plan’. For 2013, the
annual plan was published by Public Health England and is available at:

il Heatwave-Main Plan- f

It is a key part of the Department's national adaptation planning to reduce the health
impacts of climate change as highlighted in the first Climate Change Risk Assessment
which was laid before Parliament in January 2012,

W i i vernment/risk-

assessment/

The National Adaptation Programme is to be published in July 2013 and will
demonstrate the impact that climate change can have on health.

Biodiversity and Natural environment

1.

The Department is not required to have a biodiversity action plan as the majority of
sites are based in city centres or street faced buildings.

Procurement of Food and Catering Services

18.

19,

DEFRA are actively encouraging central Government Departments and the wider public
sector to support Hospitality and Food Sector Voluntary Agreements. The Department
is ensuring that this is included in its future commercial agreements and is committed to
reducing waste and environment. .

The Department's current catering suppliers are already committed to sustainable
sourcing, which includes providing full traceability of products and suppliers within their
supply chain to ensure sustainability, ethical and safety standards are built in. DH is
also committed to working with clients, suppliers and distributors to reduce the impact
of their business on the environment.

Sustainable Construction

20.  During 2012/13 we have undertaken estates rationalisation and refurbishment in order
to co-locate a number of the new arm's length bodies within Departmental estate. While
undertaking the refurbishments, we have included works to improve the operational
efficiency of our buildings.

People

21.  Improving the health and well-being of the nation is one of the Department's key

responsibilities, and this core objective is extended to the Department's own workforce.
For example, DH has implemented a Health & Well Being Board, with the key objective
of “inspiring, promoting and encouraging the health and well-being of all staff, in line
with the aspiration to become a Top 100 employer.” The Department issues regular
communications to its staff to reinforce the role that they can take, both within the
workplace and outside, to reduce carbon emissions and change behaviour.
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Governance

22.

The Department has a dedicated team in place to deal with all Greening Government
Commitments. This team reports to the Department's Property Asset Management
Board, chaired by the DH Senior Responsible Officer for Sustainable Development
These financial statements contain core Department, Arm's Length Body and Special
Health Autherity data in respect of progress against Greening Government
commitments. All other health bodies’ fall outside the scope of the Greening
Government requirements, and therefore sustainability reporting, unless they wish to
report on a voluntary basis.

NHS Sustainable Development

23.

The Department of Health works closely across Government (i.e. Defra, DECC) and, at
NHS level, supports the NHS Sustainable Development Unit (SDU). The Unit assists
the NHS in developing Sustainable Development Management Plans and making the
links between sustainability and health care improvement. In January 2013, NHS SDU
launched the Sustainable Development Strategy for the Health, Public Health and
Social Care consultation. The SDU is now working in partnership across NHS England
and Public Health England to support the system to reduce carban, adapt to climate
change and to be more sustainable in all its operations and functions.

Bodies consolidated in the Department’s Sustainability Report

24.

The ALBs included in these annual accounts are NHS Business Services Authority,
Care Quality Commission, Monitor, Health and Social Care Information Centre, Health
Protection Agency, National Institute for Clinical Excellence and MHS Connecting for
Health. MHRA and NHS Blood and Transplant are excluded as they are categorized as
Public Corporations. Also excluded as de minimus are the Appeointments Commission,
Council for Health Regulatory Excellence, Human Tissue Authority, NHS Litigation
Authority, and the NHS Institute for Innovation and Improvement.
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STATEMENT OF PRINCIPAL ACCOUNTING OFFICER'S
RESPONSIBILITIES

1.

Under the Government Resources and Accounts Act 2000, the Department of Health
is required to prepare Resource Accounts for each financial year, in conformity with a
HM Treasury direction, which details the resources acquired, held or disposed of, and
the use of resources by the Department, during the year.

The Resource Accounts are prepared on an accruals basis and must give a true and
fair view of the state of affairs of the Depantment, the net resource outtumn, resources
applied to objectives, changes in taxpayer's equity and cash flows for the financial
year.

HM Treasury has appointed the Permanent Secretary of the Department as Principal
Accounting Officer of the Department with overall responsibility for preparing the
Department's accounts and for transmitting them to the Comptroller and Auditor
General. In preparing the accounts, the Principal Accounting Officer is required to
comply with the Financial Reporting Manual, prepared by HM Treasury, and in
particular to:
= observe the relevant accounting and disclosure requirements, and apply
suitable accounting policies on a consistent basis;
make judgements and estimates on a reasonable basis,
slate whether applicable accounting standards, as set out in the Financial
Reporting Manual, have been followed, and disclose and explain any material
departures in the accounts; and
= prepare the accounts on a going concern basis.

In addition, HM Treasury has appointed:

= the Chief Executive of the NHS as an Additional Accounting Officer to be
accountable for the Department's own programme expenditure on the NHS
and for overseeing the spending of all NHS bodies that are subject to
direction by DH (that is, Primary Care Trusts, Strategic Health Authorities,
Special Health Authorities and MHS Trusts); and

= aseparate Accounting Officer to be accountable for the NHS Pension
Scheme and NHS compensation for premature retirement scheme Resource
Account. These are produced and published as a separate account.

The NHS Act 2006, designated Chief Executives of NHS Foundation Trusts as their
Accounting Officers for each of their organisations. They produce and publish
separate annual accounts and Monitor (the independent reguiator of NHS Foundation
Trusts) prepares and publishes a consolidated account.

These appointments do not detract from the Permanent Secretary’s overall
responsibility as Principal Accounting Officer for the Department's accounts, and the
group Resource Accounts. The Principal Accounting Officer draws assurance from
the audits of the NHS Foundation Trusts accounts, in preparing the Department's
group Resource Account,

The responsibilities of an Accounting Officer, including responsibility for regularity and
accounting accurately for their organisation's financial position and transactions are
set out by HM Treasury in Managing Public Money.

48



Department of Health

Annual Report and Accounts 2012-13

“REMUNERATION REPORT

REMUNERATION REPORT

Remuneration Policy

1

2,

The remuneration of senior civil servants (SCS) is set by the Prime Minister following
independent advice from the Senior Salaries Review Body (SSRB).

The Review Body also advises the Prime Minister from time to time on the pay and
pensions of Members of Parliament and their allowances; on Peers' allowances; and on
the pay, pensions and allowances of Ministers and others whose pay is determined by
the Ministerial and Other Salaries Act 1875.

In reaching its recommendations, the Review Body has regard to the following
considerations:

« the need to recruit, retain and motivate suitably able and qualified people to exercise
their different responsibilities;

« regionalilocal variations in labour markets and their effects on the recruitment and
retention of staff,

« Government policies for improving the public services including the requirement an
Departments to meet the output targets for delivery of Departmental services;

« the funds available to Departments as set out in the Government's Departmental
expenditure limits; and

« the Government's inflation target.

The Review Body takes account of the evidence it receives about wider economic
considerations and the affordability of its recommendations. Further information about the
work of the Review Body can be found at www.ome.uk.com.

Remuneration of Board Members and Directors General

5.

The remuneration of the Permanent Secretary, the Chief Executive of the NHS and the
Chief Medical Officer is set by the Prime Minister on the recommendation of the
Permanent Secretaries’ Remuneration Committee. Departments are given discretion in
some areas to adapt the pay system to local needs under the auspices of a Departmental
Senior Pay Strategy Committee and to produce an annual senior pay strategy.. The
strategy document sets out how the system operates in the Department.

In 2012 the Senior Pay Strategy Committee was chaired by Una O'Brien (Permanent
Secretary). The other members were Sir David Nicholson (NHS Chief Executive), Dame
Sally Davies (Chief Medical Officer), Mike Wheeler (Non Executive Director), Karen
Wheeler (Director General of Group Operation and Assurance Directorate), Flora Goldhill
(Interim Director for People), Simon Reeve (FDA) and Kent Woods (Chief Executive
MHRA). In 2013, Una O'Brien (Permanent Secretary) and Catherine Bell (Non-Executive
Director) approved the strategy along with Kent Woods (Chief Executive of MHRA) and
Duncan Selbie (Chief Executive of Public Health England).

From 1st April 2012, there was no change in base pay levels for the SCS. From 1st
April 2013 the SCS received a consolidated pay increase limited to an average award of
1% excluding those in the bottom 10% performance group. This will be paid as a cash
rather than a percentage increase according to SCS pay bands. For Directors General
(SCS3 pay band) the consolidated pay Increase will be £1,100. The remuneration of
Directors General is determined by a pay committee in accordance with the rules set out
in the Civil Service Management Code (Chapter 7.1, Annex A). In 2012 the relevant
committee was chaired by Una O'Brien (Permanent Secretary). The other members were
Sir David Nicholson (NHS Chief Executive), Dame Sally Davies (Chief Medical Officer)
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and Mike Wheeler (Mon-Executive Director). In 2013, the relevant commitiee was
chairedby Una O'Brien (Permanent Secretary). The other members were Dame Sally
Davies Chief Medical Officer and Shirley Pointer (HR Director).

8. In the case of the two inward secondees who served as Directors General, different
remuneration arrangements apply. One of the secondees (Sir Bruce Keogh) is subject to
SCS terms and conditions, which means that his pay is determined in the same way as
the civil servants who are permanent employees of the Department. Sir Bruce Keogh
remains a member of the NHS pension scheme. The pay of David Flory is determined in
accordance with the pay framework for Very Senior Managers (VSMs) in the NHS which
falls under the remit of the Senior Salaries Review Body. Any non-consolidated
performance pay payable is subject to recommendation from the Department's Pay
Committee,

Service Contracts

9. Civil Service appointments are made in accordance with the Civil Service
Commissioners' Recruitment Code, which requires appointment to be on merit on the
basis of fair and open competition but also includes the circumstances when
appointments may otherwise be made. Further information about the work of the Civil
Service Commissioners can be found at http://www civilservicecommissioners.gov.uk.

10. Unless otherwise stated below, the officials covered by this report hold appointments
which are open-ended. Early termination, other than for misconduct, would result in the
individual receiving compensation as set out in the Civil Service Compensation Scheme
available on the civil service website, www civilservice qgov.uk.

11. This Remuneration Report covers Ministers, non-Executive Directors, all officials sitting
on the Departmental Board (DB) and Directors General (DGs) in the Department of
Health. The following elements of the Remuneration Report are subject to audit:

« Salaries (including non-consolidated performance pay) and allowances;
= Compensation for loss of office;

« Non-cash benefits:

= Pension increases and values;

» Cash Equivalent Transfer Values (CETV) and increases;

= Amounts payable to third parties for the services of senior managers.

A — MEMBERS OF THE DEPARTMENTAL BOARD AND DIRECTORS
GENERAL

12. The following table details the dates of appointment, and where appropriate, departure, of
the seven officials sitting on the DB and the additional seven DGs. 12 held permanent
Senior Civil Service contracts during this period, one was seconded and one was
seconded and later on an IMAS placement.
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Individual Job Title Date of Employing
Appointment to | Authority (if
Grade/Departure | seconded)
SCS Contract
Dame Chief Nursing Officer 19 October 2004
Christine - 30 June 2012
Beasley
David Behan Director General of Social Care, 29 August 2006 -
Local Government and Care 29 July 2012
- Partnerships
Katie Davies Managing Director NHS 1 July 2011 - 31
Informatics August 2012 (on
- loan from Cabinet
DOffice)
Richard Director General of Strategy, 1 May 2001
Douglas Finance and NHS
Mr Shaun Acting Director General of Social | 16 July 2012 -7
Gallagher Care, Local Government & Care | March 2013
Parnerships
Dr Felicity Director General of Public Health | 1 April 2012
Harvey
Mr Charlie Director General of External 1 May 2012
Massey Relations
Sir David NHS Chief Executive 1 September
Nicholson 2006 — 31 March
2013
Una O'Brien Permanent Secretary 1 November
2010
Jon Rouse Director General of Social Care, 11 March 2013
Local Government & Care
Partnerships
Ms Karen Director General of Group 1 April 2012
Wheeler Operations and Assurance
Secondments
Sir Bruce NHS Medical Director 12 November UCL Hospitals
Keogh 2007 - 31 March | NHS Foundation
2013 Trust
David Flory Director General of NHS Finance, | 1.June 2007 - 31 | NHS North East
Performance and Operations May 2013
IMAS'
Placement
David Flory Director General of NHS Finance, | 1June 2012 — 31 | NHS North East
Performance and Operations March 2013
Fixed Term
Appointments
Dame Sally Chief Medical Officer 1 June
Davies 2011

(INHS Interim Management and Support (IMAS) placement is an interchange function
between NHS employers and the Department which offers management expertise on a
short or medium term.

13. Table 1 provides details of remuneration interests of the officials on the DB and DGs
(provided on page 52).
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14. Table 2 provides details of pension interests of officials on the DB and DGs.
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Median Earnings
15. Reporting bodies are required to disclose the relationship between the salary of the most

16.

17.

highly paid individual in their organisation and the median eamnings of the organisation’s
workforce. The total remuneration of the most highly paid individual in Department of
Health in the financial year 2011-12 was £285-290k. This was 7.1 times the median
salary of the workforce, which was £40,484. The total remuneration of the most-highly
paid individual in Department of Health in the financial year 2012-13 was £235-£240k
This was 5.8 times the median salary of the workforce, which was £40,887.

Total remuneration includes salary, non-consolidated performance related pay, benefits-
in-kind as well as severance payments. It does not include employer pension
contributions and the cash equivalent transfer value of pensions. The median salary
increased by less than 1% between the two years. This will be as a result of a variety of
factors, including the £250 pay rise for those earning £21,000 or less, promotions,
increase in temporary promotions during transition, use of reward and recognition awards
and the effect of a changing staff population as a result of restructuring.

Staff from the Department's executive agency, MHRA are not included in the calculation
because no MHRA staff costs are included in the core Departmental accounts. The
calculation of the median does not include agency workers or other non permanent
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workers such as interims, secondees in or staff who are ‘hosted’ by other bodies as
central records on the remuneration of these workers are not currently held.

Salary

18. 'Salary’ includes gross salary; performance pay or non consolidated performance pay;
overtime; reserved rights to London Weighting or London allowances and any other
allowance to the extent that it is subject to UK taxation.

Non-Consolidated performance pay

19. The performance management and reward policy for members of the Senior Civil
Service, including board members, is managed within a central framework set by the
Cabinet Office. The framework allows for non-consolidated performance-related awards
following Senior Salaries Review Body(SSRB) recommendations. The Senior Civil
Service Performance Management and Reward principles, which include explanations of
how non-consolidated performance awards are determined, can be found at
www civilservice.gov.uk. SCS non-consolidated performance pay is allocated from a
central 'pot’, which is agreed each year following SSRB recommendations, and is
expressed as a percentage of the Depariment's total base pay for the SC5. Pay
committees are responsible for assessing, in the light of the SCS Pay Strategy, the
relative contribution of individual SC5 members and making the final pay decisions.
Mon-consolidated performance pay is awarded in arrears. The non-consolidated
performance pay included in the 2011-12 figures in Table 1 relates to awards made in
respect of the 2011-12 performance year but paid in 2012-13. A flat rate of £8,500 was
paid to the top 25% performers in 2012, Non consolidated performance pay for 2012-13
will be paid to the top 25% performers, differentiated by grade, for Directors General
(SCS3 pay band) the award will be £15,000. This will be paid in 2013-14,

Benefits in Kind

20. The monetary value of benefits in kind covers any payments or other benefits provided
by the Department which are treated by HM Revenue & Customs as a taxable
emolument. For its direct employees, the Department pays the individual a net sum and
pays tax directly to HMRC.

21. Four members of the Departmental Board and Directors General received payments
deemed by the HMRC to be benefits in kind. Sir David Nicholson's contractual base is
Birmingham with regular travel between London and Leeds. The expenses for the multi
office journeys are accounted for as a benefit in kind, which in 2012-13 amounted to
£41,603 (gross). Sir David worked three days per week in the Department and two days
a week at NHS England during 2012-13 and the benefit in kind has been apportioned
accordingly. The proportion that relates to the Department is £24,961 (gross).

22. David Flory has been on secondment from NHS North East (previously known as North
East Strategic Health Authority) since 1st June 2007. The secondment ceased on 31 May
2012. During the secondment he was entitled to accommodation and travel expenses for
living away from home. As the secondment was in place beyond two years, these
expenses were accounted for as a benefit in kind, which in 2012-13 amounted to £6,812
(gross). He also had the benefit of a lease car under the North East SHA's family lease
car salary sacrifice scheme. Even though the car is not for work use, there is a benefit in
kind of £1,814 (gross) in 2012-13. During 2012-13 David's time was split 25% in the
Department and 75% with the NHS Trust Development Authority. The cost of the lease
car has been apportioned accordingly, the proportion that relates to the Department is
£454 (gross). The total benefit in kind for accommodation and travel expenses and
proportion of lease car is £7,266 (gross). David received a payment of £37 943 to cover

the tax due on his benefits in kind in the 2011-12 tax year and £6,234 for the 2012-13 tax
year.
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$'rr Bruce Keogh received £8,421 (gross) benefit in kind for 2012-13 for travel expenses.
Sir Bruce worked three days per week in the Department and two days a week at NHS
England during 2012-13 however the benefit in kind was for a return journey each week
in relation to his secondment at the Department and therefore 100% of the benefit in kind
related to the Department.

Dame Sally Davies has occasional use of an official car for the journey between her
home and office. The benefit in kind amounted to £13,400 (gross) in 2012-13.

Civil Service Pensions

25.

26.

27

28.

29.

Pension benefits are provided through the Civil Service pension arrangements. From 30th
July 2007, civil servants may be in one of four defined benefit schemes; either a “final
salary" scheme (Classic, Premium or Classic Plus); or a “whole career” scheme (Muvos)
These statutory arrangements are unfunded with the cost of benefits met by monies
voted by Parliament each year. Pensions payable under Classic, Premium, Classic Plus
and Muvos are increased annually in line with Pensions Increase legislation. Members
joining from October 2002 may opt for either the appropriate defined benefit arrangement
or a ‘money purchase’ stakeholder pension with an employer contribution (partnership
pension account).

Employee contributions are salary-related and range between 1.5% and 3.9% of
pensionable earnings for Classic and 3.5% and 5.8% for Premium, Classic Plus and
Nuvos. Increases to employee confributions will apply from 1 April 2013. Benefits in
Classic accrue at the rate of 1/80th of final pensionable earnings for each year of service
In addition, a lump sum equivalent to three years' initial pension is payable on retirement.
For Premium, benefits accrue at the rate of 1/60th of final pensionable earnings for each
year of service. Unlike Classic, there is no automatic lump sum. Classic Plus is
essentially a hybrid with benefits in respect of service before 1 October 2002 calculated
broadly as per Classic and benefits for service from October 2002 calculated as in
Premium. In Muvos a member builds up a pension based on his/her pensionable earnings
during their period of scheme membership. At the end of the scheme year (31st March)
the member's earned pension account is credited with 2.3% of their pensionable earnings
in that scheme year and the accrued pension is uprated in line with Pensions Increase
legislation. In all cases, members may opt to give up (commute) pension for lump sum up
to the limits set by the Finance Act 2004.

The Partnership pension account is a stakeholder pension arrangement. The employer
miakes a basic contribution of between 3% and 12.5% (depending on the age of the
member) into a stakeholder pension product chosen by the employee from a panel of
three providers. The employee does not have to contribute, but where they do make
contributions, the employer will match these up to a limit of 3% of pensionable salary (in
addition to the employer's basic contribution). Employers also contribute a further 0.8% of
pensionable salary to cover the cost of centrally-provided risk benefit cover (death in
service and ill health retirement).

The accrued pension quoted is the pension the member is entitled to receive when they
reach pension age or immediately on ceasing to be an active member of the scheme if
they are already at or over pension age. Pension age is currently 60 for members of
Classic, Premium and Classic Plus and 65 for members of Nuvos.

Further details about the Civil Service pension arrangements can be found at the
website www civilservice-pensions.gov.uk.
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Cash Equivalent Transfer Values

30. A Cash Equivalent Transfer Value (CETV) is the actuarially assessed capitalised value of
the pension scheme benefits accrued by a member at a particular point in time. The
benefits valued are the member's accrued benefits and any contingent spouse's pension
payable from the scheme. A CETV is a payment made by a pension scheme or
arrangement to secure pension benefits in another pension scheme or arrangement when
the member leaves a scheme and chooses to transfer the benefits accrued in their former
scheme, The pension figures shown relate to the benefits that the individual has accrued
as a consequence of their total membership of the pension scheme, not just their service
in a senior capacity to which disclosure applies. The figures include the value of any
pension benefit in another scheme or arrangement which the individual has transferred to
the Civil Service pension arrangements. They also include any additional pension benefit
accrued to the member as a result of their purchasing additional pension benefits at their
own cost. CETVs are worked out in accordance with The Occupational Pension Schemes
(Transfer Values) (Amendment) Regulation 2008 and do not take account of any actual or
potential reduction to benefits resulting from Lifetime Allowance Tax which may be due
when pension benefits are drawn.

Real Increase in CETV

31. This reflects the increase in CETV that is funded by the employer. It does not include the
increase in accrued pension due to inflation or contributions paid by the employee
(including the value of any benefits transferred from another pension scheme or
arrangement). It does rely on common market valuation factors for the start and end of
the period.

Table 1 - Remuneration interests of officials who are members of the DB and DGs.

Table 2 — Pensicn interests of officials who are members of the DB and DGS.

B - MINISTERS

32. Ministers are political appointments made by the Prime Minister; they do not have
contracts of employment. Consequently notice periods and termination periods do not
apply.

33. The following Ministers were in post during the 2012-13 financial year:

Minister Date Appointed
Rt Hon Andrew Lansley CBE, MP  Secretary of State ' 12 May 2010
Rt Hon Jeremy Hunt MP Secretary of State 04 Sep 2012
Paul Burstow MP Minister of State * 13 May 2010
Mr Norman Lamb MP Minister of State 05 Sep 2012
Rt Hon Simon Burns MP Minister of State * 13 May 2010
Dr Daniel Poulter MP Parliamentary Under Secretary 05 Sep 2012
Ms Anne Milton MP Parliamentary Under Secretary © 14 May 2010
Ms Anna Soubry MP Parliamentary Under Secretary 05 Sep 2012
Earl Howe Parliamentary Under Secretary 14 May 2010

1 Left post 03/09/2012
2 Left post 04/09/2012
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Table 3 provides details of remuneration interests of Ministers:
Table 3
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Table 4 provides details of pension interests of Ministers.
Table 4
Real Pensionat CETVat CETVat Employee Real
increase End Date Start Date End Date contributions increase
in pension (31/03/112) (31/03M3 and transfers in CETV
in as funded
by
employer
To
To nearest  nearest
(£ "000) (£ "000) (£ "000) (£ "000) £1,000 £1,000
Jeremy Hunt 0-2.5 0-5 41 53 6 5
Morman Lamb 0-2.5 0-5 20 28 3 4
Daniel Poulter 0-2.5 0-5 0 2 1 1
Anna Soubry 0-2.5 0-5 0 5 2 3
Earl Howe 0-2.5 10-15 202 239 9 18
Andrew Lansley 0-2.5 0-5 34 43 3 5
Simon Burns 0-2.5 0-5 59 65 2 4
Paul Burstow 0-2.5 0-5 23 28 2 3
Anne Milton 0-2.5 0-5 20 23 1 1

Salary

34. In respect of Ministers in the House of Commons, Departments bear only the cost of the
additional ministerial remuneration: the salary for their services as an MP (£65,738 from 1st April 2010)
and various allowances to which they are entitied are borne centrally. The Department does pay
legitimate expenses for Ministers which are not a part of the salary or a benefit in kind.
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35. However, the arrangement for Ministers in the House of Lords is different, in that they do not receive a
salary but rather an additional remuneration which cannot be quantified separately from their Ministerial
salaries. This total remuneration, as well as the allowances to which they are entitled, is paid by the
Department and is therefore shown in full in Table 3.

Ministerial pensions

38. Pension benefits for Ministers are provided by the Parliamentary Contributory Pension Fund (PCPF).
The scheme is statutorily based (made under Statutory Instrument S1 1993 No 3253, as amended).

37. Those Ministers who are Members of Parliament may also accrue an MP's pension under the PCPF
(details of which are not included in this report). The arrangements for Ministers provide benefits on an
‘average salary’ basis, taking account of all service as a Minister. The accrual rate has been 1/40th
since 15 July 2002 (or 5 July 2001 for those that chose to backdate the change) but Ministers, in
common with all other members of the PCPF, can opt for a 1/50th accrual rate and the lower rate of
employee contribution. An additional 1/60" accrual rate option (backdated to 1 April 2008) was
introduced from 1 January 2010. .

38. Benefits for Ministers are payable at the same time that MPs' benefits become payable under the
PCPF or, in the case of those who are not MPs, on retirement from Ministerial office, from age 65.
Pensions are re-valued annually in line with changed Pension Increase legislation. From 1 April 2013,
members pay contributions of 7.9% and 16.7% depending on their level of seniority and chosen accrual
rate. The contribution rates are planned to increase in April 2014, subject to consultation,

39. The accrued pension quoted is the pension the Minister is entitled to receive upon reaching 65, or
immediately on ceasing to be an active member of the scheme if they are already 65.

40. In line with reforms to other public service pension schemes, it is intended to reform the Ministerial
Pension Scheme in 2015.

Cash Equivalent Transfer Values

41. A Cash Equivalent Transfer Value (CETV) is the actuarially assessed capitalised value of the pension
scheme benefits accrued by a member at a particular point in time. The benefits valued are the
member's accrued benefits and any contingent spouse's pension payable from the scheme. A CETV is
a payment made by a pension scheme or arrangement to secure pension benefits in another pension
scheme or arrangement when the member leaves a scheme and chooses to transfer the benefits
accrued in their former scheme. The pension figures shown relate to the benefits that the individual has
accrued as a consequence of their total Ministenial service, not just their current appecintment as a
Minister. CETVs are calculated in accordance with The Occupational Pension Schemes (Transfer
Values) (Amendment) Regulations 2008 and do not take account of any actual or potential reduction to
benefits resulting from Lifetime Allowance Tax which may be due when pension benefits are taken.

Real Increase in CETV

42. This reflects the increase in accrued pension funded by the Exchequer. It does not include the
increase in accrued pension due to inflation or contributions paid by the Minister. It uses common
market valuation factors for the start and end of the period.

C — NON-EXECUTIVE DIRECTORS

43. In line with Cabinet Office guidance, the Departmental Board (DB) has five Non-Executive Board
Members. Non-Executive Board Members are not employees of the Department. They are appointed for
a fixed term of three years initially, with the possibility of extension. They are appointed primarily to
attend and contribute to DB meetings, which involve an estimated time commitment of eleven three-hour
meetings, and occasional overnight events per year. One of the Non-Executive Members chairs the
Department's Audit Committee (4-5 meetings per year). The lead Non-Exacutive Board Member chairs
the Department's Nominations and Governance Committee, which has an additional Non-Executive
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Member. The Non-Executive Members also make a significant contribution to Departmental business by
working through Committees and with senior officials.

Either party may terminate the contract for any reason before the expiry of the fixed period by giving
one month's notice in writing. There is no provision for compensation for early termination.

Mike Wheeler was appointed on a three year fixed term contract from 1 July 2011 on an annual fee of
£20,000 (£15,000 as a Board member and £5,000 as Chair of the Audit and Risk Committee) which is
paid monthly in arrears. Catherine Bell was appointed on a 3 year fixed-term contract from 1st January
2011 on an annual fee of £15,000 which is paid monthly in arrears. She has also claimed expenses
amounting to £408. David Heymann was appointed on a fixed-term contract for the period January 2011
to April 2012 and was reimbursed for his expenses only. His contract was extended until April 2013
Peter Sands and Chris Pilling were both appointed on three year contract; Peter Sands from 1 May 2011
and Chris Pilling from 1 April 2011. Both waived their fees and are reimbursed for their expenses only.
They have not made any expense claims for 2012-13.

Non Executive Directors fees are not pensionable.

Una O'Brien

11 July 2013
Permanent Secretary
Department of Health
Richmond House

79 Whitehall

London SW1A 2NS
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RELATIONSHIP BETWEEN ACCOUNTING OFFICERS IN THE DEPARTMENT OF HEALTH, ITS AGENCIES AND

RELATIONSHIP BETWEEN ACCOUNTING OFFICERS IN THE
DEPARTMENT OF HEALTH, ITS AGENCIES AND THE NHS

1.

THE NHS

This Note sets out the nature of the relationship between Accounting Officers in the Department of
Health, its Arms Length Bodies, the NHS and Foundation Trusts. It refers to Managing Public
Money published by HM Treasury.

As Principal Accounting Officer, the Permanent Secretary of the Department of Health is
accountable for the Department's administration, some central health and miscellaneous health
services, those elements of social services expenditure within the Department’s responsibilities,
Welfare Foods, European Economic Area (EEA) medical costs and resources voted for the Office
of the Independent Regulator for NHS Foundation Trusts. As Head of the Department, she takes
responsibility for the consolidation of the Department's Accounts and for the voted cash
requirement, and has the Department-wide responsibility for the good management of the
Department as a whole, including a high standard of financial management. This includes the parts
of the Department managing the NHS (as distinct from the NHS itself) and the Department's
Agencies, since they are parts of the Department operating in support of the Secretary of State.
The Principal Accounting Officer is responsible for carrying out the duties set out in Chapter 3 of
Managing Public Money.

As an Additional Accounting Officer the Chief Executive of the NHS is directly responsible to the
Secretary of State for the management of the NHS. He is accountable for the Department's own
programme expenditure on the MHS and for averseeing the spending of all NHS bodies that are
subject to direction by DH (that is, Primary Care Trusts, Strategic Health Authorities, Special Health
Authorities and MHS Trusts) He is responsible for carrying out the duties set out in Chapter 3 of
Managing Public Money.

Chief Executives of NHS Foundation Trusts are designated by legislation as Accounting Officers,
and are accountable for the expenditure relating to those bodies and for safeguarding public funds
and the organisations' assets. Their responsibilities are set out in the NHS Foundation Trusts
Accounting Officer Memorandum, based on Managing Public Money. NHS Foundation Trusts are
financially independent organisations and are not directly accountable to the Department. NHS
Foundation Trusts are held to account by their governors, who represent their membership and
communities they service, and they apply the national standards and legal framework for the NHS.
Each NHS Foundation Trust lays their annual report and accounts before Parliament.

The Chief Executive of the Medicines & Healthcare Products Regulatory Agency and NHS Blood &
Transplant are accountable for the expenditure relating to these Trading Funds. They are
responsible for carrying out the duties set out in Chapter 3 of Managing Public Money in respect of
the Agency. Their accountability are subject to the Permanent Secretary's overall responsibility for
the organisation and management of the Department of Health.

Chief Executives of NHS Trusts, Primary Care Trusts and Strategic Health Authorities are
designated as Accountable Officers and Chief Executives of Special Health Authorities are
designated as Accounting Officers, who are accountable to Parliament through the NHS Chief
Executive for the efficient, effective and proper use of all the resources in their charge. The Chief
Executives of Special Health Authorities are accountable for the expenditure relating to those
bodies. They are responsible for carrying out the duties set out in Managing Public Money in
respect of those Authorities. Their accountability is subject to the Permanent Secretary’s overall
responsibility for the organisation and management of the Department of Health.

The Chief Executive of the NHS Business Services Authority is also the Accounting Officer for the
NHS Pension Scheme. He is responsible for carrying out the duties set out in Chapter 3 of
Managing Public Money in relation to the operation of the NHS Pension Scheme. In respect of the
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Scope of Responsibility

1

As Accounting Officer, | have responsibility for maintaining a sound system of internal control that
supports the achievement of the Department of Health's policies, aims and objectives, whilst
safeguarding the public funds and departmental assets for which | am personally responsible, in
accordance with the responsibilities assigned to me in Managing Fublic Money. During 2012-13 | was
supported in exercising this responsibility by the Chief Executive of the NHS in his capacity as
Additional Accounting Officer for the resources voted by Parliament for the NHS.

This Statement is given in respect of the Annual Report and Accounts for the Department of Health,
which consolidates the financial information of organisations within the Department's Accounting
Boundary, as set out in paragraphs 8.1-8.6 of this End Of Year Report. As paragraph 8.4 states, the
formal relationships between organisations within the Resource Accounting Boundary and the
Department are varied, encompassing Executive Non-Departmental Public Bodies, an Executive
Agency, Strategic Health Authorities, Primary Care Trusts, NHS Trusts and NHS Foundation Trusts.
The nature of control in the Department of Health group is consequently substantially different from
the concept of a group in the commercial sector.

The following sections cover the core Department (DH), its Arm's Length Bodies (ALBs), and the NHS
(Strategic Health Authorities, Primary Care Trusts and NHS Trusts). The Accounting and Accountable
Officers for all of these organisations were appointed by either myself or Sir David Nicholson in his
capacity as Accounting Officer for the NHS. This Statement also has a section covering NHS
Foundation Trusts, whose Accounting Officers are directly accountable to Parliament.

| am responsible for ensuring that there is a high standard of financial management in the Department
as a whole, Therefore, | have a duty to be satisfied that ALBs sponsored by DH and those NHS
organisations for which | am accountable, have in place adequate financial systems and procedures to
promote the efficient and economical conduct of their business and to safeguard financial propriety
and regularity. | am also accountable for ensuring that administration revenue expenditure is
contained within the Department’s administration limit and across the core Department, NHS
commissioners and ALBs.

Compliance with the Corporate Governance Code
5. The detailed provisions of the Corporate Governance Code published by HM Treasury and the Cabinet

Office relate to Ministerial departments, of which the Department of Health is one. This Governance
Statement is intended to demonstrate DH's compliance with the principles set out in the Code.

Local Accountability frameworks

6. The Department of Health published on its website an Accounting Officer (AO) System Statement in

January 2012, setting out my responsibilities for the three devolved service sectors that DH oversees in
England: the NHS, public health and adult social care. These sectors are funded and structured
differently, and have different mechanisms for accountability. The Government's reforms to the NHS and
public health will significantly affect the way accountability works, and the Statement was updated and
republished on the DH website in August 2012 in the light of amendments to the Health and Social Care
Bill before it was enacted as the Health and Social Care Act 2012,

This Governance Statement covers the financial year 2012-13, which, as covered in paragraphs 46 to
56 of this Statement was a significant year for the Department of Health and the wider system as we
prepared for the new health and care system becoming fully operational. This Statement therefore refers
to bodies such as Strategic Health Authorities and Primary Care Trusts which do not feature in the
current landscape. The Governance Statement published next year will cover the new health and care
system for the financial year 2013-14 and describe how internal control has been applied accordingly.
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The AO System Statement referred to in paragraph 6 set out the accountability arrangements in place in
2011-12 and 2012-13, and it includes a forward look to arrangements post April 2013, The Depatment

will shortly issue a revised and updated version that reflects the reformed health and care system
established on 1st April 2013.

In terms of the allocation of funds to Primary Care Trusts (PCTs) in the financial year 2012-13 a slightly
adapted method was used compared with that of previous years. Usually the Department used a
national weighted capitation formula to determine the fair share recurrent allocation of resources to
PCTs. The objectives of the formula were to support equal access for equal need and to contribute to
the reduction in avoidable health inequalities. Actual allocations were set by pace of change policy,
which dictated the pace with which PCTs were moved through differential growth towards their fair
share. This balanced providing stability in funding to all PCTs with higher growth in funding to PCTs
below their fair share.

To provide the NHS with financial stability in a year of transition, the weighted capitation formula was not
applied anew for 2012-13; instead all PCTs received a uniform uplift to their 2011-12 allocations.

An independent committee, the Advisory Committee on Resource Allocation (ACRA), provided advice
on the weighted capitation formulae for both of these allocations. ACRA's membership comprises
individuals with a wide range of relevant experience and expertise from within and outside the NHS,
including NHS managers, public health experts, academics, GPs and representatives from other
Government departments.

For the financial year 2013-14, the Department is responsible for the allocation of the ring-fenced public
health grants to local authorities and NHS England is responsible for allocations to Clinical
Commissioning Groups. ACRA will still provide advice on the formulae underpinning the allocation of
these funds.

For the recurrent revenue allocations for 2012-13, the Department was clear about the pricrities for the
NHS through the annual NHS Operating Framework published in Movember 2011. It was then for
individual PCTs to decide how their resources were invested to meet the healthcare needs of their local
populations, taking account of local and national priorities.

At the end of the financial year, the Accountable Officer in each NHS trust, Primary Care Trust (PCT)
and Strategic Health Authority (SHA) was required to submit to the NHS Chief Executive and the
Department an audited annual Governance Statement. Each statement set out how successfully the
organisation had coped with the challenges it faced and is facing and gave an indication as to the
strength or vulnerability of the organisation’s performance. The Governance Statement constitutes a
position statement and provides evidence on governance, risk management and control in order to
provide a coherent and consistent reporting mechanism.

In light of the abolition of PCTs and SHAs from 1 April 2013, draft governance statements were
produced before 31 March 2013 and approved by SHA and PCT boards (or audit committees with
delegated responsibility). Closedown teams led by former SHA and PCT Chief Executives and Directors
of Finance then updated these statements for any significant issues identified in advance of the signing
of the audited accounts.

Throughout the year, in terms of financial performance and use of the allocated funds, a quarterly report,
The Quarter, was published which included a summary of the overall NHS financial forecast for each
MHS trust, PCT and SHA.

In terms of operational objectives, the NHS Chief Executive set out expectations for the NHS in 2012-13
in the annual NHS Operating Framework, which was published in November 2011. NHS organisations
in turn submitted plans to deliver the commitments in the Operating Framework and then data was
collected to monitor the delivery of these plans.

Strategic Health Authorities (SHAs) held NHS trusts to account for delivering Operating Framework
requirements through regular performance monitoring. The DH in turn oversaw SHAs; formal
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performance management discussions were undertaken at regular intervals supported by data
monitoring and intelligence from engagement with professional bodies and requlators. This in turn fed
into six monthly and annual reviews with SHA Chief Executives.

In order to provide the Permanent Secretary and, up until 31 March 2013 the Chief Executive of the
NHS, with the necessary level of assurance on the use of money by these NHS organisations, regular
monitoring by the Department and reporting took place.

The Department performed a monthly monitoring exercise which included the collection of financial
monitoring returns through SHAs at organisational level, showing actual expenditure against plan. In
addition to performance monitoring, financial reporting and management, the financial returns were also
used for policy decision-making purposes,

An overall NHS finance report was presented monthly to the NHS Operations Executive until the end of
March 2013 as part of the overall performance reporting. This included reports on activity and on the
efficiency challenge, QIPP (Quality, Improvement, Productivity and Prevention). In addition, reports
received by the Departmental Board included reports on the in-year performance of the NHS, spanning
the areas of finance, quality, access, workforce and efficiency.

Where individual organisations were failing to meet key performance standards, DH through the NHS
Leadership team expected SHAs, working through Primary Care Trust clusters to remain accountable by
holding the failing organisation to account ensuring that plans for improvement and recovery were in
place and implemented.

The Adult Social Care Outcomes Framework, together with related Local Authority data collections, is
the key mechanism for measuring the outcomes and experience of people who use services and their
carers, demonstrating what local authorities have achieved. The publication of this information allows for
assessments of the performance of individual local authorities, encourages sector-led improvement
initiatives, and supports greater local accountability.

The Department is working in partnership with a range of initiatives to improve performance, led by the
social care sector. These include the Think Local, Act Personal partnership (focussing on the
development of personalised and community-based care and support), the Towards Excellence in Adult
Social Care pregramme (focussing on the performance of Local Authaorities) and the Local Government
Association’'s Adult Social Care Efficiency Programme (focussing on achieving value for money in care
and support).

In terms of grants to local autharities, the single significant grant 2012/13 was £1.3 billion for the
Learning Disability and Health Reform Grant. This was not ring-fenced, though specific guidance was
attached on the intended focus of the funds. The Department accounts for the outcomes achieved
through this grant as part of its overall approach to monitoring performance in adult social care.

In relation to grant funding to the voluntary sector, the Department has a variety of measures in place to
ensure that all grants awarded constitute value for money. For example, the system covering grants
issued to voluntary organisations under section 64 of the Health Services and Public Health Act 1968,
requires that prior to their award they are approved by HM Treasury to ensure they offer value for
money, and fit with the Departments’ priorities. Internal Audit reviewed how voluntary sector grants are
being managed in practice by budget holders, following which they recommended a number of
improvements to ensure that internal controls are improved and risks mitigated. The Voluntary Sector
Grants Hub will ensure that the recommendations are implemented during the coming year.

The Department’s system of internal control

27.

The system of internal control is the set of processes and procedures in place in the Department of
Health and the wider DH Group to ensure that the Group delivers its policies, aims and objectives. It is
designed to identify and prioritise the risks, to evaluate the likelihood of those risks being realised and
the impact should they be realised, and to manage them efficiently, effectively and economically.
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. The system of internal control allows risk to be managed to a reasonable level rather than eliminating all

ris!r.; it can therefore nnllg.r pmvid_e reasonable and not absolute assurance of effectiveness. The system
of internal control was in place in the Department for the year ending 31* March 2013 and up to the date
of approval of the annual report and consolidated accounts, and accords with Treasury guidance.

In addition, a quartlelrierurE Accountability Review process is being introduced for 2013-14 to further
support accountability in the Department and our Arms’ Length Bodies to uphold the integrity of the new
system.

As Accounting Officer, | have responsibility for reviewing the effectiveness of the system of internal
control in the Department. Directors-General have responsibility for ensuring that their directorates are
managed on the basis of demonstrable and evidenced compliance with an internal control framework,
which contains five core assurance standards covering: planning and delivery, resource management,
policy development, risk management and governance of arm's length bodies and national programmes.

My review of the effectiveness of the system of internal control is informed by the work of the internal
auditors and the comments made by the external auditors (the National Audit Office) in their
management letter and ather reports, including Value for Money reviews. Recommendations are
implemented on a timely basis.

The DH Group governance framework

32

33.

_ In line with central guidance on corporate governance, the Department's Board is chaired by the

Secretary of State and includes non-executives from outside government. This brings together
Ministerial and civil service leadership with non-executive challenge. The arrangements for management
and governance of the Department, including the board and committee structure that underpins the
Departmental Board, are set out in detail in section 4 of this Annual Report and Accounts. The Board's
ways of working will be updated over Summer 2013 to reflect better the Department's new role. This is
due to be agreed by the Board by the summer of 2013, alongside updated governance structures to
reflect the Department’'s new role.

The Departmental Board met on ten occasions in 2012-13. Four of these meetings were performance
meetings, where the formal quarterly performance report and financial information were considered.
The other meetings were strategy meetings, where a range of issues of strategic importance were
considered. The Secretary of State chaired (for all or in part) three of the four performance meetings.
One meeting immediately following the Cabinet re-shuffle was chaired by Earl Howe.

_ In accordance with the Code of Practice on Corporate Governance, the table shows the attendance at
meetings by each Board member.
15 Member No of performance Mo of strategy Meetings held
meetings attended meetings attended during term
Secretary of State for 3 2 10
Health '
Minister of State for 1 T
Health ?
Minister of State for 4 2 10
Care Services ’

' Rt Hon Andrew Lansley CBE MP was Secretary of State for Health until September 2012 and was followed in this post by Rt Hon

Jeremy Hunt MP.

% Bt Hon Simaon Burns MP left the Department in September 2012 and the post was discontinued.

* paul Burstow MP was Minister of State for Care Services until September 2012 and was followed in this post by Norman Lamb MP.
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35 Member No of performance No of strategy Meetings held
meetings attended meetings attended during term

Parliamentary Under 3 10
Secretary of State for
Public Health *

Parliamentary Under 1 1 6
Secretary of State for
Health *

Parliamentary Under 3 4 10
Secretary of State for
Quality (Lords)

Una O'Brien CB, 4 B 10
Permanent Secretary

Sir David Micholson 3 1 10
KCB CBE, NHS Chief
Executive ®

Dame Sally Davies 3 4 10
DBE, Chief Medical
Officer

Richard Douglas CB, 3 5 10
Director General for
Finance, Policy & NHS

David Behan CB, 1 2 3
Director General for
Social Care, Local
Government & Care
Partnerships ’

Shaun Gallagher, 2 3 B
Acting Director General
for Social Care, Local
Government & Care
Partnerships

Jon Rouse, Director 1 1
General for Social
Care, Local
Government & Care
Partnerships

Peter Sands, Lead 4 5 10
Non-Executive Board
Member

3 MAT MgnnhMF' ;:i Parliamentary Under Secretary of State for Public Health until September 2012 and was folowed in this post by
na Soubry
: Dr Daniel Poulter MP joined the Depariment in Seplember 2012 as Parliamentary Under Secretary of State for Health.
: Sir David Nicholson was represented by David Flory, Deputy NHS Chief Executive, at one performance meeting.
David Behan left the Depariment in June 2012 Shaun Gallagher was acting Director General for Social Care, Care Partnerships &
Local Government until March 2013, when Jon Rouse look up his appoiniment fo this post.
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35. Member No of performance No of strategy Meetings held
meetings attended meetings attended during term
Mike Wheeler, Non- 4 & 10
Executive Board
Member
Catherine Bell, Non- 4 [} 10
Executive Board
Member
Chris Pilling, Nan- 4 5] 10
Executive Board
Member
Prof David Heymann, 4 5 10
Mon-Executive Board
Member
|

45, Elsewhere in this Annual Report, the lead Non-Executive Director of the Departmental Board, Peter
Sands, details the areas to which the Board devoted particular attention; these included:

« Ensuring the development of effective relationships between the Department and the key
ALBs in the transformed health system, and ensuring common purpose and understanding
across the system as a whole;

« Overseeing the transition programme and its associated nsks, including spending time with
a Clinical Commissioning Group to see the impact of the changes from a front-line
perspective;

« Overseeing the Depariment’s Capability Review and action plan 1o have more visible
leadership across the health and care system, including Arm's Length Bodies;

« Reinforcing financial management and performance management, particularly developing a
new and clearer format for the monthly performance report and how this information can
reinforce the Department's approach to risk management, and

« Developing the Department's response to the report of the Mid Staffordshire Public Inquiry.

37. As reported last year, Board members had on occasion found it difficult to engage fully with the
performance and management information presented to the Board due to the amount and format of
information supplied. As a result, the non-executive Board members worked with the Department to
develop a simpler and clearer format to this information. This has resulted in a comprehensive
performance scorecard with summary information, but backed up with full detail, enabling the Board
members to drill down in greater depth where required. In addition, leading indicators have been
improved. Non-executive directors continue to encourage and challenge the Department to refine the
quality and clarity of performance metrics.

Risk management

38. Within the Department, | operate an accountability process based around compliance with five core
assurance standards, including one covering risk management. The risk management standard,
communicated to Director-Generals (DGs) in their budget accountability letters for the financial year
2012-13, set out each DG's accountabilities for identifying, assessing, communicating, escalating and
managing risk in their directorates. DGs are required to set out in directorate risk registers the key risks
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to successful delivery of their business plans. Senior Responsible Owners (SROs) are accountable for
the effective management and escalation of risks within their programmes.

39 The most significant risks are escalated by DGs and SROs to the strategic risk register, which is used by
the Departmental Board to maintain an overview of high-level strategic risks. Each risk on the strategic
register has a Board level owner. During 2012-13, the Board has challenged risk ratings, suggested new
risks and commissioned additional mitigation activity where appropriate.

40. In addition, during the 2012-13 reporting period, a new Departmental Senior Risk Manager position was
created and resourced. As a consequence, work is now underway on a set of initiatives to improve risk
management across both the Department and the wider system.

41. These initiatives include the;

. separation of Departmental strategic and major operational nsks;

. identification and communication of risk appetites against delivery risks across directorates and
ALBs; and

. strengthening of risk management processes, practices and tools across the Department and
the wider system.

42 The focus is also to strengthen relationships between DH and other Government Departments, with the
aim of learning from best practice and meeting Treasury and NAO intentions for future risk management
requirements. In addition, DH will continue to work with the Cabinet Office on the National Risk
Register (NRR) for Civil Emergencies. The risk of pandemic influenza is currently assessed as the top
risk on the NRR and during the year, the Chief Medical Officer highlighted the risk of anti-microbial
resistance as a new risk for consideration when the NRR is revised.

43. Action to improve the assessment and management of risk remains a work in progress and changes will
be followed through in 2013-14 as part of the roll-out of a strengthened assurance framework.

44, The Audit and Risk Committee (ARC) was involved throughout 2012-13 in the way the Department
managed risk. A regular feature of its meetings was challenge of the Department’s strategic risk
register. The ARC also supported the Board in ensuring there was an effective system in place for
internal control, governance and risk management.

45. Risk management is a key component of the governance framework across the Department's ALBs and
NHS organisations. The systems in place are covered at paragraphs 78 and 18 to 19 of this Statement.

The transition to the new health and care system — planning and implementation

46. The Health and Care Transition Programme was established in September 2010 and ran until its closure
on 31 March 2013. It provided a governance framework to co-ordinate 22 separate change
programmes, covering the transition of the public health system and creation of new Public Health
England; transfer of new responsibilities to Local Government and Health and Wellbeing Boards;
creation of NHS England (formerly the NHS Commissioning Board) and other new NHS bodies; the

transition and closure of SHAs and PCTs; and the cross-cutting functional work of people, finance,
estates and IT.

47. Each programme was led by a Senior Responsible Owner and was managed through existing
management structures, reporting to one of two transition governance boards chaired by myself, or by
Sir David Nicholson, NHS Chief Executive:

s The NHS Transitional Executive Forum (NHS TEF), chaired by Sir David Nicholson, governed
the NHS transition and development of the NHS future system.

* The DH, Public Health and Local Government board, which | chaired, oversaw the design
and delivery of the DH, public health and local government transition.
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« The DH Executive Board, chaired by myself, and of which Sir David was a member, oversaw
transition across the full scope of NHS, the Department, ALBs and local government. The NHS
Transitional Executive Forum and the DH, Public Health and Local Government Board reported
into the DH Executive Board.

The overall programme was co-ordinated, assured and supported by DH's transition programme Senior
Responsible Owner and an Integrated Programme Office (IPO). The IPO provided processes to promote
consistency, transparency and integration and ensured that key decisions, progress and risks were
explicitly reviewed and managed through the governance boards, with Ministerial decisions as
appropriate. This ensured that cross system risks and issues were surfaced, escalated and managed
appropriately within a risk management framework.

The IPO also co-ordinated cross-system work on the close down and handover of SHA and PCT
functions to new bodies and managed a co-ordinated approach for over 400 Transfer Schemes to
ensure the transfer of staff, property and liabilities to appropriate ownership within the new health and
care organisations.

Although the work of the transition programme in creating the new system has now come to an end,
organisations in the new system continue to be in a period of transition and settling down. In its new
system leadership role, the Department is continuing to support its ALBs maintaining oversight and
assurance of the performance of the system as a whole, providing constructive support where it is
needed, acting to resolve teething problems and address system-wide issues while new ALBs develop
into mature organisations.

As one of the largest change programmes taking place across Government, the Frogramme also came
within the remit of the Cabinet Office’s Major Projects Authority, the Government's own assurance body
for major projects. The programme underwent regular review by the MPA and Major Projects Review
Group between 2011 and the financial year 2012-13. These reviews provided me and the cabinet office
with assurance of the programme’s ability to deliver its objectives on time and within its budget. This
external scrutiny provided constructive challenge and additional expertise in complex change
programmes, enabling DH to benefit from wider experience from across government. Each MPA review
made a number of recommendations to the Department on areas of concern and potential risk The
Department accepted all of their recommendations and put in place action plans to address these.

In October 2012, as the new bodies began to function and put their own governance arrangements into
place with non-executive chairs and board members, the governance of the transition programme
changed to reflect the new bodies' powers and accountabilities in making their own decisions. This
provided for a period of shadow operation of the new system, with new bodies beginning to assure their
own systems and processes as new relationships were developed with the Department.
Correspondingly, the Department's focus shifted to direction-setting, assurance and leadership of the
system as whole.

In autumn 2012, a series of state-of-readiness reviews of ALBs taking on new functions in the new
health and care system tock place. These assessed organisational readiness across a number of critical
areas (including finance, HR, estates and IT, governance arrangements, etc.) and provided assurance
that the ALBs would be ready to function effectively from 1 April 2013. In total, 10 reviews were
completed: Monitor; NHS England (formerly the NHS Commissioning Board), Public Health England,
Health Education England; the NHS Trust Development Authority: the Health and Social Care
Information Centre: NHS Property Services; Healthwatch England; and the Business Services Authority.
The results were formally passed to the DH sponsors and ALBs to take forward the actions and
recommendations.

_ These reviews informed "Board-to-Board" meetings between the Department and the respective ALBs in

early 2013 to allow detailed discussion on the most pressing areas and the agreement of priorities for
joint working to resolve issues more rapidly, for example around financial readiness or people transition.
Most of these actions were completed by 31 March 2013, with ALBs confident that they would be able to
operate effectively from 1 April 2013. Those that still required work were then passed to the appropriate
DH sponsor team to monitor as part of the formal accountability arrangements.

A review of the Department's own readiness was completed in January 2013.
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On 1 April 2013 the new health and care system became fully operational. NHS England (formerly the
NHS Commissioning Board), Public Health England, the NHS Trust Development Authority and Health
Education England took on their full range of responsibilities. The local health landscape changed
substantially, with CCGs beginning to lead commissioning in their local areas, local councils formally
taking on their new roles in promoting public heaith, health and wellbeing boards bringing together
agencies to work in partnership and Healthwatch providing a powerful voice for patients and local
communities. Existing ALBs such as Monitor, CQC, NICE and MHRA either took on additional functions
or saw a change in their role, developing new partnerships and new ways of working.

How transition risks were managed and assessed post 1 April 2013

57.

58.

89,

60.

Risk and issue management was the responsibility of individual SROs and was carried out at
programme level. Key transition risks, and those escalated for decision, were held at Transition
Progamme level and were regularly discussed and mitigated at senior transition board level. A
programme wide risk register was coordinated by the IPO.

The transition programme closed at 1 April 2013 and open risks were then transferred to relevant
organisations or closed as appropriate. The Department instigated daily situation reporting across the 6
main new organisations (and Local Education and Training Boards and CCGs) to ensure that risks and
issues associated with launch of the new system were identified, managed and had an escalation route
directly into the Department for the period until 8 May.

From April 2013, the Department’s role changed into one where it leads the new health and care
system, providing sponsorship of the new and existing Arms' Length Bodies (ALBs) and the framework
for the Secretary of State’s ultimate accountability for the provision of health and care services to
patients and communities in England. In the new system, the bilateral relationships between the
Department and its ALBs are underpinned by framework agreements that set out roles and
responsibilities, lines of accountability and governance arrangements, and describe how the Department
aszsures itself that an ALB's role is being fulfilled efficiently, effectively and in line with the Department's
financial procedures,

They also describe those areas where the ALB must comply with specific guidance or other rules set by
the Department or other parts of central government. ALBs are operating in line with the principles set
out in framework agreements. They have been working closely with the Department to develop the
content and determine how organisations will work together in the new system. In addition, the
Department has put in place arrangements to hold the ALBs to account through quarterly accountability
meetings. For NHS England, given its scale and complexity, accountability meetings will be held more
frequently. The Department is working closely with its ALBs and with HM Treasury to bring the
documents to final agreement.

Information Risk

G61.

B2.

B63.

DH continues its work to raise the level of its compliance with the Cabinet Office Information Assurance
Maturity Model. Reporting to the Cabinet Office in June 2012 confirmed compliance with Level 2
requirements in full and noted the risk that the impact of transition in DH and the Health and Social Care
system could inhibit further improvement in the near term. Further action was taken during the year to
prepare for the post April changes, including mapping information governance responsibilities and
accountability across the new system.

Within the core Department, there were three recorded instances of personal data loss or mis-
management during 2012-13. Two were investigated intemally and viewed as low risk, and one was
reported to the Information Commissioner. In this instance, a number of patient experience surveys were
misplaced in transit. The risk was reviewed and the incident reported promptly. Appropriate corrective
action was undertaken in all instances, with working processes being reviewed and updated where
necessary.

Information security and data loss issues in the Department's ALBs, and in NHS bodies and NHS
Foundation Trusts, are disclosed in the governance statements in their accounts.
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Anti-fraud work in DH and in the NHS

64,

65.

66.

In both DH and NHS contexts, the term “fraud” covers the economic crime issues of bribery, corruption,
fraud and unlawful activity.

In 2012-13 the Department implemented all elements of the Cabinet Office Fraud, Error and Debt
programme of anti-fraud action for central government by introducing staff anti-fraud awareness
surveys, Civil Service Learning anti-fraud e-modules for staff, a fraud awareness week and participation
in the 2012-13 National Fraud Initiative data-matching exercise.

Investigation of DH fraud cases was managed by DH Internal Audit (where Secretary of State is able to
do so, some DH cases are delegated to NHS Protect - the NHS unit that leads on work to tackle crime in
the NHS, including suspected fraud and financial crime). All NHS anti-fraud work was led by NHS
Protect, with investigation of cases carried out by that unit or more locally with NHS Protect guidance
and assistance.

Prescription Charge Fraud

67.

The Department's annual statements have in the past qualified the prescription charges record of
accounts on the grounds of regularity, because of an estimated loss of revenue due o patients
fraudulently claiming entitiement to free prescriptions. The Audit and Risk Committee has recently
examined the position and will continue to focus on this issue although responsibility for tackling
prescription fraud at a local level has become the responsibility of NHS England.

Role of Internal Audit
68. The Department's Internal Audit Service (IAS) plays a crucial role in the review of the effectiveness of

69.

risk management, controls and governance by:

« focusing audit activity on the key business risks;
« being available to guide managers and staff through improvements in internal controls;

« auditing the application of risk management and control as part of Internal Audit reviews of key
systems and processes; and

« providing advice to management on internal control implications of proposed and emerging
changes.

The Department's Internal Auditors operate in accordance with Government Internal Audit Standards
and to an Internal Audit Plan approved by the Audit and Risk Committee. Internal Audit updates the plan
to reflect changes in risk profile and the revised plan is reviewed and approved by the Audit and Risk
Committee. The Internal Audit Service submits regular reports on the adequacy and effectiveness of the
Department's systems of internal control and the management of key business risks, together with
recommendations for improvement. These recommendations have been accepted by management
including an agreed timetable for implementation. The status of Internal Audit recommendations, and the
collection of evidence to verify their implementation are reported to the Audit and Risk Committee. The
Head of Internal Audit has direct access to the Permanent Secretary and they meet periodically to
review lessons arising from |A reports.

70. In the new health and care system the DH internal audit service will span across all ALBs.

Internal Audit Opinion

71.

Following completion of the planned audit work for 2011-12 for the Department, the Head of Internal
Audit issued an independent and objective opinion on the adeguacy and effectiveness of the
Department’s system of risk management, governance and internal control. She concluded that:

‘| can give reasonable assurance to the Accounting Officer that the Department of Health has had
adequate and effective systems of control, governance and risk management in place for the
reporting year 2012-13".
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Governance and Control in the Core Department of Health

T2,

3.

A summary report of the governance and control system in the core Department of Health has been
drawn up by my Governance Team. The report covered key issues for each Directorate, and was
supported by financial information and material supplied by the Internal Audit Service.

On the basis of the summary report, | have reviewed the end of year assurance statements provided to
me by all Directors-General, which recorded the position of their responsibilities over the year. These
confirmed that the Department has adequate and effective systems of control in place, and that where
issues have arisen during the year assurance arrangements have been in place to pick up and address
any weaknesses.

Compliance with Equality & Human rights legislation

4.

75.

As part of consolidated action to strengthen compliance, the Department entered into a voluntary
Framework Agreement with the Equality and Human Rights Commission (EHRC) for the period
September 2010 to March 2012, All DGs were committed to action to ensure equality was integral to key
planning and reform activities and this was overseen by a Equality and Human Rights Assurance Group
comprising all DGs and the Chief Analyst. Following delivery of the EHRC Framework Agreement, we
have set new Departmental Equality Objectives, aligned to the DH business plan, and will report
progress annually.

In 2012, the EHRC formally ended the monitaring arrangements of the 18 month Voluntary Agreement
between DH and the EHRC. A new 'Memorandum of Co-operation’, based on the principles of
partnership working between DH and the regulator, now replaces this arrangement.

Governance and Control in the DH's Arm’s Length Bodies

7.

.

78.

79,

80.

Following the Department's review of its Arm's Length Bodies (ALBs) in 2010, there were a number of
changes to our ALB landscape in 2012-13. Six ALBs were wound down in 2012-13 and two new bodies
were established (Health Education England and the NHS Trust Development Authority). Following the
establishment of Public Health England as an Executive Agency on 1 April 2013, the Department now
sponsors fifteen ALBs.

The Department’s sponsorship of its ALBs is an important component of our stewardship of the health
and care system and is a key way of gaining assurance of ALB delivery. Each ALB operates through a
Framework Agreement with the Department, and in the case of NHS England, a Mandate agreed with
the Secretary of State. Through our sponsor teams, the Department engages directly with each ALB
proportionate to the level of risk. In addition, formal accountability meetings are held on at least a
quarterly basis and focus on delivery of objectives and financial performance. In terms of risks outside
the control of individual ALBs, they can be highlighted via formal accountability meetings or through the
other formal and informal interactions that the sponsors maintain with ALEs.

The Department continues to strengthen its sponsorship function with sponsor teams in place across the
Department taking a more systematic and consistent approach to sponsorship and relationship
management, building on best practice from across government, to help assure the Department that
ALBs are delivering their functions and agreed outcomes, and that risks to the Department and its ALBs
are understood, managed effectively and escalated as appropriate.

Each ALB compiled a Governance Statement for its Accounts, and these have been reviewed on my
behalf. There were no significant control issues in ALBs that warranted escalation for disclosure in this

Statement. There are substantial issues to report in relation to the Care Quality Commission, as set out
in the following paragraphs.

In February 2012 the Department published the report of a Performance and Capability Review it had
undertaken into the Care Quality Commission. The review set out recommendations to challenge CQC
and support its continuing improvement. The report identified shortcomings in the CQC's strategic
direction and made recommendations on the need for a stronger board and for changes to the way in
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which regulation was developed and delivered. The review also recognised that the Department had to
improve the way it sponsored the CQC. During 2012-13, the Department took action to strengthen
accountability arrangements across all of the Department's arm’s length bodies. In particular, the
system of quarterly meetings with the CQC's Chief Executive to hold the Commission to account for its
performance against its business plan was strengthened, with a renewed focus on the CQC's
achievement of its targets and discussion of the CQC's strategic direction.

The CQC's response to the review focused on improvement in four key areas:

a review of the CQC's Strategy and production of a clear strategic plan;
a review of the CQC's regulatory model and methodology;

supporting and developing the CQC's workforce; and

- strengthening the CQC's board.

0

During 2012/13, both the Chief Executive and the Chair of the CQC stepped down and were replaced by
new leadership. The CQC is making progress although there is much work still to do; it has undertaken
a root and branch review of its strategy and undertaken a full public consultation. The resulting strategy
was published in April 2013 and takes account of the recommendations of the Francis Review The
CQC is also making significant changes to its regulatory model and methodolegy. In June 2013, the
CQC published “A New Start: a consultation on changes to the way CQC regulates, inspects and
monitors care™. This sets out how it intends to inspect and regulate care services in the future, with a
focus on fundamental standards. A detailed methodology will be worked up over the coming year,
including a new ratings system, with a bespoke system for each of the sectors it regulates, led by new
Chief Inspectors. A Chief Inspector of Hospitals was appointed in May 2013 and inspectors of social
care and general practice will be recruited this year. As part of the strategic review, the CQC is planning
to move to a system of specialist (rather than generic) inspectors over the coming year, which will
incorporate greater use of clinical experts.

In June 2013, the CQC published an internal report commissioned from Grant Thornton to look into its
own activities in the period 2008 to 2012, in relation to the registration and oversight of University
Hospitals Morecambe Bay NHS Foundation Trust. The report showed that there were failures both in
regulatory judgment and in corporate governance. The CQC's new strategy and direction address these
shortcomings. In addition to new leadership, major changes are being made to the executive team.
Improved governance arrangements will assist in demonstrating openness and transparency. The
Department and CQC have jointly taken action to strengthen the CQC’'s Board, including amending
legislation to allow for a unitary board. In June 2013, a recruitment exercise successfully appointed five
new Non-Executive Directors to the Board.

Governance and Control in the NHS

84.

85.

87.

The Boards and Accountable Officers of the individual NHS Bodies covered by the Report and Accounts
are responsible for their own systems of internal control and governance.

For NHS trusts. PCTs and SHAs | gain assurance through the performance management line through
the Director General, Strategy, Finance and NHS. For 2012/13 SHA capacity was retained to review the
Governance Statements of all NHS trusts and PCTs prepared by their Accountable Officers together
with relevant internal audit reports. Similarly, the Department has reviewed the Governance Statements
prepared by the SHAs. These show that an adequate system of internal control was in place and there
were no significant control issues that would be material to this set of Accounts and Report.

. Overall, the NHS operated within the expenditure controls set by HMT and voted by Parliament. SHAs,

PCTs and NHS Trusts delivered a combined surplus of £1,641m and Foundation Trusts a surplus of
£490m. The aggregate surplus delivered in 2011-12 by SHAs and PCTs of £1,532 million will be carried
forward to 2013-14.

The Department recognises that some Trusts (both Foundation Trusts and NHS Trusts) have
experienced financial difficulties in 2012-13. In 14 cases in 2012-13 additional revenue based public
dividend capital was issued. The Department, as overall system steward, works closely with key players
such as Monitor and the NHS Trust Development Autherity (TDA) to continue to keep the position under
regular review.
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88. The NHS Trust Development Authority was created in April 2013 to provide leadership, support and
development for those providers that remain NHS Trusts. It is accountable nationally for the outcomes
achieved by NHS Trusts and for financial stewardship within the NHS Trust system, as well as the
management of the Foundation Trust pipeline. The NHS TDA is working closely with 14 NHS Trusts that
are not considered sustainable in their current form and are therefore pursuing an organisational
transformation.

NHS 111

89. From April 2012, the Department continued to manage the rollout of the NHS 111 service, working to a
deadline of full coverage across England by April 2013. The service was commissioned locally by
Primary Care Trusts working from a broad national Service Specification based around several core
principles. This was part of the NHS Operating Framework 2012-13. In response to concerns from
stakeholders about pace of rollout to the April 2013 deadline, the National Director for Improvement and
Efficiency wrote to the NHS in June 2012 offering an extension to the deadline of six months for those
areas that needed it.

90. On 1 November 2012, responsibility for the final stages of rollout of NHS 111 transferred to NHS
England (formerly the NHS Commissioning Board), within the Operations Directorate. As of 2 April 2013,
around 90% of England was covered by NHS 111, although contingency arrangements, using NHS
Direct and local out of hours services, were in place in some areas to manage demand. Performance
has been monitored closely since roll out and recent data shows NHS 111 performance is continuing to
improve in line with expectations. In order to ensure that patients continue to get the best care and
treatment, some areas have been given more time go live with NHS 111,

South London

91. In January 2013, the Secretary of State accepted (with some modification) the recommendations of the
Trust Special Administrator appointed to South London Healthcare NHS Trust (SLHT) about its future.
The recommendations relate to the configuration of services and organisations in south east London to
ensure that they are clinically and financially viable for the local population. The recommendations
include disolving SLHT and merging its three main hospitals with other local NHS providers. Aspects of
the Secretary of State’s decision are, however, currently subject to judicial review proceedings.

Governance and Control in NHS Foundation Trusts

92. A different system operated in 2012-13 for Foundation Trusts under primary legislation. Monitor is
responsible for authorising, monitoring and regulating NHS Foundation Trusts (FTs). Monitor have
prepared an overall consolidated accounts of FTs. The NHS Foundation Trust Consolidated Accounts
2012-13 were laid before Parliament by Monitor on 3 July 2013, and contain an Annual Governance
Statement for the FT sector.

93. Neither the Department of Health nor Monitor is accountable for the internal control and systems of FTs;
this is the responsibility of each FT's board. The Governance Statement in the FT Consolidated
Accounts summarises the internal control issues in the FT sector, and provides details of internal control
weaknesses disclosed by FTs in their individual governance statements, together with the actions being

taken to address them. There were no significant control issues that would be material to this set of
Accounts and Report.

94. There are no significant internal control issues set out in Menitor's Annual Governance Statement for the
FT sector. | am therefore satisfied that | have fulfilled my duty as Accounting Officer to ensure that all

expenditure by DH and NHS bodies (including FTs) is contained within the Department's expenditure
limits.

Mid-Staffordshire Foundation NHS Trust
85. On 8 June 2010, the Secretary of State announced a full Public Inquiry into the role of the

commissioning, supervisory and regulatory bodies in the monitering of Mid Staffordshire Foundation
NHS Trust from 2005 to 2009. The Inquiry, led by Robert Francis QC, builds on the work of his previous
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Independent Inguiry, which considered individual cases of patient care and reported in February 2010
with 290 recommendations.

. The Government’'s response, Patients First and Foremost was published in March 2013, It is a collective

response, with a shared statement of common purpose from DH, the ALBs responsible for leading the
NHS and other national bodies, including regulators of clinical professionals. Most of the
recommendations in Robert Francis' report are accepted by the Government, either in principle or in
their entirety. There are a number of limited but significant changes that require primary legislation.
These are changes primarily to the way health and social care information is used to assess poor
performance and how poor performance is tackled. There are also a number of other measures that
focus on greater cohesion and cultural change across the health and care system and can be
implemented without the need for primary legislation. The aim is systematically to improve care, so that
it is safer and more compassionate, rooeting out unacceptable care, tackling failure promptly and
effectively, and ensuring all hospitals drive for continuous improvement.

The Government will produce a further response in the autumn of 2013, providing an update on actions
in the initial response and setting out further actions resulting from the range of reviews currently
underway, for example on complaints, safety, bureaucratic burdens and training and support for
healthcare assistants.

Conclusion

The ARC have advised me that there is no reason of which it was aware that | should not sign this
Statement.

Una O'Brien
Permanent Secretary and Principal Accounting Officer
11 July 2013
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THE CERTIFICATE OF THE COMPTROLLER AND AUDITOR GENERAL

TO THE HOUSE OF COMMONS

Audit certificate

THE CERTIFICATE AND REPORT OF THE COMPTROLLER AND AUDITOR GENERAL TO THE HOUSE
OF COMMONS

| certify that | have audited the financial statements of the Department of Health and of its Departmental
Group for the year ended 31 March 2013 under the Government Resources and Accounts Act 2000. The
Department consists only of the core Department and its Agencies. The Departmental Group consists of the
Department and the bodies designated for inclusion under the Government Resources and Accounts Act
2000 (Estimates and Accounts) Order 2012. The financial statements comprise: the Department's and
Departmental Group's Statements of Comprehensive Met Expenditure, Financial Position, Cash Flows,
Changes in Taxpayers' Equity; and the related notes. | have also audited the Statement of Parliamentary
Supply and the related notes. These financial statements have been prepared under the accounting policies
set out within them. | have also audited the information in the Remuneration Report that is described in that
report as having been audited.

Respective responsibilities of the Accounting Officer and auditor

As explained more fully in the Statement of Accounting Officer's Responsibilities, the Accounting Officer is
responsible for the preparation of the financial statements and for being satisfied that they give a true and
fair view. My responsibility is to audit, certify and report on the financial statements in accordance with the
Government Resources and Accounts Act 2000, | conducted my audit in accordance with International
Standards on Auditing (UK and Ireland). Those standards require me and my staff to comply with the
Auditing Practices Board's Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error. This includes an assessment of whether the accounting policies are
appropriate to the Department's and the Departmental Group's circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by the
Accounting Officer; and the overall presentation of the financial statements. In addition | read all the financial
and non-financial information in the Annual Report and Accounts to identify material inconsistencies with the

audited financial statements. If | become aware of any apparent material misstatements or inconsistencies |
consider the implications for my certificate.

| am required to obtain evidence sufficient to give reasonable assurance that the Statement of Parliamentary
Supply properly presents the outturn against voted Parliamentary control totals and that those totals have
not been exceeded. The voted Parliamentary control totals are Departmental Expenditure Limits (Resource
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and Capital), Annually Managed Expenditure (Resource and Capital), Non-Budget (Resource) and Net Cash

Requirement. | am also required to obtain evidence sufficient to give reasonable assurance that the
expenditure and income recorded in the financial statements have been applied to the purposes intended by
Parliament and the financial transactions recorded in the financial statements conform to the authorities
which govern them.

Opinion on regularity ,
In my opinion, in all material respects:

= the Statement of Parliamentary Supply properly presents the outturn against voted Parliamentary
control totals for the year ended 31 March 2013 and shows that those totals have not been
exceeded; and

= the expenditure and income recorded in the financial statements have been applied to the purposes
intended by Parliament and the financial transactions recorded in the financial statements conform
to the authorities which govern them.

Opinion on financial statements
In my opinion:
= the financial statements give a true and fair view of the state of the Department's and the
Departmental Group's affairs as at 31 March 2013 and of the Department’s total net expenditure
and Departmental Group's total net expenditure for the year then ended; and

« the financial statements have been properly prepared in accordance with the Govemment
Resources and Accounts Act 2000 and HM Treasury directions issued thereunder.

Emphasis of Matter — Provision for Clinical Negligence Scheme for Trusts

« Without qualifying my opinion, | draw attention to the disclosures made in note 20 to the financial
statements concerning the uncertainties inherent in the Incidents Incurred But Mot Reported claims
provision for the Clinical Negligence Scheme for Trusts. Asg set out in note 20, given the long-term
nature of the liabilities and the number and nature of the assumptions on which the estimate of the
provision is based, a considerable degree of uncertainty remains over the value of the liability
recorded by the NHS Litigation Authority. Significant changes to the liability could occur as a result
of subsequent information and events which are different from the current assumptions adopted by
the NHS Litigation Authority.

Opinion on other matters
In my opinion:
« the part of the Remuneration Report to be audited has been properly prepared in accordance with
HM Treasury directions made under the Government Resources and Accounts Act 2000; and

77






Department of Health

Annual Report and Accounts 2012-13

Statement of Parliamentary Supply

for the year ended 31 March 2013

Summary of Resource and Capital Outturn 2012-13

Statement of Pariamentary Supply

Fodtaled
201213 D11-13
Batimate Cutturn Voled outturn Cutturn
gomparad with
Exibm ate:
Mode WVated MonWoled Total Voiled  Hon-Voled Totsl paving/ (excend) Total
008 [l ] L] Lo 000 -] [l ] (=]
Departmantsl Expanditure Limit
« Fmgcscn an BT 204 70 1B.080 TR N0 474 Bos 05, mED 08 18,084 821 1003, el 220 1531, 4112 101,891 757
- Caplal A 405 434 & 485 434 T8z a2 - 3. 782 882 T12 552 3771288
Annually Mansged Exponditure
- Rsource HE | 5868 307 5 505 3027 5775114 5715114 03.188 318310
- Captal a 2 ' = -
Total Budgei ST TR 45  1ROBDATE 115838634 a5.421 804 18.084 621 113,506 22% 20 852 108,558,127
Hon-Budget
- Resoucn a
Todal 87,760 446 8,080,178 116,838,834 S5,471,604, 18084621 113,508,226 2,006 042 108 688127
Tl R (i ol A3 263 0FF 18,080, 178 111 343 200 a1 558 T2 1B 084 B2 105,723, 343 1,624 300 104, T ASE
Toal Capial A4 ADS A4 - A AT 474 3, TH2 B2 - 2 TH2 EE2 T12.552 7T, 280
Total B7. 768456 18,080,178 116,838,634 86,421,604 18,084.621 112,606,226 i3 A62 108566117
Net cash requirement 2012-13
20113 200213 20114-13
Cutiurn
carmpared with
Es tim ata:
Emdim aie Outtarn  Baving! (sesss] (= LTI
£000 000 00 !'I‘HII‘_
et oo o ‘ [ s aser s
Administration Costs 2012-13
01213 1012-13 209112
Erir] Cutiuin Cutturn
£l £000 00
omsoren Costs L L 3540725
Footnoles

1)  Figures in the areas outlined in bokd are voled totals or ather lotals subject to Parliamentary control,
2) Explanations of variances between Estimate and outturn are giien in Mote 2 and in the Management Commaentary.

The notes on pages 88 -179 form part of these accounts.
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Consolidated Statement of Comprehensive Net Expenditure

for the year ended 31 March 2013

Matas
Administration Costs
Staff costs T
Cther adrmnistration costs 8
Operating income 10.1
Grant in Aid to NDPBs 8
Funding to Group Bodies 8
Programme Costs
Staff Costs 7
Programme Costs =
Income 10.2
Grant in Aid to NDFEs 2
Funding to Group Bodies g
Resources expended by NHS charities 3141
Income received by NHS charities A

Nat Operating Costs for the year
ended 31 March 2013

Total expenditure
Tatal incomes

MNet Operating Costs for the year
ended 31 March 2013

Het (gain)loss on transfers by absorption

Total Met Expenditure for the year
ended 31 March 2013

Other Comprehensive Net Expenditure

et (gain)floss on
- revaluation of property, plant and
equipmeant
= revaluation of assets hald for sale
- revaluation of ntangibles
- revaluabon of mvestmenis
-revaluation of charitable assels
- impgirments and raversals
transferred to revaiuation reserve
- disposal of avaiable for sale financial
assets
- other reserves
- actuarial gains/{losses) on defined
benefit pension schemeas
- other gains and (losses)

Release of reserves to the CSCNE

Total Other Comprehensive Net Expenditure
Total Comprehensive Expenditure for the
year ended 31 March 2013

Restated

2012-13 2011-12

Core Departmental Core Departmental
Department Group De partom ent Group
£000 £000 £000 £'000
251,079 1,983,107 254 855 1,B87 . 700
192,619 1,739,250 195 642 1872126
{25,210) {222 776) {12,513) (276,4595)
227.053 143,689 -
2,801 544 2,828 338 =
1.290 44 426 955 1,492 44,402 129
5,679,118 68,320 344 5,665,901 63,661,762
(1,106,823) (8,408 439) {1,113,938) (5,857,364)
103,776 - 98,460 ;
96,984,770 94 820,215 -
- 203,815 - 202,682

: {304 505) - (288,975)
105,109,416 110,251,661 102,896,143 105,503,566
106,241,248 117,185,471 104,022, 5592 112,026,389
(1,131,833) (6,933, 810) (1.126,44%9) (6,522 834)
105,108,416 110,251,661 102,896,143 105,503,566
13,345 g . 3
105,122,765 110,251,670 102,896,143 105,503,566
(4,258) (805, 729) (B.613) (851,133)
(362) {1,331) - {1,698)
20,853 18,435 (533.888) (533,733)

101 TS 15,901 15,539

- (47, 568) - (15,850)

25 786,484 42 607,115

- 613 - 1,087

- {1,743) - 655,734

- 1,780 - (3.512)

- 2,281 - 1.224

16,359 153,296 (524,560) (713,976)
105,139,124 110,404,966 102,371,583 104,789,589
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Consolidated Statement of Financial Position

as at 31 March 2013

Unaudited®
Restated
{including TCE*
and other
Opening Balance
Adjustments)
Regtated
2013 012 1 April 2011
£'000 E'000 E£°000
Core Departmental Caore D partmental Core Departmantal
Mobe D partment Group D partm ant Group Departmant Group
Hon-current assots
Proparty plant and aquipman 11 1,168 345 4T 522 TED 1,197,004 4B 288 225 1,287,571 47 366,058
Invesiment Property 11.1 260 BT 569 263 68,549 338 B4.807
Intangible 433088 12 1,314 345 1,796 585 1,589 475 2024 457 1,465 895 1,904 462
Charitabla non-cument assats 3.2 - 158,974 - 153,881 - 140,512
Financial assets- Investmants 13 25,081,057 1.118.828 25024 137 1,304 438 25373817 1,050,923
Charitabls ineesbments 313 - 1611121 - 1,588,175 x 1,732 003
Other non-current assats 16 125,385 548 471 122,728 B13,145 128,975 6843728
Total non-current assets 28,589 406 52824 465 28,833,605 H.ME.!IET 28,247 196 52,902,694
Current assels
Assets classified as held for sale 18 198,759 435 T2 B 656 248,000 6,084 215,882
InrTiories 14 125,904 288 911 107,960 831,868 B 428 903,342
Trade and olher recah ables 16 147 414 1,318 830 118,141 785, 158 100,685 1,007 057
Othar cument ass.ots 18 234 263 1,050,743 233,178 1,587 211 184,458 1.233.176
Chargable ather current assets 3z = 161 267 N 170,308 - 179,776
Ceher financial assats 16 206 463 55,631 231,953 64 T4 184, 138 4T 851
Cash and cash squivalents 7 1,206 580 7421708 30,148 £ B0S5 198 1,624 356 5,851 887
Chariabie cash Iz - 303,054 = 256,830 - 203074
Total current assets 2,119,363 11,707 912 1,210,033 9,828,350 2,194,153 9,681,315
Total assets 30,708,759 64,532 37T 30,053,638 63,845,200 30,441,349 62,584,009
Current liabilities
Trade and other payaties 18 {143, 946) (5,657, 6EG) (148,521) (4,878,137) (188,587) (5,164,061)
Criher Eabilities 19 (2,326.818) (8,012 700) (1,578,557 (7,759, 50%) (2,708 128) (8,143 834)
Charilable abities Mz - (188, 731) - (173,208) - (284, 182)
Provisions 0 (279,274) (2,709, 8186) (238,316) (3,288,631) (270, 996} (3,068, 331)
Total current liabilities {2,749,735) {16,745,936) [1,961,434) {16,200,482) (3,176.722) {16,658,518)
Mon-current assels plusiless
nat current assetsllabllities
27,959,030 47 TA5.441 28,092,204 A7 Bdd T18 27 264 82T 45,925,491
Mon-current abiliities
Cther payaibles 18 (310.610) (635, 186) (283 473) [611,855) (352 7186} (677, 335)
Charitabie Rabilities Nz . {74.531) - {B0,GO5) - {45,192)
Frowisiong 20 (1,431,087 {24,145,258) [1,419,220) {1B,BDO,535) {1,218,010) (18,704,698}
Nat pension asselikabdy) 01 = {70,085 = (87.584) - (21,668}
Firiare sl Eabditias 19 (44, 988) 11,703,573} (55.818) 11,815,238) {72 BEE) {10,452 5TE)
Total non-current Habllitlos 11,786,686) 38,529,650) {1,758,508) 31,484,815) {1,641,684) {27,841,471)
Assels less liabilities 26,172,344 11,155,791 26,333,696 15,149,903 15,622,933 17,984,020
Taxpayers' equity and other
resarves
Genaral fund 25 265 749 (531,734) 25381018 3,848 803 25,158, 922 6,073 216
R ahusabion resorve 06 5085 9512822 Ll 10,223 592 454 011 9, 7596 520
Cther Reserves - 161,746 . 164, 134 - 168 104
Total Taxpayers' Equity 25,1_'.'2.3'44 9,162,634 26,333,698 14,234 529 25622933 16,037,840
Charitabie funds - 1,883,157 - 1,915,374 - 1,844,180
Total Reserves 26,172,344 11,186,791 26,331,696 16,149,901 25,632,931 17,584,020
Footnotes

1)  As detailed in Note 1.1, from 2012-13 the Deparimental Group financial stalements consolidate the accounts of carfain charitable
organisations and funds hald on trust. The Department has accounted for these fransfers using merger accounting as required by
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the FReM and as such prior year figures have been restated 1o reflect this change in accounting policy and three Consolidated
Slatements of Financial Position have been prasenied.

2) The Consclidated Statement of Financial Position for 2011 includes the impact of the transfer of provider functions from Primary
Care Trusts (PCTs) to NHS Trusts, MHS Foundation Trusts or Social Enterprises under the “Transforming Community Services”
initiative, The Department followed an HM Treasury agreed FReM divergence from merger accounting requirements and effecied
these transfers by an adjusiment to 1 April opening balances rather than by full restatement of 2010-11 comparators. The impact
i& minimal, as the majority of iransfers occurred between bodies within the accounting boundary which means that the result is
gliminaled on consolidation. As detailed in Note 1.37, following a FReM amendment, from 2012-13 transfers between bodias
within the Deparimental Group, including TCS transfers, are accounted for via absorplion accounting.

3) Olher opaning balance adjustmenis relate to prior pericd adjustments made lo financial statements at local level. Furiher
infarmation is available within local financial statements.

4) Due to the application of the impracticability exemption allowed under IAS B Accounting Policies, changes in estimales and
errors, the 2010-11 comparative figures presented in the Depariment’s 2011-12 Resource Accounts were unaudited. Further
details can be found in the 2011-12 accounts. Where 2010-11 comparators ane prasented in this account they remain unaudited.

Una O’'Brien
Permanent Secretary and Principal Accounting Officer
11 July 2013

The notes on pages 88 -179 form part of these accounts.
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Consolidated Statement of Cash Flows

e 201243 P2
£'000 E°000

Hat cashflow from operating acthitles
st Operating Cost C20ME {110,251,659) (106,503, 566)
Adjistrants for pon-cash IaNsackons. & 11,775,804 9,215,302
Adjustments for charities 33,305 85,274
Cither non-cash moverents in Stalemant of Financial Pos fon lems
(increaselidecrease in irade and oiher receivables 148 55,538 (90,312)
s Movemsnts in recehables reisting fo tems nol passing through ihe CSCME 15 78,211 34,501
(W P B i AT TS 14 (37.024) {26.125)
leas iransfers b inverdones from non-cument assels L] 81 1,244
ncreased{decrease) in trade and other payables L 1.045 414 582 225
leas Feneirenis in payables relating o Bems not passing through the CSCHE 18 (T34, 772) {128 044)
Usa of provisions 20 {2.029,018) {1,833, 784)
Transter of provisions 1o piyabses 20 {591,266) {520,344)
Cash payments in respect of penaions 2 {6,770) (5,888)
Cthar oparating cashilow s
Mot cash cutflow from oparating activities {100,653 308} (58,107 ,017)
Cash flows from inwesting activities
Purchase of proparty, plant and equipment 1119 (3355, 458) {3,008, 548
Purchase of intangibie assels 1219 {485,824) (483,228)
Proceeds of disposal of property, planl and aquipmen 134,076 127,700
Proceads of dapotal of eilangbies 4,715 2778
Froceeds of disposal of assels haid for sale 164,241 202,758
Purchase of investmans 13 (61,957} (381,578}
Procaads of dapotal of investiments 13,16 75173 40,112
Cihar ivvesiing cashilcw s
Met cash outflow from investing activities [3.565,124) {3,469 98]
Cash flows from financing activities
From tha Conscbdated Fund (Supply) - SlErent yaar 88,100,000 B5, 885,270
From the Consoldated Furd (Supply) - non supply
Frtameing froem the hatsndl insurance Fund 18,084 621 16,863 80T
Movemsnt in loans received from CH
Movemrsn! in lcans received from othar Bodies 5TH0 2615
Cash inflow 8 b P by Buihedised Foundation Trusts
Bl cash transferned under absorpion accounting (2.701)
Advances fromihe Conlingancies Fund
Repayments to the Contingsncies Fund 2 :
Capatal element of payments in respoct of Tinance leases and on-SOFP PRI contracls {283,938) (363,853}
Ceher financing cashilow s (18,013) | 1,388)
bat cash cutflow from financing activities 105,885,688 102,386 641
Mot incross efjdecraase) n cash and cash equivalents in the pericd before recelpts and
paymenis to the Consalidated Fund 1,687 167 718,633
Pargrrent of amouwnts due 1o the Consobdaled Fund {B5) (735,645)
Mt increaseljdecroaso) in cash and cash equivalents in the period after adjustment for
recelpts and payments to the Consolidated Fund 1,657,072 (18,212
Cash and cash equivalents at the beginning of the peried 6.041,268 5,057,500
Cash and cash equivalents at the end of the period 19 7558 380 5,047 288
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Consolidated Statement of Changes in Taxpayers’ Equity

of Changes in Taxpay
Fuh:‘*m!1mhm13

s Equity

Gore Depanmani Do prareim & nisl O oup
Cenersl Furd Fevauation Taxpayers” Genersl Fund Py alubon aher Tapiyers’ itk Tatad
Feperas Bquity Heddrve Retaries Equity Furch Pasarves
L] g e EDO0 000 L) 000 [igi ] L] Lo 000
Makanca &t 1 Apiil D013 25301 918 AT 3 355 A0 3848 50N 0 502 8,124 B T 009 1588374 90,145 03
Price i i Lil-d - = 25,77 [ E Tl H] 22808 .93 31,008
Pept parhaemrlany TLrsieg - e Bow nt BE, 100,000 B8 00000 BE 700,000 - B, 100,000 B84, 100, 000
Mt paridveriary funding - deemed B0 00 el DS a0 0 604, 005 . 095
S Dl Fumed BN R8TV . - -
Mt Finanoas from tha contingencies und . - : . -
In: =y SR.Cid BT 18,084 821 LA D4 821 18084021 10,084 821
Ty | pary ' WY 14000 (RAMOSS (1438 088 {1,460, 00043 (1,438 08y
CFERs and ofher smounis pepabes o the
Cioraoletirbisd Fured 1 Tam T T T30 T2TD
PG s s iment adusiment {383 027) (23,025 . - . .
Compretanass Mel Bxparcibure or Bha Y ear {108, 122 TS} (108122 65 (110264 281} = {10020 SR1) 12911 {180.ISA a7
Mon-cash adusimaents:
b Sl P SO - BT DESTLANS N ne Bar =1 BT Lo L
Movements in Reserves
Rlgarn of mererven by the CHONE {22815 {22813 §2.281)
Fecopriged in Sisiement of Compresnyiee
Cupendtce
bl GaryR0SA) £ N huirion Of pFoperty,
U A A58 4258 BOS T BOS T AT
Harl painyTioas) on revahabon & Adiet heid
Tior S i b 133 1,58 1334
i Qaen e8] o rere shuation of intangbls
anyain [30.B5% 20 853} [1243%) [RLE RS ] ERL T e L]
Hat QERTIEE] O FivBaton O Ny e imens (%01 P 5 (75 =
Mt i o 6] 0 Forvaiuabion of Chirilabis
[TEL 1) 47 550 AT Bag
Femt pany{IGEs | 0N oo of e gdalhe For
niia frendel & deti . . . - 5
Ipae i B neesersaly (25) {25} {THS 484} | T A0 [ TE. &8
Pl A il Gasiny]iLo38) on Dediresd Bened i
Pengion Gchemn 5817 (a0Te) 1,743 1743
Cthas gans and res (1,717 &3 (1.7} 1. 780
Fepard et sliminaled on dap chsion . - . 0
Tranaler of impasrmranis from revsiaiion meseve
b goreral fured
Traralars Daha SN rEwBualon e ey e B
gener @l Tund in respesi of asseis rans?ered
nche wb crplen - - - .-} [1."-1] ‘) s a
Trarifary Garbe 880 F 8307V E8 ol | (9.7 24) . 28,181 BT TO8) .41 i . 1
= B i ar FIT 04 (28 453} el {11 17,303 17T
Balarves 81 31 Mareh 2013 26,05, 74% L ERE TR [E31,734) BE12822 181,748 BSR4 1LIRLIET 16T

Egolnote

1)

The £7.270 million of "CFERs and ciher amounts payable to the Consolidated Fund® includes the £0.010 million of in-year CFER
income disclosed in Note 5.1 kess a £7.280 milion CFER wrile-off. The write-off was an integral part of the Interim Agreement
with Computer Sciences Corporation (C5C) which was signed in Seplember 2012 and enacts legally binding changes 1o the
underlying contract for the Lorenzo product. Under the previous contract, the majority of trusts in the Morth, Midlands and East
were obliged to take the Lorenzo product. The new agreement supersedes that obligation and removes C5C's exclusive righls as
the only provider of electronic patient record systems in those areas. Local NHS organisafions now have the power to make their
own decisions aboul which IT systems they use. This has enabled the Departmenl to reduce its contracival commitment to CSC.

The General Fund is used in public seclor accounting to reflact the tolal assels less liabilities of an entity, which are not assigned

The Revaluation Reserve is a capital reserve used when an asset has been revalped but for which no cash benefit is received.
Revaluations are completed periodically lo reflect the fair market value of an assel owned by an organisation.

Other Resarves are used in NHS bodies to account for a difference between the value of non-cureni assets taken over by them
at establishment and the corresponding figure in the opening capital debt. This could arise where opening capital debt is set on
estimated values, or where there has been an error. Additionally, they may arise to reflect pension asseis/Mabilities in respect of

Charitable Funds are the reserves associated with NHS Charities consolidated into the Department’s Resource Accounl. They

=l o another special purpose fund,
3)
1)
staff in non-NHS defined benefit pension schames.
i include both restricted and unrestricted funds,
&)

The transfer between reserves disclosed in the other movements line of the consolidated Statement of Changes in Taxpayers’
Equity reflects the reserves reconfiguration resulting from the in-year dissolution of 7 NHS Trusts and the establishment of Barts
Health NHS Trust.
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7} Tha Enmpmhaﬂ:nra nel expenditure for the year figures for the General Fund and Charitable Fund exclude the ebmination of
intercompany trading betwean NHS Charities and NHS Trusts/Foundation Trusts. This ensures the closing Chantable Fund

balance reflects the aclual reserves held by the NHS Charities seclor. There is no overall impact on the tolal closing resene
balance of the Departmental Group.

Priad yaul: for the year anded 31 Mareh 2012

Core Deparimant D e 71 8 P i
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NOTES TO THE DEPARTMENT’S ANNUAL REPORT AND ACCOUNTS

1 Statement of accounting policies

The Department of Health is required to prepare financial statements which present a true and fair view of the
state of affairs of the Departmental group and of the results for the year. These financial statements are
prepared on a going concern basis and in accordance with an accounts direction made by HM Treasury. This
direction, in common with all government departments, requires the financial statements to comply with the
accounting requirements of the Government Financial Reporting Manual (FReM) in force for the relevant year.
The functional and presentational currency is pounds sterling and figures are expressed in thousands of
pounds unless expressly stated otherwise. Two sets of figures are presented - the first relating to the
Department of Health itself (core department) and a second set of consolidated figures for all entities
designated for consolidation by HM Treasury.

The accounting policies contained in the FReM follow International Financial Reporting Standards (IFRS) to the
extent that they are meaningful and appropriate to Government bodies. Whether the standards are meaningful
and appropriate is determined by HM Treasury acting on the advice of the Financial Reporting Advisory Board
(FRAB). Where the FReM permits a choice of accounting policy, the department selects the policy that is the
most appropriate to give a true and fair view. The particular policies adopted by the Department are described
below. They have been applied consistently in dealing with items considered material in relation to the
accounts.

In addition to Primary Statements required by IFRS and the Companies Act (a Consolidated Statement of
Comprehensive Net Expenditure, Consolidated Statement of Financial Position and Consolidated Statement of
Cash Flows), the FReM requires the Department to prepare a Statement of Parliamentary Supply: this
statement and its supporting notes show outturn against the Estimate of expenditure approved by Parliament
for the net resource requirement and net cash requirement. This Estimate sets the formal limit on the
expenditure which the Department can incur.

The 2012-13 Annual Report and Accounts includes two departures from the FReM which have been agreed
with HM Treasury:

* Public Dividend Capital issued by the Department on the creation of new NHS Trusts, or written-off on the
dissolution of NHS Trusts, is debited or credited, as appropriate, to the General Fund rather than to the
Consolidated Statement of Comprehensive Net Expenditure.

+ Receipt of National Insurance Contributions from the Mational Insurance Fund are recognised on a cash
basis.

1.1 Changes to accounting policies

Prior to 2012-13, HM Treasury agreed an exemption from the FReM consoclidation accounting palicy which
otherwise would have required the Department’s financial statements to consolidate the accounts of certain
charitable organisations and funds held on trust. This exemption no longer applies and as a result the financial
position and results of these entities and funds have been consolidated. The Department has accounted for
these transfers using merger accounting as required by the FReM. Prior year figures have been restated to
reflect the change in accounting policy and three Statements of Financial Position have been presented. The
change in accounting policy led to an increase of £1,915m in the net prior year assets and £86m reduction to
net operating costs. If the change had not occurred, current year net operating cost would have been higher by
£101m with a reduction in net assets of £1,993m.

Comparative Figures for 2010-11.

Under the Clear Line of Sight project, the Departmental Accounting Boundary was expanded so that NHS
Trusts, NHS Foundation Trusts and Arms Length Bodies related to the Department were consolidated, for the
first time, into the Department's 2011-12 resource accounts. In order to ensure that the prior year figures were
comparable, the Department was required to restate the prior year (2010-11) comparative information to the
2011-12 financial statements to include these additional entities.
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The reatateq 2010-11 comparative figures presented in our 2011-12 resource accounts were unaudited due to
the appluj,almn q'f the I.._ﬁ.E 8 impracticability exemption which can be applied when a robust restatement
exercise Is mnmd_ered impracticable. The application of the IAS B impracticability exemption related to
uncertainty regarding the accuracy of the elimination of inter-group trading transactions in 2010-11 for the
expanded group due to the absence of data.

The Department opted to include group comparative information in the 2011-12 resource accounts which was
presented on a ‘best endeavours’ basis as opposed to including audited figures from the Department’'s 2010-11
accounts. This was on the basis that the impact of the Clear Line of Sight Initiative had a fundamental impact
on the size and scale of the Department and that the previously audited information was therefore of no use to
the user of the accounts in the context of the 2011-12 financial statements.

The IAS 8 impracticability exemption has been carried through to the 2012-13 financial statements in respect of
the 2010-11 comparative information, where presented in this account. As a result the 2010-11 comparative
figures remain unaudited. However, we consider that the 2012-13 financial statements are not materially
misstated as a result of applying the exemption.

1.2 Operating segments

Income, expenditure, depreciation and other material items are analysed in the Statement of Operating Costs
by Operating Segment (Note &) and are reported in line with management information used within the
depariment.

1.3 Accounting convention

These accounts have been prepared under the historical cost convention, modified to account for the
revaluation to fair value of property, plant and equipment, intangible assets, certain financial assets and
financial liabilities and stockpiled goods.

1.4 Basis of consolidation

The consolidated departmental accounts include all entities designated for inclusion by HM Treasury. These
entities are listed in Note 33, but in broad terms equate to those bodies which are classified by the Office of
National Statistics to the Central Government sector. Transactions between entities included in the Resource
Accounting Boundary are eliminated on consolidation

More information on the individual entities within the Departmental family can be found in the annual reports
and accounts of those organisations, and in the NHS Foundation Trusts Consolidated Accounts prepared by
Maonitor.

1.5 Going Concern

The Department of Health's Annual Report and Accounts are produced on a going cencern basis. On 1* April
2013, Strategic Health Authorities and Primary Care Trusts (whose accounts are consolidated into these
financial statements) were abolished by the Health and Social Care Act 2012. The functions, along with the
assets and liabilities of these organisations, transferred to existing or new public sector bodies. In these
circumstances the FReM requires organisations to prepare accounts on a going concern basis, provided there
is a commitment from government and Parliament to continue to fund the functions. This commitment has
been given through the passing of the Health and Social Care Act 2012 and the allocation of future funding.

1.6 Staff costs

Short-term employee benefits

For the Core Department, salaries, wages and employment-related payments are recognised in the period in
which the service is received from employees. Non-consolidated performance pay and annual leave earned but
not taken by the year end are not material and are not accrued at the year end.
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For other entities consolidated into the financial statements salaries, wages and employment-related payments
are recognised in the period in which the service is received from employees. Where maternial to the individual
entity, annual leave that has been earned but not taken at the year end and non-consolidated performance pay
are recognised in the financial statements of the underlying organisations.

Retirement benefit costs:
Principal Civil Service Pension Scheme

Past and present employees of the Department are covered by the provisions of the Principal Civil Service
Pension Scheme (PCSPS) which is described at Note 7.3. The defined benefit schemes are unfunded and are
non-contributory except in respect of dependents’ benefits. The Depariment recognises the expected costs of
these elements on a systematic and rational basis over the period during which it benefits from the employees'
services, by payment to the PCSPS of amounts calculated on an accruing basis. Liability for payment of future
benefits is a charge on the PCSPS. In respect of the defined contribution schemes, the Department recognises
the contributions payable for the year.

The Department recognises the full cost of benefits paid under the Civil Service Compensation Scheme,
including the early payment of pensions.

NHS Pension Scheme

Past and present employees of the NHS are covered by the provisions of the NHS Pensions Scheme. Details
of the benefits payable under these provisions can be found on the NHS Pensions website at
www.nh .nhs. nsion

This scheme is an unfunded, defined benefit scheme which covers NHS employers, General Practices and
other bodies allowed under the direction of the Secretary of State, in England and Wales. The scheme is not
designed to be run in a way that would enable NHS bodies to identify their share of the underlying scheme
assets and liabilities. Therefore, the scheme is accounted for as if it were a defined contribution scheme: the
cost to the NHS body of participating in the scheme is taken as being equal to the contributions payable to the
scheme for the accounting period.

For early retirements other than those due to ill health, the additional pension liabilities are not funded by the
scheme. The full amount of the liability for the additional costs is charged to expenditure at the time the
organisation commits itself to the retirement, regardless of the method of payment.

The scheme is subject to a full actuarial valuation every four years (until 2004, every five years) and an
accounting valuation every year. More details can be found in Mote 7.3.

Local Government Superannuation Scheme

Some NHS and Arms Length Body employees are members of the Local Government Superannuation Scheme
which is a defined benefit pension scheme. The scheme assets and liabilities attributed to these employees can
be identified and are recognised in the organisation’s accounts. The assets are measured at fair value, and the
liabilities at the present value of future obligations.

The increase in the liability arising from pensionable service eamed during the year is recognised within
operating expenses. The expected gain during the year from scheme assets is recognised within income. The
interest cost during the year arising from the unwinding of the discount on the scheme liabilities is recognised
within expenditure. Actuarial gains and losses during the year are recognised in the General Fund and reported
on the Statement of Changes in Taxpayers' Equity.

Other Pension Schemes

Some NHS Foundation Trusts, NHS Trusts and the Care Quality Commission have employees who are
members of defined benefit pension schemes other than the NHS Pension Scheme or the Local Government
Superannuation Scheme. Where the NHS organisation is able to identify its share of the underlying scheme
liabilities these are accounted for as a defined benefit pension scheme (‘'on Statement of Financial Position’).
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ﬂerls;e these are accounted for as defined contribution pension schemes ('off Statement of Financial
ition").

For further details, including a list of all these defined benefit pension schemes, please refer to the 2012-13
NHS .Fm;ndatmn Trusts Consolidated Accounts or the underlying statutory accounts of the relevant NHS
organisation.

1.7 Administration and programme costs

The Consolidated Statement of Comprehensive Net Expenditure (CSCNE) is analysed between administration
and programme costs, as defined by HM Treasury. In addition to the costs of running the Core Department,
administration costs include the running costs associated with Arms Length Bodies, Strategic Health Authorities
and the commissioning functions of Primary Care Trusts. Expenditure on the direct provision of healthcare or
healthcare related services by NHS provider organisations (including NHS Trusts, NHS Foundation Trusts and
NHS Charities) are classified as programme. As such, administration costs reflect the costs of running the
Department and other non-provider NHS organisations, and do not directly relate to the provision of front-line
services. Programme costs reflect non-administration costs, including payments of grants and other
disbursements by the Department, as well as certain staff costs where they relate directly to, or support, front-
line service delivery. Expenditure on the direct provision of healthcare by NHS provider organisations (including
the running costs of those bodies) is also classified as programme.

1.8 Departmental Expenditure Limit (DEL) and Annually Managed Expenditure (AME)

The Statement of Parliamentary Supply is analysed between DEL and AME, as defined by HM Treasury. DELs
are agreed with HM Treasury as part of four year spending plans set during Spending Reviews, with the
associated income and expenditure deemed to be within the Department's direct control. All income and
expenditure is classified as DEL unless the Chief Secretary to the Treasury has determined that the
programme to which it relates should be classified as AME. AME income and expenditure is generally demand-
led or exceptionally volatile in a way that could not be controlled by the Department. Alternatively, a programme
may be classified as AME if it is so large that the Department could not be expected to absorb the effects of
any related volatilities within its DEL, or for other reasons the programmes are not suitable for inclusion in firm
four year spending plans set during Spending Reviews.

1.9 Estimate structure

The format of the 2012-13 Statement of Parliamentary Supply, and its supporting note: Analysis of net resource
outturn by section (Note 2), follow the format of the Department's Estimate. Estimates are prepared in line with
HM Treasury guidance for budgeting. This differs in a few small respects to the definitions within the Financial
Reporting Manual and therefore a reconciliation is provided between net resource outturn and net ocperating
cost. Net outturn against Estimate is analysed between Resource DEL, Capital DEL, Resource AME and
Capital AME, as well as between Voted and Non-Voted net expenditure.

The main reconciling items in the Department's Annual Report and Accounts are:

+ IFRIC12 adjustments: within the accounts, PFI/LIFT schemes follow IFRS accounting requirements, under
which the majority of schemes are recognised as assets and associated liabilties within the Statement of
Financial Position. Budget guidelines do not recognise these assets and liabilities and therefore expenditure is
accounted for on a different timescale and at a different amount.

+ Capital grants: these are included in the Consolidated Statement of Comprehensive Net Expenditure as
revenue spending but for budgeting purposes are classified as capital DEL

«  Utilisation of provisions: under budgeting rules the creation of a provision scores to AME, but on utilisation,
the amount used is reversed out of AME and reclassified to DEL. Although the utilisation of provisions has no
impact on the Consolidated Statement of Comprehensive Net Expenditure, the movement between budget
categories must nevertheless be recorded in the Statement of Parliamentary Supply.

. Consolidated Fund Extra Receipts: these are recorded as income in the Consolidated Statement of
Comprehensive Net Expenditure but are excluded from the Statement of Parliamentary Supply as they fall
outside the Ambit of the Vote and are thus excluded from the Estimate.
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1.10 Grants payable

Grants made by the Department are recognised as expenditure in the period in which they are paid, as grant
funding is not intended to be directly related to activity undertaken by a grant recipient in a specific period.

1.11 Audit costs

A charge reflecting the cost of audit is included in expenditure. The Department of Health is audited by the
Comptroller and Auditor General. No cash charge is made for this service but a notional charge representing
the cost of the audit is included in the accounts. This charge covers the audit costs in respect of the
Department's Annual Report and Accounts. With the exception of NHS Foundation Trusts and NHS Charities,
other consolidated bodies are audited by the Comptroller and Auditor General or an Audit Commission
appointed auditor and include expenditure in respect of audit fees in their individual accounts. The accounts of
MNHS Foundation Trusts are audited by auditors appointed by their board of governors and also include
expenditure in respect of audit fees. (Note 9 to the accounts refers).

1.12 Value added tax

Most of the activities of the Department are outside the scope of VAT. Irrecoverable VAT is charged to the
relevant expenditure category or included in the capitalised purchase cost of non-current assets. Where output
tax is charged or input VAT is recoverable, the amounts are stated net of VAT.

1.13 Corporation tax

With the exception of some NHS Foundation Trusts, bodies within the Departmental Group are not liable to pay
corporation tax.

The Finance Act 2004 amended 5.519A Income and Corporation Taxes Act 1998 in order to give power to the
Treasury to make certain non-core activities of NHS Foundation Trusts potentially subject to corporation tax.
Subseguently, HM Revenue and Customs decided that Corporation tax would not be payable by NHS
Foundation Trusts until the 2010-11 financial year.

The Corporation Tax expense recognised in these financial statements represents the sum of the tax currently
payable and deferred tax. Current tax is the expected tax payable on the taxable surpluses generated during
the year, using tax rates enacted or substantively enacted at the Statement of Financial Position (SoFP) date,
and any adjustments to tax payable in respect of previous years.

Using the liability method, deferred tax is provided on all temporary differences at the SoFP date between the
tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. Deferred tax
assets are recognised to the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilised. The carrying amount of deferred tax assets is reviewed at
each SoFP date and reduced to the extent that it is no longer probable that sufficient taxable profits will be
available to allow all or part of the asset to be recovered. Deferred tax assels and liabilities are not discounted.

1.14 Income

Income principally comprises fees and charges for services provided on a full cost basis, investment income
and public repayment work. It includes income Voted during the Estimates process and Consolidated Fund
Extra Receipts (CFERs) which fall outside the Ambit of the Vote and must therefore be returned to HM
Treasury. Income in respect of services provided is recognised when the service is rendered and the stage of
completion of the transaction at the end of the reporting period can be measured reliably, and it is probable that
economic benefit associated with the transaction will flow to the Department. Income is measured at fair value
of the consideration receivable.

Where income is received for a specific activity which is to be delivered in the following financial year, that
income is deferred.
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National Insurance Contributions are classified as funding rather than income, and are therefore credited to the
general fund upon receipt.

Depa_rtrnental budgets and estimates are set in the Spending Review (SR) on a net basis (i.e. net of income).
Any income that may be retained within budgets (as set out in HM Treasury's Consolidated Budgeting
Guidance) may also be retained in Estimates, and will reduce voted limits. Departments are allowed to keep the
negative DEL income that they obtained in the SR period up to the amount that was taken into account in the
SR. Additionally, in recognition that income cannot be predicted wholly accurately, Departments may also, in
any year, retain negative RDEL income up to 20 per cent above the level envisaged for that year as part of the
SR settlement without an adjustment to budgets. The retention of negative RDEL income beyond this level,
without an adjustment to budgets, is subject to HM Treasury consideration/approval on a case by case basis.

1.15 Property, plant and equipment

Recognition

Property, plant and equipment is capitalised if.

= itis held for use in delivering services or for administrative purposes,

+ it is probable that future economic benefits will flow to, or service potential will be supplied to, the
Department,

« itis expected to be used for more than one financial year,

» the cost of the item can be measured reliably; and either

- the item cost at least £5,000; or

« collectively, a number of items have a total cost of at least £5,000 and individually have a cost of more than

£250. where the assets are functionally interdependent, they had broadly simultaneocus purchase dates, are
anticipated to have simultaneous disposal dates and are under single managerial control.

Where an asset includes a number of components with significantly different asset lives, the components are
treated as separate assets and depreciated over their individual useful economic lives.

Expenditure incurred on DH Informatics Directorate programmes has been split between capital and revenue
using a financial model that analyses contractor costs over the life of the project.

Valuation of property, plant and equipment (excluding assets relating to DH Informatics Directorate
programmes)

All property, plant and equipment is measured initially at cost, representing the cost directly attributable to
acquiring or constructing the asset and bringing it to the location and condition necessary for it to be capable of
operating in the manner intended by management. All assels are measured subseguently at fair value.
Revaluations of property, plant and equipment are performed with sufficient regularity to ensure that carrying
amounts are not materially different from those that would be determined at the end of the reporting period.
Fair values are determined as follows:

. Land and non-specialised buildings — market value for existing use

. Specialised buildings — depreciated replacement cost, medern equivalent asset basis

Where an asset has been revalued, the accumulated depreciation at the date of revaluation is eliminated
against the gross carrying amount of the asset and the net amount restated to the revalued amount of the

asset.

Properties in the course of construction for service or administration purposes are carried at cost, less any
impairment loss. Cost includes professional fees but not borrowing costs, which are recognised as expenses
immediately, as allowed by IAS 23 for assets held at fair value. Assets are revalued and depreciation
commences when they are brought into use.
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IT equipment, transport equipment, fumiture and fittings, and plant and machinery that are held for operational
use are valued at depreciated historic cost as a proxy for fair value. This is in accordance with FReM
requirements as these assets have short useful lives or low values or both.

An increase arising on revaluation is taken to the revaluation reserve except when it reverses an impairment for
the same asset previously recognised in expenditure, in which case it is credited to expenditure to the extent of
the decrease previously charged there. A revaluation decrease is only recognised as an impairment charged to
the revaluation reserve when it does not result from a loss in the economic value or service potential to the
extent that there is a balance on the reserve for the asset and, thereafter, to expenditure. Impairment losses
that arise from a clear consumption of economic benefit are taken to expenditure. Gains and losses recognised
in the revaluation reserve are reported in the Statement of Changes in Taxpayers' Equity.

Subsequent expenditure

Where subsequent expenditure enhances an asset beyond its orginal specification, the directly attributable
cost is capitalised. Where subsequent expenditure restores the asset to its original specification, the
expenditure is capitalised and any existing carrying value of the item replaced is written-out and charged to
operating expenses.

1.16 Intangible non current assets

Intangible non-current assets are non-monetary assets without physical substance, which are capable of sale
separately from the rest of the Department's business or which arise from contractual or other legal rights.
They are recognised only when it is probable that future economic benefits will flow to, or service potential be
provided 1o, the Department, where the cost of the asset can be measured reliably; and where the cost is at
least £5,000

Intangible non-recurrent assets acquired separately are initially recognised at fair value. Software that is
integral to the operation of hardware is capitalised as part of the relevant item of property, plant and equipment.
Software that is not integral to the operation of hardware is capitalised as an intangible asset.

Following initial recognition, intangible assets are carried at fair value by reference to an active market, or,
where no active market exists, at replacement cost if the asset is not yet available for use or amortised
replacement cost if it is, as a proxy for fair value.

Recognition and Valuation of intangible assets relating to DH Informatics Directorate programmes

Since 2006 the Department has used a financial model to apportion expenditure on the Local Service IT
Provider contracts for the South and London. The model is reviewed regularly, with the latest such review being
carried out in March 2013. Applying the financial models, DH Informatics Directorate programme assets are
capitalised by reference to the two contracts and not individual assets. In terms of valuing these Local Service
Provider assets, the financial model output alone is used.

No Local Service capital expenditure is apportioned between tangible and intangible non-current assets. The
Department therefore makes a judgement that, unless the tangible element is significant, all the non-current IT
assets should be accounted for as intangible, as it concludes that the intangible element is more significant.

The intangible assets relating to DH Informatics Directorate programmes, are held at depreciated
replacement cost which is calculated by indexing the histeric cost of the assets by the movement in the Retail
Price Indgx (RPI) between the month of purchase and the Consolidated Statement of Financial Position date.
The modified historic cost accounting methodology is used to apply these indexation adjustments. RPI is
considered by the Department to be the most appropriate measure of indexation to use with this group of
assets, as no other indexation factor is available that (i) more accurately reflects the commercial environment in
the_ computer services sector or (i) would not be compromised by the very high value of this group of assets.
This ua!uallon method is reviewed each year by the Department to determine whether it remains the most
appropriate index to use.
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1.17 Research and development

Expenditure on research is not capitalised: it is recognised as an operating expense in the period in which it is
incurred.

Internally-generated assets are recognised if, and only if, all of the following have been demonstrated:
» the technical feasibility of completing the intangible asset so that it will be available for use

+ the intention to complete the intangible asset and use it

« the ability to sell or use the intangible asset

« how the intangible asset will generate probable future economic benefits or service potential

= the availability of adequate technical, financial and other resources to complete the intangible asset and
sell or use it

« the ability to reliably measure the expenditure attributable to the intangible asset during its development.

The amount initially recognised for internally generated intangible assets is the sum of the expenditure incurred
from the date when the criteria for recognition are initially met. Where no internally-generated intangible asset
can be recognised, the expenditure is recognised in the period in which it is incurred.

1.18 Depreciation, amortisation and impairments

Freehold land, assets under construction or development, investment properties, stockpiled goods and assets
held for sale are not depreciated/amortised.

Otherwise, depreciation or amortisation, as appropriate, is charged to write off the costs or valuation of
property, plant and equipment and intangible non-current assets, less any residual value, on a straight-line
basis over their estimated remaining useful lives. The estimated useful life of an asset is the period over which
the Department expects to obtain economic benefits or service potential from the asset. Estimated useful lives
and residual values are reviewed each year end, with the effect of any changes recognised on a prospective
basis. Assets held under finance leases are depreciated over the shorter of the lease term and the estimated
useful life.

At each financial year-end, the Department determines whether there is any indication that its property, plant
and equipment or intangible non-current assets have suffered an impairment loss. If there is an indication of
such an impairment, the recoverable amount of the asset is estimated to determine whether there has been a
loss and, if so, its amount. Intangible assets not yet available for use are tested for impairment annually at the
financial year-end.

A revaluation decrease that does not result from a loss of economic value or service potential is recognised as
an impairment charged to the revaluation reserve to the extent that there is a balance on the reserve for the
asset being impaired and, thereafter, to expenditure. Impairment losses that arise from a clear consumption of
economic benefit are taken to expenditure. Where an impairment loss subsequently reverses, the carrying
amount of the asset is increased to the revised estimate of the recoverable amount but capped at the amount
that would have been determined had there been no initial impairment loss. The reversal of the impairment loss
is credited to expenditure to the extent of the decrease previously charged there and thereafter to the
revaluation reserve.

1.19 Donated assets

Following the accounting policy change outlined in the 2011-12 FReM, a donated asset reserve is no longer
maintained. Donated non-current assets are capitalised at their fair value on receipt, with a matching credit to
income. They are valued, depreciated and impaired as described above for purchased assets. Gains and
losses on revaluations, impairments and sales are treated in the same way as purchased assets. Deferred
income is recognised only where conditions attached to the donation preclude immediate recognition of the
gain.
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1.20 Government grants

Following the accounting policy change outlined in the 2011-12 FReM, a government grant reserve is no longer
maintained by Group bodies in receipt of government grants. Government grant funded assets are capitalised
at their fair value on receipt, with a matching credit to income. Deferred income is recognised only where
conditions attached to the grant preclude immediate recognition of the gain.

1.21 Non-current assets held for sale

Non-current assets are classified as held for sale if their carrying amount will be recovered principally through a
sale transaction rather than through continuing use. This condition is satisfied once all of the following criteria
are met:

+ the asset is available for immediate sale in its present condition subject only to terms which are usual and
customary for such sales

= the sale is highly probable.

Non-current assets held for sale are measured at the lower of their previous carrying amount and fair value less
costs to sell. Fair value is open market value including alternative uses.

The profit or loss arising on disposal of an asset is the difference between the sale proceeds and the carrying
amount and is recognised in the Statement of Comprehensive Net Expenditure. On disposal, the balance for
the asset in the revaluation reserve is transferred to retained eamings.

Property, plant and equipment that is to be scrapped or demolished does not qualify for recognition as held for
sale. Instead, it is retained as an operational asset and its economic life is adjusted. The asset is de-
recognised when it is scrapped or demolished.

1.22 Investment property

Investment properties are measured at fair value. Changes in fair value are recognised as revenue gains or
losses.

Only those assets which are held solely to generate a commercial return are considered to be investment
properties. Where an asset is held, in part, for support service delivery objectives, then it is considered to be an
item of property, plant and equipment. Properties occupied by employees, whether or not they pay rent at
market rates, are not investment properties.

1.23 Leases

Leases are classified as finance leases when substantially all the risks and rewards of ownership are
transferred to the lessee. All other leases are classified as operating leases.

Pr_uperty, plan! and equipment held under finance leases are initially recognised at the inception of the lease at
fair value or, if lower, at the present value of the minimum lease payments, with a matching liability for the lease
obligation to the lessor. Lease payments are apportioned between finance charges and reduction of the lease

obligation to achieve a constant rate of interest on the remaining balance of the liability. Finance charges are
recognised in the CSCME.

ppera_ting lease payments are recngnisegd as an expense on a straight-line basis over the lease term. Lease
incentives are recognised initially as a liability and subsequently as a reduction of rentals on a straight-line
basis over the lease term.

Contingent rentals are recognised as an expense in the period in which they are incurred.

Where a lease is for land and buildings, the land and building components are separated and individually
assessed as to whether they are operating or finance leases.
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1.24 Private Finance Initiative (PFl) and NHS Local Improvement Finance Trust (LIFT) transactions

HM Treasury has determined that Government bodies shall account for infrastructure PFI and NHS LIFT
schemes, where the Government body controls the use of the infrastructure and the residual interest in the
infrastructure at the end of the arrangement, as service concession arrangements, following the principles set
out in IFRIC 12. Consolidated bodies therefore recognise the PFI/LIFT asset as an item of property, plant and
equipment together with a liability to pay for it, on their Statement of Financial Position.

The annual unitary payment is separated into the following component parts, using appropriate estimation
technigues where necessary:

+  Payment for the fair value of services received,
» Payment for the PFI asset, including finance costs; and
«  Payment for the replacement of components of the asset during the contract 'lifecycle replacement’.

a) Services received
The fair value of services received in the year is recorded under the relevant expenditure headings within
‘operating expenses’.
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b) PFl and LIFT assets, liabilities, and finance costs

The PFl assets are recognised as property, plant and equipment when they come into use. They are measured
initially at fair value in accordance with the principles of IAS 17. Subsequent measurement is carried at fair
value in accordance with IAS 16. A PFULIFT liability is recognised at the same time as the assets are
recognised. It is measured initially at the same amount as the fair value of the assets and is subsequently
measured as a finance lease liability in accordance with |1AS 17.

An annual finance cost is calculated by applying the implicit interest rate in the lease to the opening lease
liability for the period, and is charged to the CSCNE.

The element of the annual unitary payment that is allocated as a finance lease rental is applied to meet the
annual finance cost and to repay the lease liability over the contract term.

An element of the annual unitary payment increase due to cumulative indexation is treated as contingent rent
and is expensed as incurred.

c) Lifecycle replacement

Components of the asset replaced by the operator during the contract (lifecycle replacement’) are capitalised
where they meet the consolidated bodies’ criteria for capital expenditure. They are capitalised at the time they
are provided by the operator and are measured initially at their fair value.

The element of the annual unitary payment allocated to lifecycle replacement is pre-determined for each year of
the contract from the operator's planned programme of lifecycle replacement. Where the lifecycle component is
provided earlier or later than expected, a short-term finance lease liability or prepayment is recognised
respectively.

Where the fair value of the lifecycle component is less than the amount determined in the contract, the
difference is recognised as an expense when the replacement is provided. If the fair value is greater than the
amount determined in the contract, the difference is treated as a ‘free’ asset and a deferred income balance is
recognised. The deferred income is released to the operating income over the shorter of the remaining contract
period or the useful economic life of the replacement compeonent.

Assets contributed by consolidated bodies to the operator for use in the scheme
Assets contributed for use in the scheme continue to be recognised as items of property, plant and equipment.

Other assets contributed by consclidated bodies to the operator

Other assets contributed (e.g. cash payments, surplus propery) by the consolidated bodies to the operator
before the asset is brought into use, where these are intended to defray the operator's capital costs, are
recognised initially as prepayments during the construction phase of the contract. When the asset is made
available to the consolidated body, the prepayment is treated as an initial payment towards the finance lease
liability and is set against the carrying value of the liability.

1.25 Inventories and stockpiled goods
Inventories are valued at the lower of cost and net realisable value. Stockpiled goods are held at fair value.

Inventories and stockpiled goods held by the Core Department are held at last price paid as a proxy for the
lower of cost and net realisable value and fair value respectively. This is considered to be a reascnable
appn:aximatiun due to the high tumover of stocks. The Department undertakes an annual review of the
difference between the last price paid for stockpiled goods and fair value. Where the difference is found to be
material, the stockpiled goods are revalued to fair value.
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Strategic goods held fo_r use in national emergencies (stockpiled goods) are held as non-current assets within
property, plant and equipment. These stocks are maintained at minimum capability levels by replenishment to
offset write-offs and so are not depreciated, as agreed with HM Treasury.

1.26 Cash and cash equivalents

Cash is cash in hand and deposits with any financial institution repayable without penalty on notice of not more
than 24 hours. Cash equivalents are investments that mature in 3 months or less from the date of acquisition
and which are readily convertible to known amounts of cash with insignificant risk of change in value.

In the Consolidated Statement of Cash Flows, cash and cash equivalents are shown net of bank overdrafts that
are repayable on demand and that form an integral part of cash management.

Cash, bank and overdraft balances are recorded at current values. Interest earned on bank accounts and
interest charged on overdrafts are recorded as, respectively, ‘Interest receivable’ and ° Interest payable’ in the
periods to which they relate. Bank charges are recorded as operating expenditure in the periods to which they
relate.

1.27 Provisions

Provisions are recognised when the Department has a present legal or constructive obligation as a result of a
past event, it is probable that the Department will be required to settle the obligation, and a reliable estimate
can be made of the amount of the obligation. The amount recognised as a provision is the best estimate of the
expenditure required to settle the obligation at the end of the reporting period, taking into account the risks and
uncertainties. Where a provision is measured using the cash flows estimated to settle the obligation, its carrying
amount is the present value of those cash flows using HM Treasury’s discount rates.

Early retirement provisions are discounted using HM Treasury's pension discount rate of 2.35% (2011-12:
2.8%) in real terms. In 2012-13 HM Treasury announced changes to the methodology used for determining the
discount rate applied to all other provisions (general provisions), with new discount rates announced for short
and medium term cashflows of -1.80% and -1.00% respectively (2011-12: 2.2% across the entire period) in real
terms. The short term rate is applied to cash flows in a time boundary of between 0 and up to and including 5
years from the Statement of Financial Position date, with the mediurn term rate applied to the time boundary of
after 5 and up to and including 10 years. The new methodology will not be applied to the long-term rate
(exceeding 10 years) until the next Spending Review period and as such remains 2.2% in real terms.

1.28 Clinical and non-clinical negligence costs

Clinical and non-clinical negligence costs are managed through schemes run by the MHS Litigation Authority
(NHSLA). The Existing Liability and Ex-Regional Health Authority schemes are funded by the Department of
Health, whilst the Clinical Negligence Scheme for Trusts, Liability to Third Parties and Property Expenses
Schemes are funded from Trust contributions. The accounts for the schemes are prepared by the NHSLA in
accordance with IAS 37. A provision for these schemes, disclosed in Note 20, is calculated in accordance with
IAS 37 by discounting the gross value of all claims received.

Calculation of the provision for each scheme is made using:

+ probability factors. The probability of a claim having to be settled is assessed between 10% and 94%. This
probability is applied to the gross value to give the probable cost of each claim; and

« a discount factor calculated using HM Treasury's real discount rates noted in Note 1.27 above (i.e. short
term -1.8%, medium term -1.0% and long term 2.2%), RPI of 3% and claims inflation (varying between
schemes) of between 5% and 10%, is applied to the probable cost to take into account the likely time to
seftlement.

The difference between the gross value of claims and the amount of the provision calculated above is also
discounted, taking into account the likely time to settiement, and is included in contingent liabilities as set out in
Note 26.
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Existing Liabilities Scheme (ELS) and Ex-Regional Health Authorities (Ex-RHA) Scheme

Claims are included in the ELS provision on the basis that the incident ocurred on or before 31st March 1995.
Qualifying claims under the Ex-RHA scheme are those which were brought against the former Regional Health
Authorities whose clinical negligence liabilities passed to the NHS Litigation Authority with effect from 1st April
1996,

The NHS (Residual Liabilities) Act 1996 requires the Secretary of State to exercise his/her statutory powers to
deal with the liabilities of a Special Health Authority, if it ceases to exist. This would include the liabilities
assumed by the NHS Litigation Authority in respect of these schemes.

Clinical Negligence Scheme for Trusts (CNST)

A provision for this scheme is calculated in accordance with IAS 37 by discounting the gross value of all claims
received relating to incidents that occurred on or before 31 March 2013 and after 1 April 1985.

Claims are included in the provision on the basis that the CNST members have assessed:-
= the probable cost and time to settlement in accordance with scheme guidelines;

« that they are qualifying incidents; and

« that the Trust remains a member of the scheme.

As at 31st March 2002 all outstanding claims for incidents post 1st April 1995 became the direct responsibility
of the NHSLA. This 'call in' of CNST claims effectively means that member Trusts are no longer reponsible for
accounting for claims made against them although they do remain the legal defendant.

The NHS (Residual Liabilities) Act 1996 requires the Secretary of State to exercise his/her statutory powers to
deal with the liabilities of a Special Health Authority, if it ceases to exist. This would include the liabilities
assumed by the NHSLA in respect of this scheme.

Property Expenses Scheme and Liability to Third Parties Scheme

These schemes are managed and funded via the same mechanisms as CNST except that specific excesses
exist for some types of claims. The provisions for these schemes are calculated in accordance with 1AS 37 but
relate only to the organisation's proportion of each claim.

Incidents Incurred but not reported (IBNR)

IAS 37 requires the inclusion of liabilities in respect of incidents which have been incurred but not reported to
the NHS Litigation Authority as at 31 March 2013 where the following can be reasonably forecast:

+ that an adverse incident has occurred:

+ that a transfer of economic benefit will occur; and

+ that a reasonable estimate of the likely value can be made.

The NHSLA uses its actuaries, Lane, Clark & Peacock, to assess the potential value of IBNRs against each of
the schemes it operates. The actuaries review existing claims records, and using an appropriate model,
calculate values in respect of IBNRs for all schemes. The provisions and contingent liabilities arising are
shown in notes 20 and 26 respectively. The sums concemed are accounting estimates, and, although

determined on the basis of information currently available, the ultimate liabilities may vary as a result of
subsequent developments.

1.29 Contingent liabilities and contingent assets
A contingent liability is:

* @ possible obligation that arises from past events and whose existence will be confirmed only by the

occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the
Department, or
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+ a present obligation that is not recognised because it is not probable that a payment will be required 1o
settle the obligation or the amount of the obligation cannot be measured sufficiently reliably

A contingent liability is disclosed unless the possibility of a payment is remote.

A contingent asset is a possible asset that arises from past events and whose existence will be confirmed by
the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the
Department. A contingent asset is disclosed where an inflow of economic benefits is probable.

In addition to contingent liabilities disclosed in accordance with IAS 37, the Department discloses for
Parliamentary reporting and accountability purposes certain statutory and non-statutory contingent liabilities
where the likelihood of a transfer of economic benefit is remote, but which have been reported to Parliament in
accordance with the requirements of Managing Public Money. These comprise:

» items over £100,000 (or lower, where reguired by specific statute) that do not arise in the normal course of
business and which are reported to Parliament by Departmental Minute prior to the Department entering into
the arrangement;

« all items (whether or not they arise in the normal course of business) over £100,000 (or lower, where
required by specific statute or where material in the context of the Annual Report and Accounts) which are
required by the Financial Reporting Manual to be noted in the Annual Report and Accounts.

Where the time value of money is material, contingent liabilities which are required to be disclosed under IAS
37 are stated at discounted amounts and the amount reported to Parliament is separately noted. Contingent
liabilities that are not required to be disclosed by IAS 37 are stated at the amounts reported to Parliament.

1.30 Financial instruments

The Department of Health mainly relies on Parliamentary voted funding and receipt of a proportion of National
Insurance Confributions to finance its operations. The Department holds investments in private limited
companies and other items such as trade receivables and payables that arise from its operations and cash
resources. It does not enter into speculative transactions such as interest rate swaps. The Department enters
into forward contracts where a specific amount of foreign currency is required at a particular date in the future.

The Department's investment in NHS Trusts, NHS Foundation Trusts and the Medicines & Healthcare Products
Regulatory Agency is represented by Public Dividend Capital (PDC) which, being issued under statutory
authority, is not classed as being a financial instrument.

Foreign currency forward purchase contracts are measured at fair value with movements in fair value being
charged or credited to the Statement of Comprehensive Net Expenditure. The fair value is measured as the
difference between the currency’s closing mid-market rate at the date of valuation (representing the spot rate)
and the rate stipulated in the contract, multiplied by the number of contracted units of currency. The
Department obtains the closing mid-market rate from the Bank of England. The forward contracts will only have
a fair value up to their date of settlement. Once each contract has been seftled, it is removed from the
Department's Statement of Financial Position. Any forward contracts are purchased from the Bank of England.
As at 31 March 2013 the Department had no foreign currency forward purchase contracts in place.

1.31 Financial assets

Financial assets are recognised on the Consolidated Statement of Financial Position when the Department
becomes party to the financial instrument contract or, in the case of trade receivables, when the goods or
services have been delivered. Financial assets are de-recognised when the contractual rights have expired or
the asset has been transferred. Financial assets are initially recognised at fair value. Fair value is determined
by reference to quoted market prices where possible, otherwise by valuation techniques.

As available for sale financial assets, the Department's investments are measured at fair value. With the
exception of impairment losses, changes in value are taken to the revaluation reserve. Accumulated gains or
losses are recycled to the CSCNE on de-recognition.
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Where the Department has a formal investment in ancther public sector entity that does not meet the criteria for
consolidation (for example its investment in the Medicines and Healthcare products Regulatory Agency) the
investment is measured at historic cost, less any impairment, as required by the FReM.

Loans and receivables are non-derivative financial assets with fixed or determinable payments which are not
quoted in an active market. After initial recognition, they are measured at amortised cost using the effective
interest method, less any impairment. Interest is recognised using the effective interest method. This is the
rate that exactly discounts estimated future cash receipts through the expected life of the financial asset to the
net carrying amount of the financial asset.

Derivatives are measured at fair value with changes in value recognised in the CSCHNE.

At the Statement of Financial Position date, the Department assesses whether any financial assels are
impaired. Financial assets are impaired, and impairment losses recognised, if there is objective evidence of
impairment as a result of one or more events which occurred after the initial recognition of the asset and which
have an impact on the estimated future cash flows of the asset. For financial assets carried at amortised cost,
the amount of the impairment loss is measured as the difference between the asset's carrying amount and the
present value of the revised future cash flows discounted at the asset's original effective interest rate. The loss
is recognised in the CSCNE.

1.32 Financial liabilities

Financial liabilities are recognised in the Consolidated Statement of Financial Position when the Department
becomes party to the contractual provisions of the financial instrument or, in the case of trade payables, when
the goods or services have been received. MNote that the Core Department sets the following de minimis
threshold levels for the raising of manual accruals: £2,499 for accruals relating to administration budgets and
£9,999 for accruals relating to central programme budgets. Financial liabilities are de-recognised when the
liability has been discharged, that is, the liability has been paid or has expired.

Financial liabilities are initially recognised at fair value.
Derivatives are measured at fair value with changes in value recognised in the CSCNE.

After initial recognition, financial liabilities are measured at amortised cost using the effective interest method.
The effective interest rate is the rate that exactly discounts estimated future cash payments through the life of
the asset to the net carrying amount of the financial liability. Interest is recognised using the effective interest
method.

1.33 Foreign exchange
The functional and presentational currencies of all consolidated bodies are pounds sterling.

The large majority of the Department's foreign currency transactions relate to European Economic Area (EEA)
medical costs. Because of delays in submission of medical cost claims by member states, the Department
estimates annual medical costs and adjusts future years’ expenditure when actual costs are claimed. Estimated
costs are converted into sterling at average rates calculated using EU published rates. Payments made are
valued at prevailing exchange rates and the Department enters into forward contracts for the purchase of Euros
fnr. this purpose. Amounts in the Statement of Financial Position at year-end are converted at the exchange rate
ruling at the Statement of Financial Position date. Exchange rate gains or losses are calculated in accordance
with accepted accounting practice.

1.34 Assets belonging to third parties

Assets belonging to third parties (such as money held on behalf of patients) are not recognised in the accounts
since the Department has no beneficial interest in them. These amounts are disclosed in Note 29.
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1.35 Losses and Special Payments

Losses and special payments are items that Parliament would not have contemplated when it agreed funds for
the Department or passed legislation. By their nature they are items that ideally should not arise. They are
therefore subject to special control procedures compared with the generality of payments. They are divided into
different categories, which govern the way each individual case is handled. Futher information can be found on
tzl';e HM Treasury website: www.hm-treasury.gov.uk Losses and special payments are disclosed in Note

Losses and special payments are charged to the relevant functional headings, including losses which would
have been made good through insurance cover had the Department not been bearing its own risks.

1.36 NHS Charities

Following the inclusion of NHS Charities (as defined by section 43 of the Charities Act 1993 as amended) in the
2012 Designation Order, the Department consolidates NHS Charities into the Consolidated Annual Report and
Accounts. The transactions and balances associated with NHS Charities are reported as separate items within
the consolidated financial statements (e.g “Charitable income™, "Charitable cash” etc) due to the unique nature
of the transactions and as the majority of those transactions are immaterial in the context of the Group account.

1.37 Transfer of Functions

In the course of 2012-13. certain functions were transferred to or from entities consolidated in this account, the
counter parties being other public sector entities. The majority of the transactions were in connection with the
“Transforming Community Services® (TCS) initiative, whereby elements of PCTs' provider functions transferred
to NHS Trusts, NHS Foundation Trusts or Social Enterprises.

As public sector bodies are deemed to operate under common control, business reconfigurations within the
Group are outside the scope of IFRS 3 Business Combinations. In previous years HM Treasury required that
merger accounting be applied when functions transfer between twe public sector bodies, however the 2012-13
FReM has been amended to require “absorption accounting” for such transfers. The FReM does not require
retrospective adoption of the absorption accounting policy. Consequently, prior year transactions (which were
accounted for under merger accounting principles as specifically adapted for TCS transactions by a HM
Treasury and FRAB approved dispensation which allowed restatement to occur by an adjustment to 1 April
opening balances rather than by the restatement of comparators) have not been restated. Absorption
accounting requires that entities account for their transactions in the period in which those transactions took
place. Where assets and liabilities transfer, the gain or loss resulting is recognised in the CSCNE, and is
disclosed separately from operating costs. Within the group account, no net impact arises as a consequence of
the adoption of this policy as gains and losses are eliminated on consolidation. A net gain or loss is recognised
where transactions involve a non-Departmental counter-party that is within the public sector but outside the DH
group.

1.38 Accounting for the costs of the Carbon Reduction Commitment Energy Efficiency Scheme

The Department participates in the Carbon Reduction Commitment Energy Efficiency Scheme, which is in its
introductory phase until April 2014. The Department is required to purchase and surrender allowances,
currently retrospectively, on the basis of emissions, i.e. for carbon diexide produced as energy Is used. A
liability and an expense are recognised, measured at the best estimate of the allowances for the energy usage
in 2012-13.

1.39 Accounting standards that have been issued but have not yet been adopted

The Treasury FReM does not require the following Standards and Interpretations to be applied in 2012-13. The
application of the Standards as revised would not have a material impact on the accounts in 2012-13, were
they applied in that year:

« |AS 1 Presentation of Financial Statements (Other Comprehensive Income) - effective 2013-14
+ IAS 16 Property, Plant and Equipment — effective 2013-14
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+  |AS 19 Post-Employment Benefits — effective 2013-14

+ |AS 27 Separate Financial Statements — subject to consultation

+  |AS 28 Investments in Associates and Joint Ventures — subject to consultation
» |FRS 9 Financial Instruments - subject to consultation

» |FRS 10 Consclidated Financial Statements - subject to consultation

« IFRS 11 Joint Arrangements - subject to consultation

» IFRS 12 Disclosure of Interests in Other Entities - subject to consultation

» IFRS 13 Fair Value Measurement - subject to consultation

1.40 Significant Accounting Policies and material judgements

Estimates and the underlying assumptions are reviewed on a regular basis by the Department's senior
management. Areas of significant judgement made by management are:-

IFRS 5 Assets Held For Sale - imposes conditions to be met for assets to be classified as Non Current Assets
Held for Sale. In meeting these conditions the Department has made a judgment that the asset sale will be
highly probable and the assets carrying amount will be recoverad through a sale of the asset.

IAS37 Provisions - judgement is made on the best estimate that can be made of the amount of the obligation.
The amount recognised as a provision is the best estimate of the expenditure required to settle the obligation at
the end of the reporting period, taking into account the risks and uncertainties.

IAS38 Intangible Assets - Accounting note 12 shows the Department's consolidated position of Intangible
Assets. Recognition and measurement of Intangible Assets is in line with |IAS38. Management have made
judgement to use the Retail Price Index as the most appropriate index for use in valuing the National
Programme for IT. The RPI has been used as it is the Department's consideration that, given the size of the
National Programme for IT, any IT specific index would be skewed by the programme itself.

IAS36 Impairments - Management make judgement on whether there are any indications of impairments to the
carrying amounts of the Departments Assels,
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Foolnote

1) Under Parliamentary reporting requirements. expenditure for NDPBs, WHS Trusts and Foundation Trusts is shown net of income, This
differs from the treatment in the Censolidated Statement of Comprehensive Net Expenditure, where income and expanditure are reporied

separately on a gross basis.
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2.2 Analysis of net capital outturn by section

Restated
TE1E-13 201112
E Q@0 E'gg8
E &1 mat LI
Sl Wet total H:ﬁ"ﬁ' e
eampared 1o oampared 1o
Estimate Estimate
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Explanations of variances between

Commentary.

Estimate and outturn

are given in the Annual Report & Management
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3 Reconciliation of outturn to net operating cost and against Administration Budget

3.1 Reconciliation of net resource outturn to net operating cost

Restated
2012-13 2011-12
£'000 £° 000
Nate Outturn Cutturn
Total resource outturn in Statement of Parliamentary Supply
Budget 2.1 109,723,343 104,784 058
Mon-Budget 21
108,723,343 104,784 B58
Agdd:  Capdtal Grants 375,796 206,048
PFYLFT expendilure under IFRS 1,830,667 2,032 628
Gain on transfers by absorpton 255,843
Ohrer 7,280 -
2 4TBE 585 2,320 576
Less: ncome payable to the Consobdated Fund 51 (10) {4, 024)
Donated asselgovernment granted incomes (76, 546) {157,151)
PRVLFT expendibure under UK GAAR {1.817,781) (1,445 688)
Loss on transfers by absorplon (255,852)
Frior period adjusiments
Ceher
{1.950,269) {1.610,858)
Mat Operating Cost in Consolidated Statement of
Comprehensive Mot Expendiure 110,251,659 105,503,566

3.2 Outturn against final Administration Budget and Administration net operating cost

Restated
2012-13 2011-12
£000 £'000
Outturn Outturn
Estimate - Administration limit 4 170,662 4,432 478
Outturn - Gross Administration Cosis 3,830,099 3.817.220
Dutturn - Gross income relating to administration costs {160,052) (276,495)
Outturn - Mat administration costs 3,670,047 3,540,725
Reconciliation to operating costs:
Add: Capital Grants 1,321 1,203
Add: PFVLIFT expenditure under IFRS 48 803 34 264
Add: Gain on transfers by absorption 16,564 -
Less: provisions utiised (transfer from Programma) (164 504) (73,255)
Less: PFVLIFT expenditure under LUK GAAP (44,330) (19,6807)
Less: Loss on transfers by absorption (28,321) -
Less: ncoma payable to the Consolidated Fund
Less: other =
Administration Met Operating Costs 3,499,580 3,483,330
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4 Reconciliation of net resource outturn to net cash requirement
2012-13
£'000

Mt total outturn
com pared with

Estimate:
1] Estimata Quiturn Savings/[excess)
Resource Outturn 2.1 111,343,200 109,723,343 1,619 857
Capital Outturn 22 4,405 434 3,782 882 12552
Accruals to cash adjustments:
Adjustrments 10 rémove Ron-Cash flems:
Depreciation (1,275,224) (928, 708) (335 426)
Mew provisions and adjustmants 1o previous provisions (6,940 247) (5,234 753) (1,705,494)
Finance kased assel additions (100,144} 100,144
FRIC1Z revenus adjustmants 85,530 (86,530)
IFRIC12 capital adjustmenis 147 285 {147, 285)
Adjustmant for stockpiled goods 30,192 (30,192)
Mel gainfloss on transfers by absorption (3. 566) 3,996
Other non-cash items 9,062 (1,938,881) 1,947 943
Adfustments for NOPBs, NHS Trusts, Foundation Trusts and Charilies
Remove voted resource and capital (68.560,157) (65 245 635) {1,313,522)
Add cash grant-in-aid and expendiure financed by
PFarfamentary Funding and FDC and loans from Caora
Department B4 321 B35 62 T27 845 1,503,700
Adiusiments o reffect movements in working balances:
increase/{decreasa) in nveniory 12,882 {12,882)
less transfers from non-current assets (TE1) 7E1
Increasefdecrease) n recenables (439, 554) 439 504
less movemant in Consolidated Fund receivables 27 27T (27.277)
less movemant in PRl and cther service CONcassion
arrangerment prepaymeants {2,1500 2,150
less movement in current financial assals 25 454 (£5.494)
add FFl prepayments outw ard cash payments 507 {507
{increase)/decrease in payables 180,000 (433 112) 613,112
kass movament in ovardraft {2,341) 2,341
less movement in payables fo the Consolidated Fund 824 606 (824,606)
kess movement in finance ase/FF payables 107 658 (107 658)
add capatal elament of finance lease/FF| payables 41 815 {41,615)
Use of provisions 2027 951 2,329,876 {:301,925)
107 601 654 105,526,827 2074828
Rem owval of non-voted budget items:
Mational nsurance contributions {18,080, 178) (18,084 621) 4443
Other adjustmants
Ket cash iranslerred under absorplicn accounting 1,190 {1190}
Oiher cashflow adjustments (175.367T) 175,367
Het cash requirement 89,521,476 BT, 268,020 2,253,448
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5 Income payable to the Consolidated Fund

5.1 Analysis of income payable to the Consolidated Fund
In addition to income retained by the Department, the following income relates to the Department and is
payable to the Consolidated Fund (cash receipts being shown in italics).

Outturn 2012-13 Outturn 2011-12

£'000 £'000

Income Receipis Incoma Receipts

Operating income outside the ambit of the Estimate 10 20,008 4,020 85
Excess cash surrenderable o the Consolidated Fund - o - -
Total income payable to the Consolidated Fund 10 20,008 4,029 a5

5.2 Consolidated Fund Income

There were no amounts collected by the Department in cases where it was acting as an agent of the
Consolidated Fund.
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Annual Report and Accounts 2012-13

7  Staff numbers and related costs

7.1 Staff costs comprise:

Salaries and Wages
Social Setunty Cosls
NHS Pension

Other pension cosis
Termination benefils
Sub-total

Less recoveries in respect of Outw ard Secondmants
Total Net Costs

Of w hich Core Department Ravenue Expenditure 8

Of w hich Core Department Capital Bxpenditure i

Of w hach other Departmental Group bodses Revenue
Expenditure is

Of w hach other Departmental Group bodies Capital
Expenditure is

Footnabe

NOTES TO THE ANNUAL REPORT AND ACCOUNTS

201213 2011-12
£'000 E'000
Parmane nily
em ployed Speclal

Total stalf thers Ministers Advisors Total
30,400,401 35,638 000 3.852.009 220 163 38 835 158
2 848 580 2 881 482 B85 085 23 19 2 BB0. 775
4 153 708 4 084 184 68 520 - 4 103,697
75,317 T2 641 2554 - 22 80, 958
388 261 IEG 435 {4.174) - . AGT 304
47,034,277 43,0458 T55 3,985,074 243 204 48,389 010
{6.043) {6.043) (5.268)
47,025,234 43,039 712 3,985,074 243 204 48,383,741
252 368 130,817 121,004 243 04 266 34T
6,300 8,300 15,641
46, 560 6594 42 Ba4 826 3,815,888 46,023 482
105,872 63,870 41,502 78271

1) DH Informatics Direciorate is responsible for implementing major IT programmes in the NHS. The employment contracts or
secondment agreements of almost all of its staff are held for the Depariment on a "hosted” basis by the NHS Business Services
Authority. The staffl costs associated with these employses are reporied in the “Others” column as they do not have a permanent

employment contract with the Departmiznt
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7.2 Average number of persons employed

The average number of whole-time equivalent persons employed during the year is shown in the table below.
These figures include those individuals working in the Department as well as in other bodies included within the
consolidated Departmental Annual Report and Accounts.

Core Department (excluding DH Informatics
Directorate)

DH Informaltics Dreclorate
Frimary Care Trusts

Strategic Health Authorities
NHS Trusts

MHS Foundation Trusts

Special Health Authorities

Mon Deparimantal Public Bodias
Others

Total

NOTES TO THE ANNUAL REPORT AND ACCOUNTS

Of the above, the follow ing staff were engaged on capital projects:

Core Dapartmant (including OH Informatics
Directorate)
Other Departmantal Group bodies

Medical and dental

Ambulance staff

Administration and estales

Healthcare assistants and other support staff
Mursing, midw fary and heatth visiting staff
MNursing, midw fery and health visiting learners
Scientific, therapeutic and technical staff
Social Care staff

Othar

Tatal

2012-13 2011-12
MNumber Number
Parmanant Special
Total staffl Cthers Minlstars Advisors Total
2541 2178 458 5 2 2753
1,233 16 1,217 - 1,314
37,273 32,937 4,936 51,528
3,684 2,808 876 - 3,800
458 728 421,757 33,971 475,060
588,042 543,790 45,152 566,702
4,425 3,422 503 . - 4,245
6,706 6,029 677 6,080
2 - 2 = :
1,100,634 1,013,435 87,192 5 2 1,111,570
131 - 13 137
2161 1,450 692 . 666
The average number of whole time equivalent persons employed during the year by NHS Foundation Trusts,
NHS Trusts and Primary Care Trusts (as set out in the table above) is analysed by employee type below.
2012-13 2011-12
Number HNumber
NHS Primary NHS
Foundatilon Care Foundation NHS Primary
Trusts MNHS Trusts Trusts Trusts Trusts Care Trusts
58,085 47 B85 732 58 016 40,577 1,200
9,589 18,310 1 B,BE2 22 802 75
122 821 05,306 29,007 119,718 100,030 31,977
79,321 74,788 1,250 76 77T 76,554 4,558
199,812 149,899 3,387 197,153 154 491 8,119
2 438 2,019 22 2,580 1,818 30
B2,734 63.724 1,952 BO46T 66,181 4,058
2,034 1,383 58 2 554 307 231
32,110 2,803 B64 24 GG 3,500 1,181
568,842 455,728 a7.273 BGE, 702 475,060 51,528

Staff numbers in the accounts are calculated using a financial year average.

The staff costs and staff numbers published in this Resource Account are not fully comparable. This is because
certain types of staff are categorised differently between staff numbers and staff costs. Reported staff numbers
must be consistent with those reported to the Office of National Statistics throughout the year, the
categorisation of which is determined by statisticians and may not therefore fully correspond to associated

accounting values.
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Core Department

The £13.98 million decrease in staff costs attributable to Core Department Revenue Expenditure (£252.37
million compared to £266.35 million in 2011-12) results from the interaction of the following elements: (i) the
implementation of a plan to reduce staffing costs and numbers on a permanent basis resulting in a reduction in
the workforce (reduced from 4,064 WTE in 2011-12 to 3,874 WTE in 2012-13) primarily through natural
turnover alongside the operation of efficient recruitment controls; and (ii) a continuing freeze on both SCS and
non-SCS pay.

NHS Workforce

On the basis of financial year average whole time equivalent numbers as reported in the accounts of NHS
organisations, the total number of staff employed within the NHS reduced during 2012-13 by 1%, from
1,097,181 to 1,085,627.

Strategic Health Authorities

Strategic Health Authorities remained statutory bodies throughout the 2012-13 financial year, being abolished
under the Health and Social Care Act 2012 on 1 April 2013 as detailed in Note 32 Events after the reporting
period. The average number of staff employed in the SHA sector reduced by 206 or 5% (from 3,880 to 3,684)
compared to 2011-12. This modest decrease is principally because SHA staffing levels have been maintained
throughout the year to manage close down activities across SHA areas, and to ensure the proper transfer of
functions to successor organisations, most notably NHS England and Health Education England. Total staff
costs in SHAs (excluding termination benefits) have reduced by £13,501,000 (from £256,312,000 to

£242 811,000) or 5% in line with the reduction in staff numbers.

Primary Care Trusts

The average number of staff employed by PCTs decreased by 14,256 (or 28%) in 2012-13 to 37,273. This very
significant reduction is a direct result of: (i) the transfer of functions under the "Transforming Comminity
Services” initiative, under which large numbers of staff moved into NHS Foundation Trusts, NHS Trusts and a
small number of community interest companies and social enterprises; and (ii) the planned commitment to
reduce administration costs and staff numbers in advance of the abolition of PCTs on 1 April 2013. Total staff
costs in PCTs (excluding termination benefits) have reduced by £431,271,000 (from £2,272 935,000 to
£1,841,664,000) as a result of the reduction in staff numbers.

NHS Trusts

The average number of staff employed by NHS Trusts in 2012-13 decreased by 19,332 or 4% (from 475,060 to
455,728). A principal reason for this decrease has been the transfer of staff to NHS Foundation Trusts where
NHS Trusts have achieved Foundation Trust status in-year, offset by the transfer of provider functions from
Primary Care Trusts under the Transforming Community Services initiative. Total staff costs in NHS Trusts
(excluding termination benefits) have reduced by £534,964,000 (from £19,756,110,000 to £19,221,145,000),
however this is offset by the below mentioned increase in the NHS Foundation Trust sector.

NHS Foundation Trusts

The average number of staff employed by NHS Foundation Trusts in 2012-13 increased by 22,240, or 4%,
(from 566,702 in 2011-12 to 588,942 in 2012-13). Two principal reasons for this increase are: (i) the transfer of
provider functions from Primary Care Trusts; and (i) the transfer of staff from NHS Trusts who have achieved
Foundation Trust status in-year. Total staff costs in NHS Foundation Trusts (excluding termination benefits)
have increased by £1,704 280,000 (from £22 906,160,000 to £24,610,440,000) principally as a result of the
increase in staff numbers.

Arms Length Bodies

The average number of full time equivalent staff employed in the Department's Arms Length Bodies (Special
Health Authorities and Non-Departmental Public Bodies) increased by 808, or 8% (from 10,326 in 201 1 -12 to
11,132 in 2012-13). This increase is largely due to the appointment 232 staff to NHS England wh'mh_wnl play a
pivotal role in NHS Commissioning from 2013-14 cnwards, and of 92 in NICE, 77 in Monitor and 69 in the
Health and Social Care Information Centre to reflect the extended roles for these organisations as set out in the
Health & Social Care Act 2012.
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7.3 Reporting of Civil Service and other compensation schemes - exit packages
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Redundancy and other departure costs have been paid in accordance with the provisions of the Civil Service
Compensation Scheme, a statutory scheme made under the Superannuation Act 1972, Exit costs are
accounted for in full in the year of departure. Where the Department has agreed early retirements, the
additional costs are met by the Department and not by the Civil Service pension scheme. lll-health retirement
costs are met by the pension scheme and are not included in the table.

This disclosure reports the number and value of exit packages taken by staff leaving in the year. The expense
associated with these departures may have been recognised in part or in full in a previous period. Where early
retirements have been agreed, the additional costs are met by the organisation and not by the NHS pension
scheme. lll-health retirement costs are met by the NHS pension scheme and are not included in the table.

Principal Civil Service Pension Schame (PCSFS)

The Principal Civil Service Pension Scheme (PCSPS) is an unfunded multi-employer defined benefit scheme.
As such, the Department of Health is unable to identify its share of the underlying assets and liabilities. The
scheme actuary valued the scheme as at 31 March 2007. Details can be found in the Annual Report and
Accounts of the Cabinet Office: Civil Superannuation www.civilservice.qov.uk/pensions.

For 2012-13, employers’ contributions of £20,676,931 were payable to the PCSPS (2011-12; £22 237 894) at
one of four rates in the range 16.7% to 24.3% (2011-12: 16.7% to 24.3%) of pensicnable pay, based on salary
bands. The Scheme Actuary reviews employer contributions usually every four years following a full scheme
valuation. The contribution rates are set to meet the cost of the benefits accruing during 2012-13 to be paid
when the member retires and not the benefits paid during this period to existing pensioners.

Employees can opt to open a partnership pension account, a stakeholder pension with an employer
contribution. Employers’ contributions of £109,738 were paid to one or more of the panel of three appointed
stakeholder pension providers. Employer contributions are age-related and range from 3% to 12.5%.

Employers also match employee contributions up to 3% of pensionable pay. In addition, employer
mntql:_:uhons of £8,172, 0.8% of pensionable pay, were payable to the PCSPS to cover the cost of the future
pravision of lump sum benefits on death in service and ill health retirement of these employees.

1 individual retired early on ill-health grounds; the total additional accrued pension liabilities in the year
amounted to £1,912.

NHS Pension Scheme

The NHS Pension scheme is an unfunded, multi-employer defined benefit scheme. Individual NHS bodies are
therefore unable to identify their shares of the underlying scheme assets and liabilities. The scheme actuary
valued the scheme as at 31 March 2004. Details can be found on the pension scheme website at
www.nhsbsa nhs uk/pensions.
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For 2012-13, employers’ contributions were payable to the NHS Pension Scheme at the rate of 14% of
pensionable pay. The scheme's actuary reviews employer contributions every four years following a full
scheme valuation. The last review took effect from April 2008 with the employer contribution rate maintained at
14%. These costs are included in the NHS pension line of note 7.1.

Of the £4,154 million (2011-12: £4,104 million) against NHS pension costs in note 7.1, £165 million (2011-12
£220 million) is attributable to PCTs, £18 million (2011-12 £21 million) to SHAs, £1,710 million (2011-12 £1,782
million) to NHS Trusts and £2 218 million (2011-12 £2,074 million) to NHS Foundation Trusts.

Other Pension schemes

Within the Departmental Group, the Care Quality Commission and a number of Foundation Trusts account for
defined benefit pension scheme assets and liabilities primarily in respect of local government superannuation
schemes. These schemes are immaterial to the group account and therefore have not been disclosed
separately within these financial statements. Full disclosures are available in the underlying bodies own
published accounts.
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& Other administration costs

Rental Under Operating Leases

Interast Charges
PFland other service concession arrangament service

charges

Chair and non-executive Direclors’ costs

PCT Executive Commitiee member cosis
Supplies and services - chnical (excluding Drugs)
Supphes and Services - general

Goods and servicas from othar NHS bodias
Mutlti Professional Education and Training (MPET)
GIPMS, APMVES and PCTMS

Mon GMS Services from GPs

Consultancy services

Establis hment

Transport (Business Travel)

Fremises

MNon cash items

Mowvernent in provision for impairment of receivables

Depreciation on property, plant and equipment
Armortisation on intangible assets

Profit on disposal of property plant and equipment
Loss on disposal of property plant and equipment
Frofit on disposal of intangible non current assets
Loss on disposal of intangiole non current assets
Frofit on disposal of Assets held for sake

Loss on disposal of Assets held for sale

Profit on disposal of financial asset investments
Loss on disposal of financial assetl nvestments

Impairments and reversals of property, plant and
equipment

Impairments and reversals of invesiment properties
Frpairments and reversals of intangible assets
rpairments and reversals of financial assets

rpairments and reversals of non-current assets held

for sale
Audit fees - non cash

Other non-cash
Inventories wirida off

Inventories revalueation
Inventones cons umed

NOTES TO THE ANNUAL REPORT AND ACCOUNTS

201213 2011-12

£000 £000

Core Departmental Core Departmental

Mote Department Group Department Group

211 19,649 106,445 21,717 40,223

15 40,485 (113) 25,522

- 15,271 37 15,192

- 23,510 - 16,846

- - 10,624

- 101 492 88,5595

- 123 - 6,588
- 11,162

- 7.006 14,343

- 18,154 16,130

14,345 150,765 17,831 111,228

35,400 224 046 29,163 217,434

59 13,300 188 16,4598

17.736 367 430 17, 144 390,341

- (2.718) - 8,999

11 12176 143,317 12,815 172,118

12 10,092 35,231 10,897 39,859
* (28)

951 2,001 4 8,686

- 56 931

{1.878) -

= 4% - o

1,377 5,439 252 413

2517 - 1,600

{5.584) 27,985

- (399) - -

a 807 8a7 848 933

= 829 - {1,338)
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Legal fees - 3,239 . 2,893
Audt fees - statulory awdit . 20,238 - 31,420
Other auditor's remuneration = 3535 : 5 581
Chnical negligence - 3,528 - 3,377
Research and developmant 10,640 11,817 10,640 13,496
BEducation and traming 1,880 33,667 1.601 62,658
nsurance 35 108 1 10
Grants to Local Authorities - - . -
Grants to Ciher bodies 2826 2,857 . 10,642
Capital Grams - 1,321 - 1,203
NHS Informatics Major Contracts Cost T 7 7.8 7,991
Frior period adjustments in local accounts = - 3 =
Other 55,013 399,018 54 628 452 056
Sub total 192,619 1,739,250 185,642 1,872,126
Grant in Akd 227053 - 143,688 -
Funding to Group Bodies 2,801 544 - 2 828,338 .
Total 3,221,216 1,739,250 3,167,668 1,872,126

Note a - The Core Departrment audit fee represents the cost of the audit of the Department’'s Annual Report and
Accounts carried out by the Comptroller and Auditor General,

MNote b - The total of non-cash transactions included in the Reconciliation of Operating Costs to Operating Cash
fiow s in the Consolidated Statement of Cash Flow s comprises:

Forstated

2012-13 2011-12

E'000 E"D0

Departmental Departmental

Group Group

Other administration costs - non-cash terrs (Mote 8) 180,433 260,187

Frogramme costs - non-cash ibems (Mote §) 18,438 228 14 834 731

Other non-cash amounts charged o oparating expenddure E -

Less non-cash income: - income recognised in respect of Donated Asseots (74,381) {84 044)

Total non-cash transactions 18,544,300 15,028,874

Movemen! in provision for mpairment of recenables : (53 526) {114, 232)

Invenioras revahsation 961 15,010

Invenionss consumed {8,704 857) (5, TOT 84T}

Inveniores impairment and w e of { (10,875) (6,.703)

Less non cash movements on SoFP balances analysed separatély in the Cash Flow statement |6, 768,495) {5,813.572)

Total non cash transactions as per Consolidated Statement of Cash flow 11,775,804 9,215,302
Foolnole

1) General Medical Services /iPersonal Medical Services (G/PMS), Allernative Provider Medical Services (APMS) and Primary Care
Trust Medical Services (PCTMS) are differing modals for providing primary care senvices.

2) The Core Department “Other” administration expenditure figure of £65.0 million includes £10.1 million of professional fees (£11.8
million in 2011-12), £12.4 millien of policy payments (£15.2 million in 2011-12) and E35.4 million in respect of outsourcing conlracls
{£12.0 million in 2011-12),

3) A breakdown of the Departmental Group “Other” figure by sector is provided in Note 8.2 Depanmenial Group Defail - Expenditure
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2014213 201112
£000 E000
Core  Departmental Coré Departmental
hiote  Departmant Group D partment Group
Rental Under Operating Leases
Rentals Under Operating Leases 211 310 726,743 498 790,366
Intarast changpes 2,877 852,044 2618 460,962
Chair and non-executhse Direciors’ costs 25,851 24 872
PCT Exacutive Commties mamber costs - 124 - 35
Suppies and services - elnical (exeluding Drugs) - 4,740,528 4,433 634
Supplies and services - general - 1,402,330 1,355,722
Goods and services from other NHS bodies 18,534 22,728
Purchase of heaihcane from non NHS bodies - 9,190,771 - BLET4 BEE
Purchase of Social Care from independent Providens 139, 8965 190,565
Expanditure on Dneg Acton Teams - 403,560 - T3 028
Genaral Denial Services (GDS) and Personal Dendal
Services (POS) 2,843,691 2,812,881
Muiti Prof es sional Education and Traning (MPET) - 1,152, 082 - 1,121,804
Preacriting Costs 7,888,973 B,243 459
Fharmaceutical Services® - 2,183,801 2,139,334
Genaral Ophihalms Services 492 585 490,440
G/PMS, APMWE aeud PCTIVES? - 7.544 850 7455962
Mon GMS Services from GPs - 162,285 166, 844
Consultancy senvices 13,163 455,425 368 362,003
E&tAbIE hment 115,558 1,147 841 98810 1,102,500
Transport (Business Travel) 5 505, 705 - 512,371
Prérmisas T26 3356 152 1,958 3,178,586
Legal fees - 51,133 45074
Mon cash Rems
NMovemant in provs ion for impairment of recehabes (109) 56,244 {1.208) 105,233
Depreciation on property, plant and equipment 11 50,016 2,378,729 93,189 2,224,818
Amortisation on inlangible assets 12 471,098 574,317 547 011 631,884
Encak o diapoa s of propary p M equipment {1,703) (13.631) {1.224) (21.017)
Loss on disposal of property plant Bnd equipement 28,730 58,545 9,502 17,741
Brof it on des posal of intangitls ion current assets = 73 B 2
Loss on disposal of intangbie non curren! asaals o.394 11,757 20 841
Profit on cssposal of Assels held for saks [12,558) (2.793)
Loss on disposal of Assets haid for sas - 1,748 404
Frofit on dsposal of financial asset nvestments = {15 (2. 346)
Loss on disposal of financial asset invesiments = 1
Impainmanis and reversals of property. plant and equipment 28 TES 1,292,784 36,635 1,333,143
Impainments and reversals of imiestmant proparties (852) 175
KTpaiTTanta Bnd reviersals of IANQRie desets 8625 53,750 43 500 54,160
Impainments and reversals of financial B88sts nvestments 318 a52 2947 3,168
Impainmanis and réversals of non-current assets held for sale 4 15,033 29108
A udit fees - non cash I
Mon-cash axpenditure from movemant in pension Eabdty i u
Provision provided for In year - EBA 20 511.577 511,577 613751 513,751
Provision provided for in year - Cinical Nagigencs 20 ol 3,913,837 3261763
Provision provided for in year - Injury Benefi 20 55,180 55,190 31,674 31674
Frovision provided for in year - Oiher 20 B3 1,135,842 132218 812,037
Ly inding of descown on provisions 20 35 455 05,046 32713 47 930
Changé in ds.count rabe 20 148 504 1,572,211 ~
Othar non-cash Expenditure 15,082 232,350 (£4) (B4}
Imventonies wrke of f 14 4 878 10,975 1,048 6,703
Fvaniones révakuation 14 (981} (S8} {15,010 {15,010)
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201213 2011-12
E'(00 E'000
Programme Costs Mote continued Core  Departmental Core Departmental
Mote Dz partim e nt Group Departm ent Group
Inventories consumad 187,872 6,704,955 205 576 5,707 84T
Audit fees - stalulory awdit (cash)* - 24 588 31,192
Dther auditor's remuneration = 11,406 11,372
Clinical neghgence - 55,960 34 208
Resaarch and davalopain] 933 01 1,131,085 904 018 1,081 806
Education and training (T5) 350,409 B58 322 902
nsurance az 20,675 a5 17 B5E
Granis o Local Authorities 1,283 352 1,383,352 1,348,185 1,246,185
Granis to Other bodies 208 574 322,213 234 AT4 304,005
Capital Granls 286 804 374 ATS 237 484 205 T45
MHS Wlormalics Major Conracts Cost 412 B850 412 850 445 556 445 556
POC Cividand Fay abha
Frior pariod adjustments in lecal accounts 14,080
Other® 771,888 407 048 654,931 918,170
Sub total 5,679,118 68,329,344 5,669,901 63,661,762
Grant in Ald 103,778 QB 460
Funding 1o Group Bodies 96,084 TTO o4,820.215
Total 102,767,664 68,325,344 100,588,576 83,661,762
Footnotes

1) General Dental Services (GDS) and Personal Dental Services (PDS) are allernative models for dental care
2) Phamaceutical Services includes Local Pharmaceutical Services Pilots and the New Pharmacy Contract

3) GeneralParsonal Medical Services (G/PMS), Altemative Provider Medical Services (APMS) and Primary Care Trust Medical Senicns
(PCTMS) are differing models for providing primary care services.

4) The audit fee represents the programme cost for the audit of the underlying financial statements of consolidated bedies. With the
exception of NHS Foundation Trusts, consolidated bodies are audited by the Compiroller and Auditor General (Aums Length Bodies and
Special Health Authorities) or an Audil Commission appointed auditor (NHS Trusts, Primary Care Trusts and Strategic Health Authorities)
and include expenditure in respect of audit fees in their individual accounts. The accounts of NHS Foundation Trusis are audited by
auditors appeinted by their board of governors and also include expenditure in respect of audit fees

5) The Core Department “Other” programme expenditure figure of £771.9 million includes £142.6 million of policy payments (£40.1 million
in 2011-12) and £240. 1 million in respect of outsourcing contracts (E242.0 million in 2011-12)

6) A breakdown of the Deparimental Group "Other” figure by sector is provided in Mole 6.2 Deparimental Group Delail — Expenditure.

7) Core Depariment expenditure figures may be greater than those of the Deparimental Group due o the ehnuination of intercompany
trading.

8) NHS bodies categorise the expenditure associated with provisions arising to the category to which it best relates. The Depariment
reallocates these amounis to the Provisions Provided for In year categories via cenfral consolidation adjusiments. In 2012-13 £655 milion
of continuing care provisions were reallocated from “Purchase of Health care from Non NHS bodies” to “Frovisions provided far in year —
other”. This represented a rafinement to the Deparment's reallocation methodology, as such provisions were reallocaled from “Other
expendidura” in prior years.

Q) NHS Foundation Trusts categorise the expenditure associated with inventones consumed to the calegornies o which i best relates. The
Dapariment reallocates these amounis to Inventories consumed via central consolidation adjustments. From 2012-13, the reallocation
methodology has been refined with £1.5 billion of inventories consumed being re-categorised from “Other Expenditura” rather than
“Supplies and Services Clinical” as in prior years.

10) In previous years, the interest charges associated with NHS FTs were included in Ihe other expenditure ling. From 2012-13 they have
been re-calegorised as interest charges to better to reflect the nature of the transactions, the significant increase in interest charges is
predominately due to this re-categorisation.
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10.2 Programme Income

Restated
012-13 2011-12
£000 £'000
Departmental Departmental
Core Department Group  Core Departmant Group
Revanue from Patient Care activities
ncome from Local authorfties B77.445 550,331
noome from Private pationts : 4TH 781 454 DEZ
heoma from Overseas patiants (non-reciprocal) . 30,932 a2714
NGO 1o Iury Costs racovery - 208,022 . 221,718
ncome inrespoect of EEA claims ' 52079 52,070 38,216 38,218
Sak of Go0ds Bnd Sary Ko 42 654 837,324 a4 721 543, 381
ther Mon Trading Income
Prés Cription Pricing Reguiation S hms 76,212 TE212 65,316 65,316
Prascription Fees. and Charges A 445 850 2 426 005
Darital Fees and Charges 5 653,006 . 637121
ther Feas and Charges - 2040, 981 257 058
POC Db 805,837 . B4R 102
Pabani ransport services = 107 . 1.738
Eclucation, IFaming and research . 338 480 . 164, 607
Cher non-MHS patien care services 2 191374 . 226,918
Charitabie and oiher contributions o expandiung - 76,197 . 73,135
Receipt of donatons for capial Boquisitions : 41,71 : 62 833
Recaipt of grants for cagital scquistons o 23,462 - 3411
Mor-patient Care services o other bodies . 353 B4 - 266,874
Ferital revenue from finance kases - 4,570 - 2 877
Ranlal revenus from operating leases 164 184 BG2 432 148 288
nierest from Overseas 1,775 1,778 1,931 1,811
AberEs t and s e nesTe 20,560 66,454 28,036 To.B1E
nterest Recel atle on NHS Trust Loans 7.00% . 10,428
naradt Raceable NHS Capial Loans (LT) 17,081 R 18,771
nterest Recetabie FT Financing Faclity Loans 35,352 - 31,995
Drvidends 3094 3,004 2.am 22M
Amortisation of PFl deferred cradits
- Maln schame . LG - 828
- Additional Wecycla assels receved
Ui inding of discount on recevables 2,894 2,804 3.158 3158
Prior pariod adjusimonts in ocal accounts ' (7.9654)
ncoma in respect of Stafl Costs . 104,867 - 20,887
Ot 41872 1,252 561 37,058 1,182,077
Mon Cash Ncome - 2,450
Total Program me Income 1,108 5623 6,406,439 1,113,938 5,057,364
Total Inceme i 1,131,833 8.620,.215 1,126,448 6,233,850
Footnote

1) The Core Department “Othar” programme income figure of £41 87 million includes £21.57 millicn of Walfare Foods income (E21.52
milian in 2011-12). e e
2) A breakdown of the Departmental Group “Other” figure by sector is provided in Note 6.3 Departmental Group Detail — Income.
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10.3 Fees and Charges

Dental

Prescription

Other Fees and Charges for
which the cost of providing the

sendce is over £1million

Total

Dental

Prescnption

Other Fees and Charges for
which the cost of providing the

sendce is over E1million

Total

NOTES TO THE ANNUAL REPORT AND ACCOUNTS

2012-13
Departmental Group

Fees and
Charges Income  Full Cost of Senice Suplus/{Deficit)
£000 £'000 E'000
653,006 2,843 691 {2,190,685)
449 550 7,886,973 (7,437 423)
283,563 274,507 9,056
1,386,119 11,005,171 (9,619.052)
209112
Departmental Group

Feas and
Charges Income  Full Cost of Senice Suplusi{Deficit)
£000 ED00 E'000
637,121 2,812,681 {2, 175,560)
426,095 8,243 469 (7,817,374)
96,023 137.219 (41,1986)
1,158,239 11,193,269 (10.034,130)

The fees and charges information in this note is provided in accordance with section 5.4.28 of the HM Treasury
FReM. It is provided for fees and charges purposes and not for IFRS 8 purposes. The Core Department does
not provide services for which a fee is charged, therefore all disclosures relate to consolidated bodies. Primary
Care Trusts receive income in respect of Prescription and Dental charges to patients. The financial objective of
Prescription and Dental charges is to collect charges only from those patients that are eligible to pay. Other
fees and charges for which the cost of providing the service is over £1 million, relate to services provided by
Arms Length Bodies and Special Health Authorities. A significant proportion of this income (£93.01 million
(2011-12: £85.99 million) and expenditure £134.57 million (2011-12: £128.09 million)) relates to Regulatory
income at the Care Quality Commission.

Further information relating to fees and charges, can be obtained from the financial statements of underlying

bodies,
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11 Property, plant and equipment

il
000
L T
Hulldings Agsowst B
(LX) gimalion Auwets Under Fuiniime snd Fimnt & Frasdpain  B1adE peed
Lang % B o T oy © Fivlings W sanmsry Eauipme=q Goods Tabsl
(5108 (510 L300 E'908 €399 5] ] [ a8 £'ane
ot or velusiian
A1 AmE TR T4 T13 AT 683 508 430,700 ATI ST 1,402, 368 TTT.738 a0, Tas A A G AIZTEY B, 080 G40
Prasr g s et A wrderthing
moCounEy S2028 {342, T25) {4034, 15 B8) {35, 505 [1.227) [REE 1] B0 - {381, 34
A o - Pt Pl ] 07 1060155 a7 NZNSE 1,455 835 41,203 ¥ 05 21085 [ ir A.&08 576
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hetiy g REERE -/ (asham) (12000 i548) 124 i) 2,480 2 - 8£2 7e0
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R L ale i Fol 10 BN Pl 20 (10T [ =2 a1 ] {B.24Ty 0820 . {1, aa4) 40, Bad) (11,273 - 10 TN
At o b s P e o 1,083 1,023 8 3,534 L i 1.3%2 T&T) 13,450 152 577 5052 - [ ey
I B a0 P, ] b B 37T 7RIS {535,058} 7831 1,805 | &3 o 800 15 353 B3 & diil {380 CRRH
Capcuss (25 28] (A B {19004 {03 A0y [RSET) 155804y (421,800 X3 041) (X524 1.3 T80
A% 1M areh 18T 7763, 830 AT,BENITE 444044 §,TH4 B 1,455 894 TTRABS B A2 A, 72T EI A4S 61,508 0E
[=CT AL L]
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e g 1.3 [LE =] [EF] {253 - L] L] 4 8, 785
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Racisandu s e io sunson raid 1w [1.087) (10,5085 (200 {4, B0 . {19 (4,083} {17, 00 " (X2 M)
b Bl b6 a5 B4 14827 1168 (84,28 . (3, 85%) (8, 566 1,360 ] (#9578
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Anatysis of property, plam & nd aquipmem
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Of s toial: Taga f aEa £ [R50 (50 ] (] L] 'onn LD £ead
B a0
Brwctarstel a7 104 -TRE - 23181 3,158 Baa2 8 . B3I 440 1, 050 G086
e wr e Detnrare Fe ] 1209 - Ta T = L2 ; ; o 77,653
FrevayCen Tnan LT 5 247,273 W, BT 21979 100,598 85785 102, 508 T g T
Saratagec e mth dorto i a e 1,140 . T . 827 = - - <087
MEH Tramiy 2818028 11,051,787 138, 183 376180 584,382 4 P80 1258029 TE 448 . 17008, 204
MR i amataten e Tauste. 3198 304 15.379,073 1 60, i) 418 400 74T, 763 115,204 1470008 Lot - 21,585,258
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Footnotes

1)  Stockpiled goods are not depreciated, as agreed with HM Treasury. o

2:; DH Informatics Directorate is responsible for implementing major IT programmes in the MHS. Whilst it is not a separate entity, its
figures are separately disclosed due to their significance in relation to the Depariment as a whole
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il 2013 121,787
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Property has been valued as follows:

» The Civil Estate (land and buildings held for use by the core Department) was valued on 1 September 2010
by independent valuers employed by the Department. Since then, Investment Property Databank indices
have been applied, as appropriate, to uplift values as at the year end using the |AS 16 revaluation model
methodology.

= Land and buildings held by NHS bodies were valued, by independent valuers, to a modern equivalent basis
as required by HM Treasury, during either 2008-09 or 2009-10.

All valuations have been undertaken according to Royal Institute of Chartered Surveyors (RICS) guidelines.

« The Retained Estate comprises land and buildings which were primarily intended for use by NHS bodies
but which are now surplus to requirements and are therefore held by the Department. The Retained Estate
was revalued by professional valuers as at 31 March 2010. Additional valuations were carried out as
necessary in circumstances where there were indications that values had substantially changed.

The ranges of estimated useful lives are currently:

» Buildings and dwellings: 1- 188 years
= Transport equipment: 1-21years
s Information technology: 1- 34 years
» Plant and machinery: 1-70years
s Furniture and fittings: 1 - 56 years

Explanation of material impairments in the Core Department
The Core Department recognised impairments to 31 March 2013 of £30.1 million. These include impairments of
£12.0 million relating to pandemic flu stockpiled goods where these have reached the end of their shelf life and

£17.1 million relating to essential medicines stockpiled goods which were impaired due to a change in market
price.

11.1 Investment Property

202-13 201112

E£'000 E"D00
Care Do partmantal Core Do partmanial
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Carrylng Valus st 1 Apri 2012 63 [TH L] 338 &4,807
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Investment property within the Departmental Group is measured at fair value. Core Department investment
property assets are valued on the same basis as property, plant and equipment assets: i.e. they are initially
measured at cost and subsequently measured at fair value (see Note 1.15 for further details).

The majority of investment properties within the Departmental Group (E60.0 million as at 31 March 2013 (2011-
12: £58.9m)) are held by NHS Foundation Trusts. Where relevant/significant, the following information is
disclosed in the underlying accounts of the consolidated bodies holding investment properties:

+ The methods and significant assumptions applied in determining the fair value of investment property,
including information on whether the determination of fair value was supported by market evidence or was
more heavily based on other factors because of the nature of the property and lack of comparable data.

= The extent to which the fair value of investment property is based on a valuation by an independent valuer
who holds a recognised and relevant professional qualification and has recent experience in the location
and category of the investment property being valued. If there has been no such valuation, that fact will be
disclosed.

» The existence and number of restrictions on the realisability of investment property or the remittance of
income and proceeds of disposal. No such restrictions exist in respect of Core Department investment
property

« Contractual obligations to purchase, conduct or develop investment property, or in relation to repairs,
maintenance or enhancements to that property. The Core Department has no such contractual obligations.

In respect of the Core Department, the amounts recognised in the CSCNE for: a) rental income from
investment property; and b) direct operating expenses (including repairs and maintenance) arising from
imvestment property, are insignificant and are not therefore separately disclosed in the income and expenditure
notes.
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12 Intangible Mon-Current Assets

Intangible non-current assets comprise: Purchased Software Licences and Internally Developed Software,

Trade Marks and Development Expenditure relating to both the Department and the entities consolidated within
these financial statements.

201213
£'000
Software
Licencas and
Internally
Do i b pincd Davalopmaent
Softwane Expanditurs Cthar Total
£'000 £ 000 E'000 £'000
Cost or valuation
At 1 Apsil 2012 3422 6849 178,780 76,449 AETEATH
Frice paricd adjustmants in undarlying Bccounts 4 534 2 029 24 Ban 31,212
Additions - purchased 348 951 35,249 42 384 426 564
Additions - donated 1,045 : 155 1,204
Additions - finance leased 696 - . 3
Irpairment trensferred to Revaluabon Reserve 3 : {139 {138}
rparmant transferred to the CSCNE {11,699) (233) . {11,832}
Frpai et feversats
Transfers under absorplion Scoouwniing T4 (TE2) : (18}
Transfers other than absorplion aceauntbng 564 ; : 564
Reclassification 1o assels held for saks {896) i : (BOE)
Oither Reclassificatons 129 553 {11,429) (A8 E34) 68, 530
Revaluaton and indexation 18,008 2,802 [248) 21,580
Disposals (180.752) {22.007) {1.178) {183,945)
Otfver Mo armants 490,736 - - 450,730
At 3TMarch 200 4,245 191 185,425 92,420 4,623,040
Am ortisation
At 1April 2012 1,663,128 81,412 9,883 1,654,421
Prior parod adiustments in underying accounts 2, 858 1,712 133 4713
Charged in year £79,213 27,577 2,788 B05, 548
Impasrment transferned to Revaluation Reserve
Impasrment transfermed to the CECNE 28,078 487 15 838 44 399
Impainment reversals [42) (23] - (&4)
Transfers under absorption accounting 190 [344) = {154)
Transfers other than absofplon accountng 451 ) N 451
Reclassification o assets hald for saks (B05) . . (B085)
Othar Reclas sifications 53,600 L {2.638) 31,180
Ravahiaton and indexaton (6, 454) &aAD (248) (6.072)
Dxaposats {147,918 (19.789) (478) (168.186)
Ciher Movernents 536,826 . - 536,826
At 31 March 209 2,609, 520 91,689 25,248 2,726 455
Mot book value at 31 March 2013 1,635,671 93,740 &7,174 1,796,585
Met Book Value Af 31 March 2012 1,859 523 98,358 65, 566 2024 457
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Software
Licences and
Intarnally
Doveloped  Davelopment
Software Expenditure Cther Total
£'000 £'000 £'000 £°000
Of the total:
Core Department (excleding NHS Informatics) 147.708 E - 147,706
WHS Informatics 1,166,639 < - 1,166,639
Frimary Care Trusts 19,118 1,227 723 21,068
Strategic Health Authorities 285 - - 285
MHS Trusts 125,857 7109 4,249 137,215
WNHS Foundation Trusis 141,378 48,701 48,111 238,190
Special Health Authorities 27892 17,255 12,701 57 648
Kon Departmental Publc Bodies 6,996 19,448 300 26,834
Het book value at 31 March 2013 1,635,671 93,740 B7,174 1,796,585
Foolnole

1) DH Informatics Direclorate is responsible for implementing major IT programmes in the NHS_ Whilst it is not a separale éntity, 15 figures
are separalely disclosed due o their significance in relation to the Department as a whole.

2} Included within the total value for Software Licences and Internally Developed Software, £16.2 milbon (nel book value) relates o
internally developed software for the Core Depariment.

3) The “0Other movements” lines for both cost and amontisation include an adjustment to correct a Core Depanment prios year disposal,
whera a £490.7 million nil net book value asset was disposed of in emmor. As the asset was amortised to nil net book value prior to its
disposal, this error, and its subseguent comection, has nil impact on the overall asset value. The "Other movements® ling in the amartisation
section of the note also contains a £48 1 million correction of a prior year Core Deparimeni error, The correction increases the amortisation
balance and decreases the balance on the Depariment’s revalualion reserve,
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Prior Year
2011-12
E°000
Software
Licences and
Internally
Developed Developmeont
Software Expenditure Cther Total
£000 £°000 £'000 £°000
Cost or valuation
At 1 April 2011 3,793,753 154,712 57,755 4,008,220
Opening balance adjusiment (738 (1) (1) (T41)
Adjustment for transfer of functions (G40) {640
Restated balance as at 1 April 2011 3,792,374 154,711 57,754 4,004,819
Additions - purchased 365,604 28,173 36,151 420,028
Additions - donated 342 1,264 1,608
Additions - Government granted 328 G4 422
mpairment transferred to Revaluation Reserve (7T18) {161} - {879)
Impairment transferred to the CSCNE (97.265) (14.068) . {111,331}
Impairmant reversal
Transfars 1,618 413 G0 2,640
Reclassification to assets held for sale (576) (773 (1,349)
Other Reclassifications (365.713) 19,067 {(17.871) (364 517)
Revaluation and mdexation 415,085 {39} . 415,056
Disposals (688,112) (8,646) {778) (697, 537)
At 31 March 2012 3,422,649 179,780 76,449 3,678,878
Amortisation
At 1 April 2001 2,026,698 69,350 5.288 2,101,336
Opening balance adpsment (741) - - (7T41)
Adjustment for transfer of functions (218) - - {218}
Rostated balance as at 1 April 2011 2,025,739 69,350 5.288 2,100,377
Charged in year 844,224 24 999 2520 671,743
Impairment transferred to Revaluation Resene -
mpairmint iransferred to the CSCNE {52,234) {5.893) 2.559 {55, 568)
Impairment reversal 2 - - (2)
Transfers (1,061) (B43) - {1,904)
Reclassificabion o assels held for sake (342) {460} (802)
Other Reclassification (248 367) 134 153 (248,080)
Revaluation and indexation {118,597) (53) - (118,550)
Disposals (686,234) (6.282) {(177) {692,693)
At 31 March 2012 1,563,126 81,412 5883 1,654,421
Mot Book Value At 31 March 2012 1,859,523 08,368 66,566 2,024,457
Met book value at 31 March 2011 1,767,055 85,362 52 467 1,804 884
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Software

Licences and

Internally

Developed Development
Software Expenditure COther Total
£'000 E'000 £'000 £'000
Of the total:

Core Department (excluding NHS Informatics) B8 432 = . 388,432
MNHS Informatics’ 1,201,043 - B 1,201,043
Primary Care Trusts 22,849 1,397 BET 25,113
Strategic Health Authorfties 423 . - 423
MHS Trusts 95,739 23,173 18,370 138 282
MHS Foundation Trusls 113,558 42,973 41,533 198,064
Special Health Authorities 28,550 15,503 4. 796 48 858
Mon Departmental Public Bodies &920 15,322 E 24 242
Cher ¥ - - -
Met Book Value At 31 March 2012 1,859,523 98,368 BG,568 2,024 45T

MNet book value of intangible assets in the Revaluation Reserve

£'000

At 1Apdl 202 581,086
Moverment in yaar {4,55&}

Al 31March 208 576,418

The ranges of estimated useful lives are currently:

» Software licences and Internally Developed Software: 1 - 20 years
+ Development expenditure: 1-25years
= Other (licences and trademarks, patents, purchased software etc): 1-15years

The Department revalues intangible non-current assets associated with DH Informatics Directorate
programmes at the end of each financial year, by indexing their criginal cost. Given the very significant value of
these assels, the Departiment applies the difference between the Retail Price Index (RPI) operating in the
month of purchase and the RPI at the end of the year. RPI is considered the most appropriate measure of
indexation to use with this group of assets, as no other indexation factor is available that more accurately
reflects the commercial environment in the computer services sector, or would not be compromised by the high
value of the assets. This valuation method is reviewed annually to ascertain whether RPI remains the most
appropriate index to use.

The effective date of revaluation for DH Informatics Directorate non-current assets is 31 March 2013,
DH Informatics Directorate non-current assets (whether classified as property, plant and equipment or

intangible assets) are not added to the Department's Non-Current Asset Register until confirmation has been
received from the appropriate NHS organisation that the relevant system has been deployed successfully.
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Investments categorised as "Other” include Dr Foster Intelligence Ltd and NHS Professionals. These

investments are for sale, but do not currently meet the IFRS 5 criteria for assets held for sale, and are shown in
aggregate in these accounts on the grounds of commercial sensitivity. The £189.6 million investment in Plasma
Resources UK has been reclassified as held for sale in-year.

Ths Cepartrect cor anshyie #S PeeiiTantl i o Boded i Foloow 3

B, | Nedord aod

Foolnoie

D

=1 1 CEher Bemdiew
Bodias  Bedien Share Parcentage
POC Loans Capital  Shsrehaldisg
0 [ L] e
e 1228 o 100%
10,000 120,000 T00%
a0 Tl 2 e
i 2 500 ot
0%
102 %
RER- - 160%

43, T

LEE BXLMY 182,700

1) The Core Departtment's PDC investment in, and loans to, NHS Trusts and NHS Foundalion Trusls eliminate on consolidation,
and so are not shown as consclidated Departmental Group investmenls as they are not with bodies external 1o the Group. With
the exception of MHRA, PDC is only issued to bodies within the Departmental Group.
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2) The “Repaid® line records repayments of non-current amounts: i.e. repaymenits of amounts in advance of the dates specified in
the relevant loan agreements/schedules. The repayment of the current slement of financial assets is accounted for in the
receivables note.

3)  The "lssued” line records the full value of all new loans let in-year. These loans will compnse a current and non-current element,
with the current element being immediately fransfamed lo receivables via the "Cument elernent of loans issued in-year transfermed
o receivables” hine.
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Where the Department has a formal investment in another public sector entity that does not meet the criteria for
consolidation (for example its investment in the Medicines and Healthcare products Regulatory Agency) the
investment is measured at historic cost, less any impairment, as required by the FReM.

The Department reviews the values of its other financial investments each year with independent valuations
carried out at intervals of no more than three years. The Department's investments in Community Health
Partnerships, Plasma Resources UK Ltd, SBS, NHS Professionals and Dr Foster Intelligence Ltd were all
subject to independent valuation in 2011-12. The holding values in the 2012-13 accounts were reviewed in light
of the prior year independent valuations and used market pricing information where available.

One of the m_ain considerations, in both the internal and independent valuation techniques employed by the
Department, is an assessment of the value of future liabilities of the entities, including future pension liabilities.
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The Government began a consultation on the Fair Deal for Pensions policy in 2011, in response to a
recommendation made in an interim report by the Independent Public Service Pensions Commission.

This consultation covers the options on pension provision in the public sector. and potentially creates significant
uncertainity with regard to the future value of public sector pension liabilities.

The Department’s investments predominately relate to organisations that have a substantial number of
employees with public sector pensions. These could potentially be affected by the outcome of the Fair Deal
consultation. When the Department’s investments were subject to independent valuation and review for these
accounts, the Government's application of the Fair Deal reforms were, and still are. subject to ongoing
uncertainty. It is not yet clear to what extent, if at all, the proposed changes will affect the staff employed in the
organisations, so there was no impact on the value of the Department's investments in 2012-13

The net assets and results of the relevant bodies are summarised below:
Madicines and
Heakthears

producis Plazsma Community Joinmt Or Fostar

NHG  Foundation Rogulatory Resourcas Haalth Ventures Intslligence [

Trusts Trusts Agenoy UK Limited Partrerships 585 Ltd Professionais

£'000 £'000 000 £ 000 £°000 E'000 £000 £ 000

Netdusats at 31 Mareh 201 11,305,396 17 952 244 110,578 230 837 S 335 11,239 7784 40,493

Tarrr e 3D 451 185 AR 92111 115, Tap 185 718 6960 B1 165 11,515 354, 551
Surplusiprof it for the yoar

(bl iore Tnancng) (5448 4217} {151,251) 15 180 {11 450 1947 Ta2a (38409 4 5548

Helnsnsin ut 21 Mareh 2002 12,115 648 17,467,184 95411 4267 56 410 5872 5676 35,537

T i 30911 248 35855 513 117 247 125, 050 ivat] B2 447 1d A5 311,024
Surplusiprofit for thi ysar

{bod ore Ninancingh (717871} 76,156 17218 (1B 238) 2915 4168 (9.438) 3473

Investments held by the Department of Health in 2012-13

The figures for Plasma Resources UK, SBS and Dr Foster Intelligence Ltd are for the financial year ending 31
December 2012. The figures for NHS Professionals and Community Health Partnerships are for the financial
year ending 31® March 2013. Information provided above for the following bodies is draft, as final audited
accounts were not available at the date of publication: Medicines and Healthcare Regulatory Agency, Plasma
Resources UK Limited and NHS Professionals

Credit Guarantee Finance (CGF) is a loan, guaranteed by banks, monolines or other acceptable financial
institutions, from the sponsoring Department to a PFI project Special Purpose Vehicle on ‘'market’ terms. The
CGF loans undertaken by the Department are pilots at two NHS PFI projects — Leeds and Portsmaouth. Other
than these pilots, the Department will not be undertaking any further CGF loans.

New social enterprise loans of £3.3 million have been issued in 2012-13.

The repayment of Other Bodies Loans includes a £25.4 million repayment of a loan to DCI Biclogicals, the
American subsidiary of Plasma Resources UK.

During 2012-13 the Department increased its shareholding in NHS Property Services Ltd to £15.0 million, in
exchange for 15 million ordinary shares. NHS Property Services is a limited company wholly owned by the
Department of Health. It was established on 20 December 2011 and registered at Companies House. The
company became active in the latter half of the 2012-13 financial year as the Depariment plans for the transfer
of PCT estate assets with associated liabilities and staff to the company following PCT abolition. From that
point, the company will own and run the ex-PCT estate and will take over the PCT role in relevant
arrangements (for example landlord responsibilities and strategic management).

Investments held by other NHS bodies in 2012-13

The Departmental Group figure for loans to other bodies at 31 March 2013 contains a £343.6 million working
capital loan made by NHS Business Services Authority in support of the outsourced Supply Chain
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arrangement. The primary purpose of the working capital loan is to facilitate aggregated capital purchases for
the NHS.

Further details relating to investments can be found in the accounts of underlying bodies.
Financing of NHS Trusts and NHS Foundation Trusts
The Department has two means of financing NHS Trusts and NHS Foundation Trusts:

(1) Public Dividend Capital (PDC) - issued as either structural capital when NHS Trusts are established, or
when the Department needs to provide additional financing to NHS Trusts or NHS Foundation Trusts after
establishment.

(2) Loans — normally made under standard Government loan terms, i.e. 6 monthly equal instalments of
principal and interest charged on outstanding balances. National Loan Fund rates of interest (as published by
the UK Debt Management Office) are applied.

Both PDC and Loans are held at historic value.

In 2012-13, three NHS Trusts defaulted on loan principal repayments with a value of £27.928 million. The
Department has rescheduled three of the principal repayments. All the loans remain repayable in full. There
was no default of interest payments in the year.

The Department judges that there is no material credit risk associated with either form of investment. The
financial performance of NHS Trusts and NHS Foundation Trusts is rigorously managed by Strategic Health
Authorities and the independent regulator Monitor, not least through their respective powers of intervention. No
loan to NHS Trusts or NHS Foundation Trusts has been written off since the re-introduction of loan-financing
for MHS providers in 2004.
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Core Departmant

Balance at 1 April 2012
Frior penod adpstmenis in
underly ing sccounts
AdEnng

Cons umsd/Dis posad of
VWrRtEn dow i changed 1o
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Rivr bbby

Transfer () / from non-
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BECOURting
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BbsorpEon accounting
Otiar

Balarce af 31 March 7013

Departmental Group
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Addtions
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Vikittan dow i eharged to
CSCHE

R abuation

Transfer (ko) / from non-
current assets.
Translers under abscption
Bccounting
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AESOrpton BCoouning
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Core Department
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Ry a0
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Inventories and work in progress
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201213
£ 000
Adult and Pandemic Flu
Emergency Childhood Wark in Essaontisl Coaunter- Pra
preparodness Vaccines progress Medicines measures Pandem e Flu (=L T T Total
£'000 £7000 £°000 £ 000 £000 E7000 £'000 000
- 107,980 . 5 . - 107,960
= 243 465 - 743 466
{49) (221,606) {712} {222.36T)
- (4,313) (4.313)
- 387 - - . W7
49 - - T2 61
. 128,904 . . - - . 126,804
2012-13
L0080
Adult and Pandemic Flu
Emergency Childhood Wiork in Essential Counter- Pra
pProparsdness Vaccines progress Medicines measures Pandemic Flu Cahar Tetal
£°000 £'000 £°000 £'000 £'000 £'000 £'000 £'000
250 108,019 ETTH . 134 437 B1T 268 031,806
(250 {59) {5,847} {134) {437} 6,481 {48
L 243 485 . - = 6,574,773 6818230
E] (221, 506) (1 {712) {6,522, 085) (6.744.454)
- (4.313) . (7.007) (11,320}
: IGT E - a7
48 - - - Ti2 : TEl
. . - - - 5 5
E i & L = [ 26,85T) (26, 55T
- 125,904 130 . - - BAZATT BE8,511
201112
£'000
Adult and Pandemic Flu
Emargency Child haod Werk in Esantial Countar: Pro
proparsdness Vaccines Progress Medicines measures Pandemic Flu Othar Total
£000 £°'000 £000 £'000 E£'000 £ 000 000 £7000
- a5.421 - = - T B4
- B84 & . E - T B9 428
. 203 474 * . . - : 203474
(1654} {198,B07T) - (8, B5E) [ ¥0.462) [y (238396}
. {T10) - - - - o
- 14,672 E - . - 14672
164 - E B.B5S 30,452 - 30,482
T 10T 960 2 - B = . 107 960
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201112
E000
Adult and Pandem lo Flu
Emargency Childhood Waork in Essantial Countar- Pra
1D ey o il Group praparsdnsss Vacoing s prograss Madicinas measures Pandemic Flu Cahar Total
E£'000 £000 £'000 E£'000 E£'000 £'000 000 EQDD
Balanoe at 1 April 2011 155 BB ABD 4727 - 219 47T B0, 715 005, TE1
Oipering balance adustmen - - . - . . Al 44
A dpsstment Tor irenal or of
TS = - . . . - [2.46T) {2 46T)
Fastated balance at 1 April
2011 158 &9, 408 4,727 . M9 oTT 808,296 803,342
Auddions 165 203,702 5,202 - a0 25 5674 6873 5,884 TET
L i T ek i o (339) (188, 115) {5,185) (8.B55) (30,727 {BE) [5.499.701) 15,744 019
Wi don ncharged 1o
CSOHE . (70} = : . (5728 {6, 428)
[Fare i aiiticon ] 14,672 - - - " iyl 14,650
Tranader (ko] / Trom non-
CUMTGr] assoets 60 2 . B RS 304567 = {18.345) 21,243
Congurmnbies. ared Faw
Mtarais - E - . - . {131 T8 {131, T6E)
Cnisar - - k" | 4 150 i (10,137) {8,922y
Balance at 31 March 2012 350 108,019 (Rl f 134 437 817,268 811,588
15 Impairments
2012-13 2011-12
Core Departmental Core  Departmental
Dapartmant Group Dapartmant Group
E£'000 £"000 E'D00 E'000
Im pairmants charged to Consolidated Statement of
Comprehensive Net Expenditure
Froperty Plant and Equspment impainmanis 30,142 1,288,223 36,887 1,333,555
Fitangdke asset imparmanis B 625 56,267 43, 590 £5, 760
Financial agsel impairments 18 {5,402) 2247 31,153
Mon Current Assets Held for Sake impairments . 14 634 - 28,109
Imvastment Property smpairments - {952) - 175
Total impairments charged to Consolidated Statement of
Comprehensive Net Expenditure 37,085 1,362,680 82,724 1,449,753
Im pairments charged to Revaluation Reserve
Froperty Plant and Bquipment impairments 25 THE 393 a2 602 983
Flangibie assel mpairments - 136 - arg
Financial 855 &t imparmants - {45) 100,306 100,306
westmant Fropeny irrpairments = - - =
Total impairments charged to Revaluation Resarve 25 785 484 100,348 704,168
Total impairments charged in year ar.11o 2,149,164 183,072 2,153,921
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16 Trade Receivables and other current assets

16.1 Analysis by type

Amounts falling dus within ons year:

TeiSh Tl i abind

Dposds and Sdvarcos

Caphsl recelvables - propany plant snd squismen
Capinl recerwabias - nangibie non Current assets
Capal retomwables - ditols Fild 17 Lok
INAETE AL 7EC &by BhkE

Cehor recenabios

Trade snd other receivables

Parginn prepayments maherng nooss poar
Conscbdsied Fund Exira Receipls reces ables

Cifer prapdyments @nd sctred nesms
Curant paet of FFLand othar 360viCh CONCAS 0N
YRGS PrapEy menks

Dther current sssets
Curren! part of losns repay abie iransfemed From

LTt ]
Other finencial asseis

Tetal current receivables
Ameunta falling due sfter more than one year:

Temwda rocespbdes

Deposis and sdvances

Capital recenublos - property plant and equipment
Capital receivabios - mlangibls non currenl assels
Captal rocon abins - Ssots okl for s ain

Ofhar recelables

Panaic B oy (Misnts mistuing A7 658 yosd
Onhar Prepaymants and BoCrused ncoms

Mo curment pant of PF1and ofher Service Concassan

arrangEeTenty peepay ol

Teial Tantr v akl

Totsl rece vables 81 31 Mareh 2013

Unsudited
201213 201112 2048:41
£ 000 2000 [y
Core Dw partm e ntal Care Departmantal Core Do parten e nial
Department Graup Copartmant Graup D partm ant Growp
25555 607 570 A3 TS50 246 788 45852 232 458
25 153 2198 120
- 19,107 55 005 - 54,080
- 22 1.103 L]

- 4,872
338 1B 20 1,520 30 1,281
121,498 685,218 74,181 ATH 564 55,007 727,000
147 414 1,398,830 118,141 TE4, 168 100 685 1,016,447
) 1 21378 27270 23,348 23,345
234 2 1,007 582 205, 055 1,505 001 184,113 1,164, 704
. 43,7300 T4 031 25182
234,63 1,060,753 233,176 1,667,241 184,458 1,233, 244
206,463 56,631 231,953 54,745 189,138 AT 561
T06, 463 BB, 61 231,962 £4,748 189,138 AT, E61
A 140 TAIT D [ ) A8, 118 AT4 TR 2,797,249
- FIRE 71337 86 040
- 22
. 4,113 15,757 15679
p . k1] 28
104 526 248 498 110,974 201,591 1n7e13 AIT 456
= - - . . 4
] 58,733 11,752 1601, 008 12 082 161,004
180,932 £3,165 52 008
126,398 E48, 471 122,73% 813,148 138,976 643,702
11636 2ATLTIE TOE, 598 3,031,283 B, 260 2940, 981
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16.2 Intra-Government balances

Balancas w ith other central governmant bodes

EBalances with local authorites
Balances with NHS bodies oulside the Departmental
Group

Ealancas with Public Corporations and Trading Funds
Subtotal: Intra-governmant balances
Balances with bodies external to government

Total receivables

Balances with other central governmant bodies

Balancas with local authorities
Balances w ith NHS bodes oulsxde the Depanmeantal
Group

Balancas with NHS bodes inside the Deparmental Group
Balancas with Pubhe Corporations and Trading Funds
Subtotal: Intra-governmant balances

Balances w ith bodies external io government
Total receivables

NOTES TO THE ANNUAL REPORT AND ACCOUNTS

Departmental
Group

Amounts falling
due within one

Amounts falling
due after one

Amounts falling
due within one

Amounts falling
due after one

yar yar yar yoar
2012-13 2012-13 2011-12 2011-12
£000 £°000 £°000 £:000
231,527 6,360 638, 900 18,248
185,213 3,521 91,678 400
3,360 3o7 -
430,100 9,911 730,885 19,648
1,997,154 538 580 1,687,233 593 497
2,427,254 548,471 2,418,118 613,145
Core

Department

Amounts falling
due within one

Amounts falling
due after one

Amounts falling
due within ene

Amounts falling
due after one

yarar yaar yaar yaar
2012-13 2012-13 201112 2011-12
£ 000 E 000 £'000 E'000
8,603 52 187
256 -] -
233 064 - 260,250 -
4% -
241,972 - IM2.446 -
246168 125,385 270,823 122,726
588,140 125,395 583,260 122,726
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17 Cash and cash equivalents

201213 2011-12

E'000 E°000

Core  Departmental Core Dapartm e ntal

Da partm ant Group Do pavr trm it Group

Balance at 1 April 2012 520,148 5.805,198 1,624,356 5,890,739

Adjustrment for transfer of funclions - - . {5.464)

Opening balance adjustment - : - 6,362

Restated balance at 1 April 2012 520,148 5,805,198 1,624 356 5,891,667

Met change in cash GG 412 1,616,507 {1,104,208) (B6,459)

Balance at 31 March 2013 1,208,560 7.421.705 520,148 5 805,198
The foliow ing balances at 31 March were held at

Office of HM Paymaster General -

Commercial banks and cash in hand 1,206, 560 7401512 520,148 5763718

Short term nvestmants - 20193 - 41,479

Balance at 31 March 2013 1,206,560 7,421,705 520,148 5,805,198

Following the introduction of the Government Banking Service (GBS) in 2008-10, cash balances held in bank
accounts operated by the Office of HM Paymaster General have reduced to zero. Cash held in GBS accounts
is included within the Commercial banks and cash in hand line of the above note. Cash held in GBS accounts
totalled £1,206.6 million for the Core Department and £7,244.2 million for the Departmental Group in 2012-13.
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18 Assets classified as held for sale

D partm ental Group

2012-13

END00

Flant apd Eioekpiled Intampible Fimanoini

Land Buildings Machinery e eds Asneis Annets’ Teial

£008 £ 008 S TT] £rann £roon £ro00 £oon

As at 1 April 2012 147,153 85 030 3,803 - 314 = 246,000

Priof paried adjustiments in underlying accounts {1,085 38581 (2.854) = . (2

Assets held for sake in year 108,862 53.138 4 B35 - 01 189,567 356,523

Assets sold in year (90, 5584) (59.845) (852100 - {&0a)y . {156, 268)

Frpainment of assets held for sake {7.741) (13.304) {314) . - - {21,358)

Revarsal of impairments of 85313 hald for sas 2,608 555 . . - . 3,452

Assets no onger held for sake (for reasons other than sale) (2. 434) {1, 4492) {40y . . ' (3, 968)

Gaini{koss) on transler o assets ekl for sake . - - 5 -

Transfers undar absorplicn accounting - - - - - - =

Transfers other than absorption sccounting - . . - . . -

Transfer i> MHS Foundation Trusis (1) - - ¥ - : (1)

Revahsation 1,089 {120} - - - : )

Cther mowemants " . . E 382 382

As at 31 March 2013 158,213 77.572 18 B [ET) 189,929 428,721
Liabiities associated with assels held for sale 8t 31 March

2013 . (BZ) - . . (B2}

Foatnate
1) The £189.8 million financial asset held for sale is the Deparment’s investment in Plasma Resources UK which was reclassified as held
for sale in-year.

Amount attributable to Core Department:

Plant and Steckpiled Financlal
Land Bulldings Machinery goods  Imtangibles Annata Tatal
£00d E*000 £°000 £'000 £°000 £°000 £°000
Core Dapartment as at 31 March 2013 8,362 468 . . . 160,920 198,759
D partm e ntal Group
2011-12
E'000
Plant and Stockpiled  Intangible Finamzial
Land Bulldimgs Machinery goads Asmsis Assals Tatsl
g fo] ] £'008 £°000 £oog tooan oo E"DOD
A at 1April 200 153,758 58,363 3,548 . i . 215,662
Opening balance s tmen 9 (10 {4) 2 F 2 {1
Adpstment for ransfer of functons 1 - - - 2 - 1
Restated balsnce as at 1April 2041 153,768 £B.353 3,544 - i3 - 215 662
Azsets heid for salke in yaar 137 482 132 608 ,008 - 547 - 276 641
Assels sod in year (125,060)  (69.250) {4.841) - (2309 - [ 200.381)
krparment of assats hald for sake {19, 556) {15.448) {581) . - - {35, 865)
Reversal of impairmanis of assets held for sake 4195 S - . . . 5138
Aggets no longer held for sake (for reasons olbier than sabke) {2,276) {12.172) (845 - - . {15,093)
Transter fo NHS Foundation Trusts - . - ] - . -
Am ot 31March 2012 147,153 85,030 3,503 - 314 . 248,000
Liabiities agsociated with assets held for salke at 31 March
maz (BE) (171} : - - (259)
Amount attributable to Core Department:
Plant and Stockpiled Finansisl

Lapd Buildings Machinery geods  Intangibles Assets Total

(] £'e0h E'200 L 009 £'aon E"300 a0

Core Department as at 31 March 2012 7.847 a08 - . . - B.656
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19 Trade Payables and other current liabilities

19.1 Analysis by type

Un audibed |
bl FR ] 201112 20100-11 |
' 000 000 000 |
Care D partmantal Core Do partmmental Core D pasr e e bal
D partmani Grop Dt pir Erm sk Greup Doy or rry @t Qraup |
A ounts Taling dus wWHRIn Gne fb R |
|
Trade payables 44 DY 4123534 AT 30 3,511 260 58 By 3T ETe
Capdal paryabies - propsty plant Srel pguipeent - S50, O 4 B8 224 : 49z 555
Captnl pary MM - FLARGEM fon ol siiel 5107 102 188 55, 189 108 ST 122387 130 855
Capdal paryaibles - assets hald for saie 5 1237 3 7. fy i |
Cagdal iy abied - rreasimenis o LT.¥] . L - o |
R Py 12.857 1,071,057 4,008 Bz sma 18,308 g0 7a2 |
Trade and cther paysbies 143 546 5,867,689 148,521 4,978,137 196,597 B IT4.8TH
Elark Oeomretr ol . 25401 % 20,740 G4 313
VAT . 4508 E 4 587 21,384 28,040
Cxner taxation and social securty 3015 TR A% A2 T2 ohl Az TR0 TS
Early refresmant COSIS paryainia w Ehn or yoar £ 176 . 252 E £ l
EEA Medeal ot Accrus 513,878 B135TE 531 553 544, 503 ST, 408 SET 108 i
Caine A ccriaaiy 271,835 4,448 553 325,403 4779357 310874 3B D
Dol grinits inccoml [ Inciuing tranal e {rom fessraes 20178
i rrarich cheye ae st} - ol by x G - 15303
Dol e e i o 7313 BET 581 B8 805 TOR 415 a0 833 BT7 058 ]
Currertt part of {nance wase B.pa0 ©1.858 83253 832085 13,337 145873
Currerd part of imputed Finanos keass sbemant of on
Siniemeni of Firnancial Fosibon PRIcaniracts and other
BCV SR SONCAIEGN STaNgTaTS . 274 REE = 200, 54T : 234 B0
AUt 85 usd from e Wﬁﬂfﬁm“
nob Spal By sl ered 1,438,008 1,428 0as B0L 005 B0, Cr5 Sl s BAZ fEE
Congoldated fursd axira recoipts 9us 10 be pad 10 the
Consoldabed Fund - Recasd 20,008 20,008 95 @5 53 53
Congolaated fursd auira recopts Sun 10 be paad 1o the
Conscldated Fund - Recey abie 1 1 TITe mam 23345 23,345
Ot awmounit puary bies 82 tha Conschaated Fund . - - - A5 TH2 T35 TR
Cunrrars? ki, iy bbb By MRES Trusis S0 enlbes outside
the ssccowuniing boundany . 7278 - 3.3 . ]
Poraion Lsbiitas . a7z - ] = ]
Ceher lisbiliien 2,306,618 8,012,700 1,678,607 7,758,508 2,708,128 8,147,677 1
Tolal current paysbles T.AT0 464 13,870,389 1,735,118 VLTIT.R4% 908726 13,422,558
- e
Amounts falling dus after mors than one yaar:
Firarics i A4 GG 200,408 55 818 LT T2 885 394,880
routed lirance sase elemend of on Sinleme of
Finarvcial Pos Bon PRI comrects and cffwe service
P e I T NGRS . 11,4808 379 11, 4£54 055 - 1000, 500
Fonsion Liabdtes B TEa . 8855 = 4378
Rnancisl skt 44,500 11,703,573 1% 11,816,236 72505 10,492,578
Temde pary abias - 14 Ded & . 2180 - 23417
EEA Modics Cosls Accrual 2345 343 235,343 160,837 180,839 195,280 1845 280
Capinl pary abls. « o Opiity DR 8 douiprnnt . 2038 . 5848 . 8,055
Captad pary b - FRANGE® Feor Sulfert BYSols 4T 44T &8 503 104,313 10 387 133 810 133,899
Capinl paryabies - au-vts held for sam = - L z 3 k
Othar payscles 15 Crea 17817 - 144,714 o 135 47
Dl grrad ey n:m:ml.-ﬂng U T 17 S Diinrnas
b mabch cpes it ) - T2 - #80 - 19,089
Dutarred rome 127 8 810 18,50 '
843 055 23,800 145 820
Mon-Gurnen] ioans payabée by MHS Truaes 1o ontfiog
Cuks ide thes B2 counting boundary : 7880 = 5985 - B.aT4
CHhar payables 10,810 636,109 281,472 B11.858 I62,TIS BET.ATH
Tolal non-surrant payables 354, 899 12,339,762 338,288 12,427,081 425 Aad 'M
ol pcbecieds 2626063 26,210,151 2,004,406 26,164,737 3,331,418 24,882,512
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19.2 Intra-Government balances

Balances with other central government bodies

Balances with local authortes
Bakncas with NHS bodes outside the Departmental
Group

Balances with Public Corporations and Trading Funds
Subtotal: Intra-government balance s

Balances w ith bodies external 1o government

Total payables

Balances w ith other central governmant bodies

Balances with local authorties
Balances with NHS bodes cutside the Departmental
Group

Balances w ith NHS bodees inside the Departmental Group

Balances w ith Public Corporations and Trading Funds
Subtotal: Intra-governmaent balances

Balances with bodes external to government

Total payables

NOTES TO THE ANNUAL REPORT AND ACCOUNTS

Departmental
Group

Amounts falling
due within omne

Amounts falling
due after one

Amounts falling
dug within ona

Amounts falling
due after one

yaar yaar yiar yaar
2012-13 2012-13 2011-12 2011-12
E'000 £000 £'000 £°000
1,221 990 £ 026 1,106,897
276 081 1,911 248,328 4,398
12 488 5448
1,510,559 6,937 1,360,673 4,398
12,359 830 12,332 825 11,376,973 12 422 693
13,870,389 12,339,762 12,737,648 12,427,084
Core
Department

Amaounts falling
due within one

Amaounts falling
due after one

Am ounts falling
due within one

Amounts fallimg
dug after one

year yaar yaar Y& ar
2012-13 2012-13 2011-12 2011-12
£'000 £'000 E£'000 £'000
1,467 608 - 650 894
6,622 588
66,559 73,088
2,088 805
1,572,877 - 725,275 -
8a7 587 355,599 999,743 338,288
2,470,464 355,599 1,725,118 338,288
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Clinical Negligence

The Department of Health provides for future costs in a number of cases where it is the defendant in legal
proceedings brought by claimants seeking damages for the effects of alleged clinical negligence.

Strategic Health Authorities, Primary Care Trusts, NHS Foundation Trusts and NHS Trusts retain legal
responsibility for all liabilities covered by the clinical negligence schemes: the Ex-Regional Heaith Authaority
Scheme (ex RHA), Existing Liabilities Scheme (ELS) and Clinical Negligence Scheme for Trusts (CNST), but
the h!HS Litigation Authority (NHSLA) accounts for all the liabilities under these separate schemes. Actuaries
appointed by the NHSLA undertake regular reviews to identify movements in the value of likely future
settlements under these schemes, and these are recorded in the NHSLA's annual accounts.

The movements in provisions recorded in the Statement of Financial Position of the NHSLA are made up of
several elements namely: changes to the value of existing claims brought forward at the start of the financial
year, the outstanding value of new claims received in year which remain open at the end of the financial year,
and an allowance for claims incurred during 2012-13 which are yet to be reported.

Known reported claims are individually valued using likely costs to resolve the claim and probability factors to
take account of the potential of a successful defence, whilst incurred but not reported (IBNR) claims are valued
using actuarial models to predict likely values. The NHSLA reviews its actuarial models twice each year as it
seeks to compare previous forecasts to actual activity in year. The value of the provision increased by
£4,070,518,000 in 2012-13 (from £18,619,999,000 at 31 March 2012 to £22,690,517,000 at 31 March 2013),
£1,196,000,000 of the increase being attributable to the in-year change in discount rate. Additionally, the
numbers of clinical claims reported to the Authority have increased significantly in recent years, with annual
claims volumes having increased by 67% since 2007-08, and during 2012-13 this trend continued with 11%
growth in comparison to 2011-12. This is believed to be the result of more incidents converting to claims as
well as claims being reported to the Authority more quickly.

Clinical negligence claims which may succeed, but are less likely or cannot be reliably estimated, are
accounted for as contingent liabilities.

Clinical negligence provisions in the accounts of the NHSLA as at 31 March 2013 include £37,849,000 for the
RHA scheme, £2,266,187,000 under the ELS and £20,386,481,000 for CNST.

Of the total £22,690,517,000 clinical negligence provisions, £1,175,287,000 is expected to be payable within 1
year, £7,372,504,000 in 1 to 5 years and £14,142 716,000 after 5 years. These estimates are based on the
anticipated timing and progress of claims through the legal process.

Sensitivity of estimated clinical negligence provision as at 31 March 2013 to movements in the tiered
read discount rate and other key assumptions

In 2012-13 HM Treasury changed the discount rate for general provisions from the previous 2.2% to three
'tiered' rates, short (-1.8%), medium (-1.0%) and long-term (2.2%) as set out in HM Treasury's Public
Expenditure System (2012) 15 paper published 30 November 2012 (the provisions accounting policy, Note
1.27, provides further details). As can be seen in Note 20, the impact of this change on the clinical negligence
provision was £1.4 billion.

Due to the long-term nature of the liabilities and the number and nature of the assumptions on which the
estimate of the clinical negligence provision is based, some uncertainty about the value of the liability remains.
For example, the table below shows that if the HM Treasury discount rates were to be further adjusted by 0.1%
the total clinical negligence provision recorded in the Statement of Financial Position would increase by £394
million and likewise a reduction of 0.1% would reduce the clinical negligence provision by £381 million. This
sensitivity analysis is included in this note to enable readers to understand the impacts such adjustments would
have on the accounts although it should be noted that the relationship is not purely linear in all cases as can be
seen by the changes outlined in the table.
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Change to Change to the

Total the original original
Summary of provisions provisions estimate estimate
Em Em 3
0.1% decrease in the discount rate 23,352 3a4 1.7%
Tiered real discount rate structure 22,958 0 0.0%
0.1% increase in the real discount rate 22577 =381 =1.7%

The clinical negligence provision's value is particularly sensitive to changes in the long term discount rate given
its nature. The disclosures above show the impact of a change of 0.1%, however the potential change in the
discount rates applied could be significantly more in the long term meaning the uncertainty surrounding the
valuation of this liability could be significantly greater than the numerical values presented.

Other factors affecting the value of the clinical negligence liability which are subject to estimation and
assumption include patterns of delay in reporting incidents, assumptions regarding the severity, frequency
and/or value inflation of claims, the differential between Retail Price Index (RPI) and Annual Hourly Earnings
(ASHE) index over the long term and life expectancy.

Early Departure

These financial statements provide for the additional future costs, beyond the normal benefit awards for which
employees are eligible under the terms of their pension scheme, arising from compensation payments for
termination of employment through redundancy, severance or early retirement. The provision also takes
account of arrangements with pension schemes under which employees can make prepayments to meet future
liabilities. On the basis of the age of retirees, expenditure is likely to be incurred over a period of up to nine
years.

The provision mainly relates to early retirement liabilities in Primary Care Trusts, NHS Trusts and NHS
Foundation Trusts.

Primary Care Trust liabilities total £97,289,000. Of the total, £11,445,000 is expected to be payable within 1
year, £39,214,000 in 1 to 5 years and £46,630,000 after 5 years. NHS Trust liabilities total £158,146,000, of
which £13,249,000 is expected to be payable within 1 year, £48,002,000 in 1 to 5 years, and £96,895,000 after
5 years. NHS Foundation Trust liabilities total £163,098,000, of which £15,353,000 is expected to be payable
within 1 year, £59,626,000 in 1 to 5 years, and £88,119,000 after 5 years.

Further amounts of £3,574,000 are included in Strategic Health Authorities, of which £254,000 is expected to
be payable within 1 year, £2 300,000 in 1 to 5 years, and £1,020,000 after 5 years; £3,183,000 in Special
Health Authorities and Arms Length Bodies of which £1,783,000 is expected to be payable within 1 year,
£106,000 in 1 to 5 years and £1,294,000 after 5 years.

Injury Benefits

The Department's Annual Report and Accounts provide for the future costs of permanent Injury Benefits
awarded up to April 1997 to NHS staff injured in the course of their duties. From this date, the respective NHS
body which employed the injured person has been liable for the costs. The Injury Benefit awards are
guaranteed minimum income levels, and are granted for the life of the individual. The award is based on an
assessment of the nature of the injury and the effect on the individual's earning capacity which results. The total
claim provided for is £757,840,000 of which £51,683,000 is expected to be payable within 1 year, £216,110,000
in 1to 5 years and £490,047 000 after 5 years.

EEA Medical Costs

EEA Medical Costs refer to medical costs incurred by UK Citizens in other European countries which are
accounted for as liabilities payable by the UK to those European countries.

The total cost provided for is £563 253,000 of which £201,656,000 is expected to be payable within 1 year and
£361,597,000 in 1 to 5 years.
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Other
These financial statements disclose other provisions of £2 4181 73,000, which relate to the following:

* The future support -::!f patients who contracted HIV from contaminated blood supplies. The total provision is
£118,644,000 of which £7,029,000 is expected to be paid within 1 year, £28,355,000 in 1 to 5 years and
£83,260,000 after 5 years.

. Legallaaillm_. against Primary Care Trusts amounting to £19,408,000, of which £10,484,000 is expected to
be paid within 1 year, £3,048,000in 1 to 5 years and £5,875,000 after 5 years.

* Legal clgimg against Strategic Health Authorities amounting to £7,269,000, of which £4,859,000 is expected
to be paid within 1 year, £2,410,000 in 1 to 5 years and £0 after 5 years.

* Legal claims against NHS Trusts amounting to £34,813,000, of which £25,135,000 is expected to be paid
within 1 year, £4,266,000 in 1 to 5 years and £5,412,000 after 5 years.

» Restructuring pn:w_'isir::ns recorded by Primary Care Trusts amounting to £9,482 000, of which £9.292 000 is
expected to be paid within 1 year, £116,000 in 1 to 5 years and £84,000 after 5 years.

» Restructuring provisions recorded by Strategic Health Authorities, with a total value of £1,.109.000. all of
which is expected to be paid within 1 year.

* Resltructuring provisions recorded by NHS Trusts amounting to £47,398,000, of which £43,705,000 is
expected to be paid within 1 year, £2,263,000 in 1 to 5 years and £1,430,000 after 5 years.

+ Redundancy provisions recorded by Primary Care Trusts amounting to £19,412,000, of which £18,895 000
is expected to be paid within 1 year, £472,000 in 1 to 5 years and £45,000 after 5 years.

» Redundancy provisions recorded by Strategic Health Authorities, with a total value of £2,973,000, all of
which is expected to be paid within 1 year.

* Redundancy provisions recorded by NHS Trusts amounting to £98,524,000, of which £80,122,000 is
expected to be paid within 1 year, £8,062,000 in 1 to 5 years and £340,000 after 5 years.

+ Continuing Healthcare provisions recorded by Primary Care Trusts amounting to £763,562,000, of which
£426,385,000 is expected to be paid within 1 year, £298,036,000 in 1 to 5 years and £39,141,000 after 5

years.

NHS Continuing Healthcare is a package of care arranged and funded by the NHS which can be provided in a
range of settings, including a NHS hospital, a care home or an individual's own home. It is awarded using
eligibility criteria depending on whether a person's primary need is a health need. Continuing Healthcare
provisions provide for the future costs where individuals who should have received NHS Continuing Healthcare
for a past period of care but did not. In March 2012, the Department of Health announced the following in-year
deadlines for individuals or their representatives wanting to request an assessment of eligibility for NHS
Continuing healthcare between 1 April 2004 and 31 March 2012:

s For the time period 1 April 2004 — 31 March 2011 the deadline for requesting an assessment was 30
September 2012.

» For the time period 1 April 2011 - 31 March 2012 the deadline for requesting an assessment was 31
March 2013,

The announcement of these deadlines has increased the number of requests for assessments received in-year
which accounts for the £629 743,000 increase in the Continuing healthcare provision; from £133,819,000 at 31

March 2012 to £763,562,000 at 31 March 2013.

= A scheme in respect of persons who have contracted Hepatitis C through blood and blood products in the
course of treatment by the NHS. The total amount provided is £217,323,000 of which £14,646,000 is
expected to be paid within 1 year, £54,305,000 in 1 to 5 years and £148,372 000 after 5 years.

» Non-clinical claims administered by NHSLA under the Liabilities to Third Parties Scheme (LTPS) and the
Property Expenses Scheme (PES), with a total value of £267 438,000, of which £57,396,000 is expected to
be paid within 1 year, £192 316,000 in 1 to 5 years and £17,726,000 after 5 years.
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21 Capital Commitments

2012-13 2011-12

£000 £'000

Core Departmental Core Departmental

Do partm ent Group Da partm ant Group

Property, plant and equipment 635,225 2074501 513,295 1,527,242

ntangibke non-current assets 480,155 508,002 B6T, 268 699,825
Total contracted capital comm itments at 31 March not

otherwise included in these financial statements 1,115,380 2,582,904 1,180,583 2,227 067

This note discloses commitments to future capital expenditure, not otherwise disclosed elsewhere in the
financial statements. Included within capital commitments are non cancellable contracts and purchase orders
which commit the Department to capital expenditure in a future period. Commitment to expenditure under other
forms of agreement such as Memorandums of Understanding may be considered as capital commitments if
they, in exceptional circumstances, effectively commit the Department to the expenditure as it would be
reputationally or politically damaging for the Department to withdraw from the agreement. Any future capital
funding within the Department's accounting boundary does not represent a capital commitment Capital grants
that meet the above definition are disclosed within this note.

A large proportion of Core Department capital commitments relate to contracts entered into by DH Informatics
Directorate for the delivery of the programme formerly known as the National Programme for IT (see note 23 for
further details). In 2012-13 DH Informatics Directorate had capital commitments amounting to £479m (2011-12:
£534m).

The Department has additional Capital Commitments of £130 million in respect of the construction of the
Frances Crick Institute for Bio Medical Research, £129 million which is committed to local authorities for the
community capacity grant which supports adult personal social services and £200 million for the confirmed
grants for social care housing. There is a further £97 million for the purchase of residual interests in
Independent Sector Treatment Centre (ISTC) schemes.

Of the Departmental Group’s capital commitments, £41 million, £508 million and £897 million are within the
accounts of Primary Care Trusts, NHS Trusts and NHS Foundation Trusts, respectively.
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21.1 Commitments under leases

Operating leases

£74 million of the Core Department's minimum payments relate to the rental of office accommodation. The
Depariment rents accommodation in 14 buildings and the term of the leases will expire in the period 2013-
2021.

2012-13 2011-12
£'000 £'000
Core  Departmental Core Departmental
De partment Group Department Group

Payments recognized as an expensa
Minimum lease paymeants 18,960 808,130 22,215 808 820
Contingent rents - 11,348 - 8,393
Sub-lease payments - 13,711 - 12,376
Total 18,960 833,189 22,15 830,589

Total future minimum lease payments under operating leases are given in the table below for each of the
following periods.

201213 2011-12
E'000 £'000
Caore Departmeantal Core Departmental
Department Group Department Group
Total future minimum lease payments under
non-cancellable operating leasas
Land:
Mot later than 1 year - 8,135 - 10.018
Later than 1 year. not later than 5 years - 22,381 - 21,835
Later than 5 Years - 74,265 - 78,260
104,782 - 110,114
Buildings:
Mot kater than 1 year 22677 495316 20,985 548 582
Later than 1 year, not later than 5 years 53,807 1.131.969 65,002 1,151,864
Later than 5 Yaars 1,654 1,830,878 7.851 1,777,838
78,278 3,458,163 84,929 3,478,284
Cther:
Mot later than 1 year 38 183,081 -] 184,951
Later than 1 year, not later than 5 years 12 323523 41 325,684
Later than 5 Y ears - 51,190 - 4,021
51 567,794 117 574,656
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Operating Lease receipts

Receipts recognised as revenue
Minimum lease receipts

Contingent rents

Sub-lease recepts

Total

Total future minimum lease receipts under

non-cancellable operating leases
Land:

Mot later than 1 year

Later than 1 year, not later than 5 years
Later than 5 Years

Buildings:

Mot later than 1 year

Later than 1 year, not later than 5 years
Later than 5 Years

Cther:

Mot later than 1 year

Later than 1 year, not later than 5 years
Later than 5 Y ears

NOTES TO THE ANNUAL REPORT AND ACOUNTS

2012-13 2011-12

E£'000 £'000

Core Departmental Core Departmental
Department Group Cepartment Group
5182 190, 454 3,547 152,104
- 14,257 - 13,464

- 1,472 . -
5,182 206,193 3,547 165,568
2012-13 2011-12

£°000 £'000

Core Departmental Core Departmental
Department Group Department Group
3,008 2,354

- 6,768 5318

- 106 821 78,057

- 116,587 - 85,729
1,780 235749 1,686 23 040
2,076 67 454 3.282 B5 052
52 93 665 1,494 a8 281
3,918 184,698 6,462 186,383
= 280,878 S10,916

- 588,420 574,302

- 1.022,755 - 1,105,833

- 1,892,053 - 1,981,051
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21.2 Finance leases

The Department's significant finance leases relate to the Ambulance Radio Programme, where leased assets
include terminal equipment for radio dispatchers and associated voice systems, and to the Renal Programme,
where leased assets are used in the delivery of services, and which comprise land, buildings (wards and
theatres) and equipment. Different types of equipment are contained in the facilities and the major items include
water treatment plants, the Commissioning Data Set (CDS) and dialysis machines.

The minimum payments of the Ambulance Radio Programme are £33,347,000 and the lease expires in 2020-
21. The minimum payments of the Renal Programme are £4,269,000 and the lease expires in 2016-17.
Commitments under finance leases are as follows:

2012-13 2011-12
Minimum lease payments: £'000 £000
Core Departmental Core Departmental
Departm ent Group Department Group
Buildings:

Mot later than 1 year 1,373 63,082 1,373 25,732
Later than 1 year, not later than 5 years 15,682 84 397 17,085 133,220
Later than 5 Years - 287,007 - 302,761
17.055 434,486 18,428 461,713
Less interest elemant (1,842) {221.384) (2,403) (234,609)
15,213 213,102 16,025 227 104

Other:
Mot later than 1 year 9,957 48,275 9,874 56 381
Later than 1 year, not later than 5 years 31,884 120,796 39,828 130,193
Later than 5 Years 2,717 26,634 7,175 29,636
44 558 195,705 56,877 218,210
Less inlerest element (5.918) {28.713) (8.833) (31,044)
38,640 166,992 48,044 185,166

Land:
Mot later than 1 year - 877 - 879
Later than 1 year, not later than 5 years - 3,510 - 2377
Later than 5 Years - 10,575 - 11,138
- 14,962 - 14,394
Less interest elemeant - {6.799) - (10,084)
. 8,163 - 4,300

158

scmbiens






Department of Health

Annual Report and Accounts 2012-13

21.3 Finance lease receivables

Amounts receivable under finance leases

Gross Iinvastments in loases

Mot later than 1 year

Later than 1 year, not later than 5 years

Later than 5 Years

Less future finance income

Fresent value of minimum lease paymeants

Less curnulative provision for uncolleciable payments:

Total finance lease receivables recognised in the
Consclidated Statemant of Financial Position

Of minimum lease paymants

Within 1 year

Betweaen 1 and 5 years

After 5 years

Less future finance ncoms

Present value of minimum lease payments
Less cumulative provision for uncollectable payments:

Total finance loease recelvables recognised in the
Consolidated Statement of Financial Pogition

mchded in:

Current finance lease recanables
Mon-current finance lease receivables
Sub total

Rental revenue
Contingent rent
Other

Total rental revenue

NOTES TO THE ANNUAL REPORT AND ACOUNTS

2012-13 201112

£°000 £000

Core Departmental Core Departmental
Department Group Da partmant Group
- 1,953 - 1,438

- 8,084 6,542

. 39 437 40,923

= (22,769) {19,540)

- 26,705 - 28,9654
26,705 - 28,964

2012-13 2011-12

£'000 £'000

Core Departmental Core Departmental
D partim @ nt Group Dapartmaont Group
- 1,367 - 476

. 5,312 - 2,273

- 20,026 - 26,215

- 26,705 - 28,964

- 26,705 - 28,964

Fa ABE - 456

- 26,219 - 28,498

- 26,705 28,964
2632 2430

- 1,945 - 4

- 4,577 - 2,434
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22 Commitments under PFl and LIFT contracts

Details of PFI and LIFT contracts in respect of each of the following categories are recorded in the individual
accounts of relevant PCTs, NHS Trusts and NHS Foundation Trusts.

22.1 NHS LIFT schemes deemed to be off Statement of Financial Position
In this financial year, two PCTs reported off-Statement of Financial Position LIFT schemes (2011-12: four
PCTs). The estimated capital value of these schemes is £2 558 000 (2011-12: £6,770,000). The assets which

make up this capital value are not assets of the PCTs. The amount included within operating expenses for
these schemes is £540,000 (2011-12; £1,123,000).

22.2 NHS LIFT schemes deemed to be on Statement of Financial Position

PCTs

In this financial year, 82 PCTs reported on-Statement of Financial Position LIFT schemes (2011-12; 80 PCTs).
The assets of these schemes are treated as assets of the PCTs. The substance of each contract is that the
PCT has a finance lease, and payments comprise an imputed finance lease charge and a service charge. The
amount included within operating expenses for the service element of these schemes is £54 938 000 (2011-12;
£48,876,000).

NHS Trusts

In this financial year, 2 NHS Trusts (2011-12: 2 NHS Trusts) reported on-Statement of Financial Position LIFT
schemes. The assets of these schemes are treated as assets of the trusts. The substance of each contract is
that the NHS Trust has a finance lease and payments comprise an imputed finance lease charge and a service
charge.

Details of the individual LIFT schemes are included in the accounts of each NHS Trust

Total obligations for the on-Statement of Financial Position NHS LIFT Schemes due:

2012-13 2011142

£ 000 £'000

Core  Departmental Cora Do partmantal

DO partmant Group Departmant Group

Mot later Ehan 1 year . T4 OG0 - 148 412
Later than 1 year, not laster than 5 years . G4 5, 005 - 588 005
Later than & years = 3182777 - 2,992 bEE
Sub total - 4,002,781 - 3,727,383
Less: inferest clamant . {2,231, 556) & (2080, 642)
“Total g 1,770,765 E 1,827,741
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22.3 Charges to the Consolidated Statement of Comprehensive Net Expenditure in respect of NHS LIFT
Contracts

The total charged in the year to expenditure in respect of off-Statement of Financial Position NHS LIFT
contracts and the service element of on-Statement of Financial Position NHS LIFT contracts was £55,786,000
(2011-12; £50,296,000).

The PCTs and NHS Trusts with NHS LIFT contracts are committed to the following total charges:

2012-13 201112
£ 000 £'000
Core  Deparbmental Core  Deparimental
Da partment Group Departmeant Group

MHS LIFT Scheme Obligations
Mot kater tham 1 year - B2 135 - : 56,716
'_Labar than 1 year, not later than & years £ 268 608 = 251,398
Latar than 5 years - 1,420,375 - 1,387,958
Total - 1,751,118 . 1,696,073

22.4 PFlSchemes deemed to be off Statement of Financial Position
PCTs
In this financial year, no PCTs reported off-Statement of Financial Position PFI schemes (2011-12: Nil).

MNHS Trusts

In this financial year, 5 NHS Trusts reported off-Statement of Financial Position PFI schemes (2011-12: four
trusts). The estimated capital value of these schemes is £16,001,000 (2011-12: £16,001,000). The assets
which make up this capital value are not assets of the individual organisations. The amount included within
operating expenses for these schemes is £11,727,000 (2011-12 £12,659,000).

Details of the individual PFI schemes are included in the accounts of each NHS Trust.

MHS Foundation Trusts

The assets used to provide the services under the PFI schemes are not assets of the Foundation Trust. The
gross amount included within operating expenses for these schemes is £7,304,000 (2011-12: £7,971,000).
Details of the individual PFl schemes are included in the accounts of each Foundation Trust.
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22.5 NHS PFl schemes deemed to be on Statement of Financial Position

2012-13 201112

£'000 E'000

Core  Departméntal Core  Departmental

Department Group De partmant Group

kot later than 1 year - TBE 80T - TET 528
Later than 1 year, nol later tham 5 years = 3,088 471 . 3,058, 189
Later than 5 years . 16,058, 146 - 18,535 3538
Sub total : 19,511,424 ! 20,359,075
Less: interes! elermant - (9.997.242) - (10.272.371)
Total - 9,914,182 - 10,086, 704

PCTs and NHS Trusts

In this financial year, 27 PCTs and 44 NHS Trusts reported on-Statement of Financial Position PFl schemes
(2011-12; 28 PCTs and 46 trusts). The assets of these schemes are treated as assets of the PCT/NHS Trust
The substance of each contract is that the PCT/Trust has a finance lease, and payments comprise an imputed
finance lease charge and a service charge. The amount included within operating expenses for the service
element of these schemes is £525,983,000 (2011-12; £463,547,000).

Details of the individual PFI schemes are included in the accounts of each PCT and NHS Trust.

NHS Foundation Trusts

The assets of these schemes are treated as assets of the NHS Foundation Trust. The substance of each
contract is that the organisation has a finance lease, and payments comprise an imputed finance lease charge
and a service charge. The amount included within operating expenses for the service element of these
schemes is £439,511,000 (2011-12; £380,617,000).

Details of the individual PFI schemes are included in the accounts of each NHS Foundation Trust.

22.6 Charges to the Consolidated Statement of Comprehensive Net Expenditure in respect of NHS PFI
contracts

The total charged in the year to expenditure in respect of off-Statement of Financial Position PFI contracts and

the service element of on-Statement of Financial Position PFl contracts was £984,525,000 (2011-12:

£874,794,000).

2012-13 201112
£'000 E£'000
Core Da partmantal Core Departmental
Department Group D par tim e nt Group

PFl Scheme Obligations
Mot lates than 1 year o011, 727 828 755
Il.-lbef than 1 year, nol later than 5 years - 3,712 881 3477 159
Later than 5 years 25,836,247 25,328,802
Total - 30,450,935 29,635,716
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23 Other Financial Commitments

2012-13 201112

£000 £'000

Core Departmental Core Dwx partm e ntal

Department Group Department Group

Mot later than 1 year 1,909,452 2,115,268 3,089,420 3,282,990
Later than 1 year, not later than 5 years 2,001,066 2,305,425 1,487,578 1,731,975
Later than 5 Years 55,046 156,028 84,226 150,851
3,965,564 4 577,721 4,661,224 5,165,816

This note discloses commitments to future expenditure, not otherwise disclosed elsewhere in the financial
statements. Included within other financial commitments are non cancellable contracts and purchase orders
which commit the Department to revenue expenditure in a future period. Commitments to expenditure under
other forms of agreement such as Memorandums of Understanding may be considered as commitments if they,
in exceptional circumstances, effectively commit the Department to the expenditure as it would be
reputationally or politically damaging for the Department to withdraw from the agreement. Any future funding
within the Department's accounting boundary does not represent a financial commitment.

The Core Department's total committed future other expenditure is £3,966 million (2012-13 £4,661 million). The
decrease is largely due to responsibility for the Learning Disability and Health Reform Grant, which has
previously been allocated to local authorities by the Department, transferring to the Department for
Communities and Local Government from 2013-14 (£1,374 million expenditure in 2012-13). There are also
decreases in the committed expenditure from DH Informatics.

At the end of the reporting period, DH Informatics had entered into various contracts which, if delivered
according to the terms of those contracts, would result in financial commitments of £702 million (2011-12:
£1,042 million) over the next 5 years. The contracts relate to programmes managed under the programme
formally known as the Mational Programme for IT, which will in the future continue to be delivered by DH
Informatics, a Directorate of the Department of Health, for the purpose of bringing modern computing systems
into the NHS to improve patient care and services. Over the life of the programmes, they will connect over
30,000 GPs in England and almost 300 hospitals, and will give patients access to their personal health and
care information, transforming the way the NHS works. The contracts are such that the obligation to pay does
not arise until the suppliers have successfully implemented solutions in the required locations, and it has been
accepted after a period of live running.

There has been an increase in committed expenditure on Research and Development contracts, which has
increased to £1,857 million (2011-12: £539 million), primarily due to a change in the methodology of calculating
these commitments. These contracts are with a number of NHS organisations, universities and private research
organisations. The purpose of research and development arrangements varies from the development of the
health research workforce and research infrastructure in the NHS and the provision of research support by the
NHS to specific research programmes or projects. The overall purpose of the work is to develop an evidence
base for improved health care.

Additionally, the Department has entered into the following commitments; E487 million for the purchase of
Childhood and Adult Vaccines and £225 million for Independent Sector Treatment Centres.

Of the total £3,966 million future financial commitment reported by the Core Department, a total of £14 million is
committed to be spent with other bodies within the Accounling Boundary.

Of the Departmental Group’s other financial commitments, £72 million, £50 million, £107 million and £338
million are within the accounts of Primary Care Trusts, NHS Trusts, NHS Business Service Authority and NHS
Foundation Trusts respectively.
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24 Financial Instruments

As the cl.-asp requirements pf the Department are met through the Estimates process, financial instruments play
a more limited role in creating and managing risk than would apply to a non-public sector body of a similar size.

Currency Risk

The Department undertakes certain transactions dencminated in foreign currencies, the vast majority of which
are transactions relating to European Economic Area (EEA) medical costs.

Due to delays in the submission of medical cost claims by member states (as per current EU regulations), the
Department estimates annual medical costs and adjusts future years' expenditure when actual costs arise (are
claimed). Estimated costs are converted into sterling at average rates calculated using EU published rates.
Payments made are valued at prevailing exchange rates and the Department enters into forward contracts for
the pur‘chasze of Euros for this purpose i.e. to mitigate risk of exposure to ‘Sterling/Euro’ exchange rate
fluctuations. Amounts in the Statement of Financial Position at year-end are converted at the exchange rate
ruling at the Statement of Financial Position date, with any exchange rate gains or losses calculated in
accordance with accepted accounting practice.

Foreign currency forward purchase contracts are measured at ‘fair value’, with movements in fair value being
charged or credited to the Consolidated Statement of Comprehensive Net Expenditure

The Department's investments in NHS Trusts, NHS Foundation Trusts and the Medicines & Healthcare
Products Regulatory Agency are represented by Public Dividend Capital (PDC) which, being issued under
statutory authority, is not classed as being a financial instrument.

The Department did not have any forward currency contracts outstanding as at 31st March 2013, and so no
financial asset existed at the Statement of Financial Position date.

The NHS sector is made up principally of domestic organisations with the great majority of transactions, assets
and liabilities being in the UK and sterling based. Exposure to currency rate fluctuations is therefore low

Liquidity risk :

The income within the Department of Health Group mostly originates from Central Government and remains
within the group. Due to the continuing service provider relationship that health bodies have with each other,
they are not exposed to the degree of financial risk faced by business entities. NHS Trusts and Foundation
Trusts, for example, generate their income from contractual arrangements with their commissioning NHS
Primary Care Trusts based either on a tariff for services performed or on assumptions for the amount of work to
be carried out.

Interest rate risk
The Departmental Group has limited exposure to Interest Rate Risk:

NHS Trusts borrow from government for capital expenditure, subject to affordability. The borrowings are for 1-
25 years, in line with the life of the associated assets, and interest is charged at the National Loans rate, fixed

for the life of the loan. NHS Trusts therefare have low exposure to interest rate fluctuations.

NHS Foundation Trusts have the power to enter into loans and working capital facilities with commercial
lenders. They are also able to borrow from the Foundation Trust Financing Facility (FTFF), managed by the
Department of Health. The term of FTFF loans can range up to 25 years with the interest rate fixed at the
National Loan Fund fixed rate for the period of the loan prevailing on the date of signing of the loan agreement.
NHS Foundation Trusts are required to maintain their borrowing within a limit determined by a code devised by
Monitor.

Credit risk
The vast majority of the NHS sector's income is generated from public sector bodies and as such is exposed to

low credit risk.
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25 Contingent Assets and Liabilities disclosed under IAS 37

25.1 Contingent Assets

It is probable the Department will receive “overage” payments following a portfolio transfer of almost 100
properties to the Homes and Communities Agency (HCA) between 2005 and 2007. A base payment of £320
million was received with further possible payments when the cash received from the subsequent sales of the
properties by the HCA, less their costs of holding and disposal, exceeds the base payment. The HCA estimates
that future overage payments in the region of £101 million may become payable to the Department, with £29
million of this overall figure being considered a highly probable future inflow of economic benefit.

Primary Care Trusts have £52,501,000 of contingent assets (2011-12: £54,071,000) mainly in respect of legal
charges held on properties which have been purchased using grants from PCTs. Strategic Health Authorities
have no contingent assets (2011-12: £0). NHS Trusts have contingent assets of £3,060,000 (2011-12:
£1,813,000). Foundation Trusts have £1,715,000 of contingent assets (2011-12: £2,000,000).

25.2 Contingent Liabilities

The contingent liabilities considered most important to the users of the accounts are detailed below. Further
information for all contingent liabilities can be found in the underlying accounts of individual bodies

Clinical Negligence

The Department is the actual or potential defendant in a number of actions regarding alleged clinical
negligence, or liabilities relating to the NHS property or third parties. In some cases, costs have been provided
for or otherwise charged to the accounts. In other cases, there is a large degree of uncertainty as to the
Department's liability and the amounts involved. Possible total expenditure might be estimated at £10.42 billion
{2011-12; £8.46 billion), although £9.86 billion (2011-12: £7.83 billion) relating to the Clinical Negligence
Scheme for Trusts (CNST), Property Expense Scheme (PES)and Liability to Third Parties Scheme (LTPS)
would be expected to be met by payments from NHS Trusts.

NHS Contingent Liabilities
Within Primary Care Trusts' accounts at 31 March 2013, there were net contingent liabilities of £660,531,000
{2011-12: £55,637,000). These are mainly in respect of continuing care liabilities.

Within NHS Trusts' accounts at 31 March 2013, there were net contingent liabilities of £77,826,000 (2011-12:
£47 927 000). These are mainly in respect of legal and litigation claims.

Dr Foster

The joint venture contract between the Department and Dr Foster LLP includes a put option whereby if, anytime
from 1 January 2009 to 31 December 2013, Dr Foster LLP shareholders wish to sell their share in the
investment, the Department would be obliged to buy out their share of the business, at market value, if no other
buyer can be found.

Social Enterprise Investment Fund (SEIF)

The Social Enterprise Investment Fund supports social enterprises involved in the delivery of health and social
care services. Investment is available for new social enterprises to start up and existing social enterprises to
grow and improve their service. By its nature the fund invests in organisations for which commercial bank
support might not be readily available in order to bridge the gap between business and service need and
commercial risk. Therefore, it is prudent to acknowledge that although there is a strict due diligence process in
place to mitigate risk of default, there may be some level of default on SEIF loan assets. At 31 March 2013
there is no indication that any defaults will occur other than that specifically provided for in the accounts.

Nursing and Midwifery Council

The Department has recorded a contingent liability in relation to the Nursing and Midwifery Council pension
scheme. As an employer in the NMC Scheme, the Department is liable to pay a proportion of any funding
shortfall that arises following the Scheme’s Actuarial valuation. It is unlikely that the next valuation will be
published until 2014, which will take into account the Scheme's liabilities as at 31 March 2013 and therefore it is
unlikely that any liabilities will crystallise before 2015.
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Injury Benefit Scheme

An investigation into the administration of the injury benefits scheme began in 2006 following a decision by the
Pensions Ombudsman. As a result of the review, monies were due to be paid to some 10,000 people who had
not received the correct payments due to irregularities in the administration of the injury benefits scheme
between 1972 and 2006. Due to difficulties in contacting beneficiaries, it has not been possible to make full
payment to all the affected individuals in this financial year. There are still people for whom the Department
retains a financial liability but who currently cannot be traced. This financial liability currently stands in the

region of £2,500,000. Although at this stage the Department cannot estimate how many of these claims will be
successful nor how much benefit will eventually be owed

Other

There are a number of recorded contingent liabilities relating to changes in funding arrangements between the
Department and other bodies. These cases relate to potential costs for terminating contracts early but as these
contracts may transfer to new organisations, a reliable estimate of costs or timings cannot be made.

26 Contingent Liabilities not required to be disclosed under IAS 37 but included for Parliamentary
reporting and accountability purposes

26.1 Quantifiable

The Department of Health has entered into the following quantifiable contingent liabilities by offering
indemnities or by giving letters of comfort. None of these is a contingent liability within the meaning of IAS 37
since the likelihood of a transfer of economic benefit in settiement is too remote. They therefore fall to be
measured following the requirements of IAS 38. HM Treasury's guidance Managing Public Money requires that
the full potential costs of such contracts be reported to Parliament. These costs are reproduced in the table
below.

Armount
reported ta
Liabilities Obligation 3 March Parliament by
increase cryatablised in axpired in 31 March 2013 2013 deparimental
1 April 2012 in year Your year Cost i i i Minute
000 Mo £'000 E"De00 E"000Q 000 Mo, E 000
Gamrantoes: 1,500 1 . : {1, 500) 1,500
L lapii o #5000 3 500 . (52, 500) 43,000 2 4 300
Letters of cormfort
86,500 4 500 = [54,000) 44,500 2 4,300

26.2 Unquantifiable

The Department of Health has entered into a number of unquantifiable or unlimited contingent liabilities with
various health bodies and private companies. There were 26 unquantifiable indemnities. MNone of these is a
contingent liability within the meaning of IAS 37 since the possibility of a transfer of economic benefit in
settlement is too remote. Full details of these can be found in the Statement of Contingent or Nominal
Liabilities held at the Department.
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27 Losses and Special Payments and other Accounting Notes

27.1 Losses Statement

2012-13 2011-12
£'000 £°000
Cases Total Cases £'000

Tatal o1, 478 756,695 80,424 292,840
Cases over E250,000

Cash losses 3 1,588 3 2,058

Claims abandoned 5 9,070 3 1.830

Cancellation of Public Dividend Capital { PDC) i 528.877 1 32.869

Adminstrative write-offs 4 5,206 E

Fruitiess payments 4 3,023 T 27,178

Constructive Loss 5 31,783 a 87,229

Store lossas 2 a5 = -

Of the total the follow ing retates to the Core Departrment 113 883,131 118 235,132

Department of Health Share of National Insurance Contribution Losses

Included within its total losses, the Department has recorded a technical loss of £123,925,000, which is its
share of the overall, cross-Government loss relating to National Insurance Contributions (MICs). Such losses
occur when contributions cannot be collected because companies have ceased to exist during the year. Her
Majesty's Revenue & Customs (HMRC) allocates this category of loss to those Departments which are partially
funded from NICs, on a proportional basis. It should be noted that the disclosure of this category of loss is a
technical requirement which is completely outside the Department's control. !

Cancellation of Public Dividend Capital (PDC)

As PDC is issued to NHS Trusts and Foundation Trusts under specific statutory powers given to the
Department it can only be written off by formal notice to Parliament, known as a HM Treasury Minute. In 2012-
13, £528,877,000 of Public Dividend Capital (FDC) was cancelled by means of a HM Treasury Minute laid
before Parliament. This was the outstanding PDC of seven National Health Service Trusts that were dissolved
during the year.

Barts and the London NHS Trust, Newham University Hospital NHS Trust, Whipps Cross University Hospital
NHS Trust and Trafford Healthcare NHS Trust, were dissolved on 1 April 2012, Scarborough and North East
Yorkshire NHS Trust was dissolved on 1 July 2012, Oxford Learning Disability NHS Trust was dissolved on 1
November 2012, and Great Western Ambulance Service NHS Trust was dissolved on 1 February 2013,

Three new Trusts were established on 1 April 2012. Only one of the new Trusts was issued £145 855,000 of
PDC in the form of Originating Capital (OC) by means of a Statutory Instrument (S| 2013/568). The other two
new Trusts were created from the provider functions of Primary Care Trusts, under the Transforming
Community Services programme, and established with no net assets. Their Originating Capital was therefore
set as nil.

The table below sets out the Trusts that were dissolved and created, the PDC cancelled and Originating Capital
created.
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pital and Originating Capital issued in respect of new

NHS Trusts dissolved and established
(established trusts shown in bold)

Total PDC to be
Cancelled

£°000

Originating Capital (set

for new NHS Trusts only)

£'000

Barts and the London Mational Health Service
Trust
Newham University Hospitals National Health

146,293

75,485,

Service Trust
Whipps Cross University National Health Service
Trust

129,035

Barts Health National Health Service Trust 145,855
Isle of Wight national Health Service Trust nil
Torbay and Southern Devon Health and Care nil
National Health Service Trust
Great Western Ambulance Service National
Health Service Trust (merged with South
Western Ambulance Services NHS Foundation
Trust)
Oxford Learning Disability National Health
Service Trust (merged with Southern Health NHS
Foundation Trust)
Scarborough and North East Yorkshire National
Health Service Trust
{merged with York Teaching Hospital NHS
| Foundation Trust)

Trafford Healthcare Mational Health Service Trust
(merged with Central Manchester University
Hospitals NHS Foundation Trust)

TOTALS

35,169 |

3,901

79,024

59,970

528,877 145,855

The difference between the cancelled PDC of £528 877,000 and the newly created originating capital of
£145,855,000 reflects movements in the composition and valuation of the net assets of the dissolved Trusts in
the years since initial establishment and the net value of assets transferred from dissolved Trusts to Foundation
Trusts under absorption accounting. There is conseguently no overall loss of PDC.

Fruitless payment
Homerton University Hospital Trust (HUH) had contracted with British Telecom (BT) under the London

Programme for IT. As part of the reconfiguration of London Trusts it was assumed that the HUH, Newham
Hospital (NH) and Whipps Cross Hospital would merge into a single arganisation, therefore in August 2012 BT
commenced work on a data transfer for the Newham and Homerton services. Negotiations with BT to
determine a like for like solution failed to come to a conclusion and therefore HUH withdrew from the
programme. BT had incurred £1,020,000 of gross committed costs in relation to the programme which DH
Infarmatics were liable for.

Constructive losses

Emergency Preparedness Stockpile

The Department authorised write-offs relating to date expired stock items in line with existing accounting
standards. The Department holds countermeasures inventory for use in the event of an accidental or malicious
release of chemical, biological, radiological or nuclear agents. If no such incidents occur the inventory inevitably
reaches the end of its useable life and needs to be disposed of and replaced in order to maintain a measure of
protection for the UK's population. The value of inventory written-off in the period April 2012 to March 2013 due

to expiration of their shelf life was £11,681,068.
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Pandemic Flu Countermeasures Stockpile

The Department wrote-off £12,754,975 in relation to countermeasures held for pandemic flu preparedness that
have now passed their shelf life. These write offs are a planned consequence of our preparedness strategy that
invalves central stockpiling.

Strategic Reserve of Flu Vaccine

The Department procured a strategic reserve of flu vaccine for possible use during the 2011-12 flu season. The
reserve acted as an insurance policy over possible supply issues which could have adversely impacted the
routine flu programme, and in this context, it was expected that the reserve would form a constructive loss once
the vaccine expired. The vaccine was not used and has now date expired, with a loss of £1,677,380 having
been recorded accordingly.

Essential Medicines Stockpile

The Department wrote off stock valued at £693,006 relating to DH stockpile stock which suppliers were unable
to repurchase due to reduced market demand. The Department continues to minimise stock losses whilst
maintaining an effective stockpile.

Consolidated Fund Extra Receipts written off

The Second Amended and Restated Project Agreement (SARPA) contract with Computer Sciences
Corporation (CSC), Local Service Provider (LSP) for the Morth, East and East Midlands contained an
agreement for CSC to pay interest at 5% on balances outstanding paid to them as advance payments. These
amounts were never actually paid to DH Informatics but were accrued in the DH Annual Report and Accounts
and earmarked for surrender to HM Treasury as Consolidated Fund Extra Receipts (CFER). As part of the
interim agreement with CSC signed during 2012-13, DH Informatics agreed to waive £7 278,579 .86 of the
accrued debtor.

NHS Losses

Losses within the NHS are predominantly within Foundation Trusts (60,811 cases totalling £28,764,000), NHS
Trusts (19,669 cases totalling £17,831,000), Primary Care Trusts (3,158 cases totalling £10,223,000) and
Strategic Health Authorities (42 cases totalling £93,000).

27.2 Special Payments

2012-13 2011-12
£'000 £'000

Casos £'000 Caseos £'000
Total 11,036 38152 10,706 139,300
Details Of Cases Over £250,000 8 2667 4 105,394
Of the tolal the follow ing relates to the Core Department 13 29 17 100,177

NHS Special Payments

Special payments within the NHS are predominantly within NHS Foundation Trusts (6,045 cases totalling
£18,837,000), NHS Trusts (4,453 cases totalling £11,101,000), Primary Care Trusts (245 cases totalling
£4,487,000) and Strategic Health Authorities (35 cases totalling £3,410,000).
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28 Related Party Transactions

Related party transactions associated with the Core Department are disclosed within this note. Details of
related party transactions associated with other bodies within the Departmental Group are disclosed in their
underlying statutory accounts. As disclosed in Note 33, the Department acts as the parent of the group of
organisations (Strategic Health Authorities, Primary Care Trusts, NHS Trusts, NHS Foundation Trusts,
Executive Non-Departmental Public Bodies and Special Health Authorities) whose accounts are consolidated
within this Annual Report and Account. It also acts as the sponsor for the trading funds which are not
consolidated. These bodies are regarded as related parties with which the Department has had various
material transactions during the year.

In addition, the Department had a small number of transactions with other Government Departments and other
central Government bodies in 2012-13.

A number of Ministers, Non-Executive Directors and members of either the Departmental Board or Department
of Health Management Committee have connections with a wide range of outside organisations for reasons
unrelated to their work in the Department. In the normal course of its business during the year, the Department
may enter into business transactions with such outside organisations or related parties. In cases where an
individual within DH has an outside connection with one of these related parties, the Department is obliged to
disclose the extent of its own transactions with those organisations, as set out in the table below:

Payahles

wihis Purchases Receivables Sales to

e from related with related related

S party party party

2012-13 2012-13 2012-13 201213

Sub Hote £'000 £'000 £'000 £°000

A L i = B 1,550 =
Birmingham Children's Hos pital 2 1,288
Cruse Bereavement Care, Morw ich 3 138
Cumberland Lodge (chariable foundation) 4 4
T 5 - - 1.313
London School of Economics -] 38 13 2,031
Medical Rezearch Councl 7 11,421 . 9,613
Queen's MNursing instiute B - = 148

The Royal College of General Praciiioners 2 - - ERA .

The Royal College of Physicians 10 203 - am 103

Unitied LEilties Group Pic 11 = ] :
University of Birmingham, Health Service Management 12 2 = =

Sub Nobe

1} Dan Poulber's partner holds a position al Age LK (a regisiered charity)

2) Sir David Ncholson's wife is the Chief Exacutive of Brmingham Children's Hospital NHS Foundation Trusi
3) Morman Lamb's w ife holds a position al Cruse Bereavement Care (a régistered charnty)

4) Darme Sally Davies is a Trustee of Cumberland Ledge (a charitable foundaton)

5) Peter Sands & the Co-Chair of MC

&) Cathering Bell 5 a Governor of the London School of Economics

7) Dama Salty Cavies is a Council Member of Madical Research Council

8) Dame Christine Beasley is a fellow ai Queen's Mursing Rsttute

B) S David Mcholson s an Honorary Felow al the Royal College of Genedal Practfioners

10) Fiona Adshead hokds a position ai Royal Cobege of Physicians

11) Catherine Bel is a Non Executive Direcior for United Ltities Group Pic

12) Sir David Micholson is an Honorary Fellow at the Unsversity of Birmingham Healh Service Management Centre

The sub-note above identifies those individuals with outside connections to the organisations listed in the table.
It is important to note that the financial transactions disclosed were between the Department itself and the
named organisation. The individuals named in the sub-note have not benefited from those transactions.

Apart from where disclosed in this note, no other Minister, Board member, key manager or other related party
has undertaken any material transactions with the Department during the year.
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29 Third Party Assets

Met in-year
1April 2012 Qi @t I1March 2013
£000 £000 £'000
Monetary assels
Bank balances 102,770 {G9,.801) 32 969
Monies on deposits 9,578 EB8 10,455
Total 112,348 {68,913) 43,435

Third party assets are those which do not belong to the Department and are therefore not included in the
financial statements. The above third party monetary assets, at 31 March 2013, were held by the Department of
Health (but are not included in the financial statements) and include £30,817 000 held by NHS Foundation
Trusts (2011-12: £85,831,000), £9,841,000 held by NHS Trusts (2011-12: £8,404,000) and £160,000 held by
NHS Primary Care Trusts (2011-12: £1,358,000) in banks and in hand in respect of menies held on behalf of
patients. They also include £2,617,000 (2011-12: £16,654,000) held by the Department of Health in Escrow
accounts relating to DH Informatics Directorate. These amounts are in relation to service and delay deductions
and are calculated in line with the contractual clauses in respect of Service Level Agreements and Key
Milestone dates.
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30 Pensions

30.1 Movements in defined benefit obligation and fair value of plan assets

Reconciliation of movements in the defined obligation and the fair value of plan assets during the year for the
amounts recognised in the Statement of Financial Position

201213 2011-12
£°000 £'000
Present value of the defined benefit obligation at 1 April 2012 (396,674) (328,648)
Frior period adjustments in underlying accounts 155
Transfers under absorption aceounting (28 B46) -
Current Service Cosis. {8,673) {7 B60)
Interest Cosis {17.694) (18,220)
Contribution from scheme members {2,490) (2.877)
Actuarial Gains and {Losses) {19, 736) (39 153)
Benefils paid 5,664 8118
Business combinations 13,400 (B05)
Past Service Costs (54}
Settlements and curtaiiments 28 527 {7,329)
Othas 853
As at 31 March 2013 {421,368) (396,674)
Pension Assets
Plan assets at fair value at 1 April 2012 309,090 306,980
Frior period adjustments in underlying accounts (1)
Transfers under absorption accounting 15,248
Expected Return on Assetls 17,139 20,820
Actuarial Gains and (Losses) 26,211 (21,150)
Adjustmenis by the- employer 6,770 G 883
Contributions by the plan participants 2,490 2,877
Benefits paid (9.664) (B,118)
Business combinations (768 792
Setflements {15.248)
As at 31 March 2013 351,269 305,080
Plan surplus/{deficit) at 31 March 2013 (70,099) (87,584)

Footnole
1) A net pension liability of £13 .4 million was transferred to the Department of Health under absorption accounting following the abolition of
the General Social Care Council (GSCC) on 1 August 2012, The net labilty was subsequently setiled in full by the Depariment.
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30.2 Amounts recognised in the Consolidated Statement of Net Expenditure

201213 2011-12

£'000 £°000

Current serdce cost (8,673) (7, 660)
Interest cost (17,5684) (18,220)
Expected return on assets 17,138 20,820
Past senice cosls (54) -
Settlement or curtailment 13,278 (7.329)
Total 3,997 {12,389)

Included within the above pensions note are the pension obligations held by NHS Foundation Trusts, Care
Quality Commission, General Social Care Council (GSCC) and the Depariment of Health. The pension
obligations held by GSCC transferred to the Department of Health when the GSCC was abolished on 1 August
2012. The planned Surplus/ (Deficit) can be broken down as follows:

201213 2011-12

E'D0D £°000

MHS Foundation Trusts (8,866) (5,633)
Care Quality Commission (61,233) (67, 768)
General Social Care Council . (14,1583)
Total Surplus/(Deficit) {70,099) (87,584)

Further information regarding these pension obligations can be found in the underlying financial statements of
these bodies.

-
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31 MHS Charities

Following the inclusion of NHS Charities (as defined by section 43 of the Charities Act 1993) as amended in the
2012 Designation order, the Department consolidates NHS Charities into the Consolidated Annual Report and
Accounts. This note shows the income, expenditure, assets, liabilities and reserves associated with the NHS
Charities sector in isclation. As such the “Total resources expended” figure will not match that in the
Consolidated Statement of Comprehensive Net Expenditure, as this statement incorporates the elimination of
inter-company trading with other bodies within the Departmental Group. The inter-company transactions
eliminated between NHS Charities and other Group bodies totalled £87 870 million in 2012-1 3 (£88.102 million
in 2011-12).

31.1 Charitable Income and Expenditure for the year ended 31 March 2013

NHS Charities

201213 201112

£'000 £000

Total resources expended 291,685 201,584
Total incoming resources {304,535) (288,975)

MNet outgoing / (incoming) resources for
the year ended 31 March 2013 {12,910 2,609

Other Comprehensive Net Expenditure

Met (gain) / loss on revaluation of charitable
assets (47 5649) (15.890)

Total Comprehensive Expenditure for
the year ended 31 March 2013 {60,480) (13,281)

175



Department of Health Annual Report and Accounts 2012-13

NOTES TO THE ANNUAL REPORT AND ACOUNTS

31.2 Summary Charitable Statement of Financial Position as at 31 March 2013

MHS Charities

2013 2012 2011
£000 £'000 £'000
Mon-current assaets
Chantable investments 1,611,121 1,588,175 1,732,202
Other charitable non-current assets 158,974 153,861 140,512
Total noncurrent assats 1,770,085 1,742,036 1,872,714
Current assets
Charitable cash 303.054 258 839 203,074
Other chartable current assets 161,267 170,308 179,776
Total current assets 464,321 427,148 382,860
Total assets 2,234,416 2,169,184 2,255,664
Current charitable liabilities (166, 731) {(173,2085) (264.192)
Mon-current assets plus/less net current
assets/liabilities 2,067,685 1,995,979 1,991,372
Mon-current charitable liabilities {74,531) (80,605) (45,192)
Assets less liabilities 1,993,154 1,915,374 1,946,180
Total charitable reserves 1,993,154 1,915,374 1,946,180

31.3 Charitable Financial Assets - Investments

MHS Charities

2013 2012

£'000 £°000
Balance as at 1 April 1,588,175 1,732,202
Acquisitions 232,921 278,876
Disposals (258.578) (293,877)
Net gain/loss on revaluation 41.656 (1,558)
Impairment 3g7 {54)
Other movements 6,550 (127,404)
Balance as at 31 March 1,611,121 1,588,175
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32 Events after the Reporting Period
The Accounts were authorised for issue by the Accounting Officer on the 12 July 2013,

The Health and Social Care Act 2012 abolished Primary Care Trusts (PCTs) and Strategic Health Authorities
(SHAs) on 1st April 2013. Most of the functions they performed in the NHS system are continuing and will be
performed by other NHS organisations from 2013-14. The total closing net liabilities (PCTs £275 million, SHAs
£119 miillion) transferred to these organisations through transfer schemes on 1 April 2013, and where functions
are not continuing, the assets and liabilities passed to the Department. The transfers to the receiving
organsiations will be accounted for in the 2013-14 accounts.

From 1 April 2013 NHS Property Services Ltd (NHSPS) and Community Health Partnerships Ltd (CHP) will be
reclassified to central government, and will move inside the DH accounting boundary. This change in status is
a result of the impact of asset transfers from PCTs and SHAs prior to abolition Approximately £2 billion of LIFT
assets (shareholdings and leases) has transferred from PCTs to CHP, and approximately £4 billion to NHSPS.
This does not have a material impact on the DH group account as such assets were previously accounted for
by the transferor.

From 1 April 2013 the Health and Social Care Information Centre became an Executive Non-Departmental
Public Body with an expanded remit to support the delivery of IT infrastructure, information systems and
standards to ensure information flows efficiently and securely across the health and social care system. In this
role it has taken over functions of DH Informatics Directorate and local informatic functions previously delivered
by SHAs.
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33 Entities within the Departmental boundary
Ministers had some degree of responsibility for the following bodies during the year 2012-13

Consolidated in the Department's Annual Report and Accounts Mot Consolidated

Supply financed agencies
Trading Funds
Medicines & Healthoars Prodiscls Regulstony
Agency
INHE Blood and Transplant

Oiher Bodies DH Controlling Bquity Inveatments '™
Srrateqgic Health Authorites’ [Pasma Redources LK
Frimary Care Trusis® Crisdil Guarandes Fund
MHS Trasis [Cr Foster imelgencs Lid
S Foundation Trusts NHES Prof essanals Lid
M5 Direct SBS
Shiphon Fund Limited Compunity Health Parinesships
MHS Chaarities INHES Property Senvices Limied

Epecial Heaith Authorities:
S Business Services Aulhority
Tha Inlormaticn Cantre
Mol nsliuts (o7 Health and Chnical Excalncs
WS Litigation Autharity
Hational Treatment Agency (or subsiance msusae®
Masonal Patien| Safety Agency®
HHS Institubé Tor novation and Irprosement™
WS Commis sioning Board Authority ®
Hegith Research Authoriy'!
kel Healh Service Trus | Dévelopmant Auhorty
Heaith Education England

Executive Mon:-Departmental Public Bodles
Appoaraments Commis sion®
Human Fertdsaton and Emtayoiogy Authonity
General Social Care Councl”
Healh Protection Agency”
Care Qualty Comig£ion
Indepaendont Regulabor of HHS Foundation Trusls
Professional Standards Authcrity for Health and Social Care 10
Human Tissue Aulherity
NHE Cofmrmissioning Board

OH advisory comm iitessiadvisory NDPBs

Thess advisory bodwsladvisory NDPES are nol separate iegal entities, rather they are par of tha Core
Cepariment with their associated cosls being included within e Core Departmant Sccound. AS guch, By
ang nol soparatoly consobdated nlo thegs INancial slalemants.

Admnisiration of Fadicaclive Subslances Adviory Commithess

Fudvisory Commithes on Antimics obial Resistance and Healhcars Associaind nfection
Advisory Committes on Dangerous Pathogens (H)

Auvisory Group on Hepalits

Commithes on Carcinogoenicity of Cheemicals in Food, Consumer Products and the Environment
Commities on the Medcal Aspects of Radiation in the Environment

Commithes on thix Mutsgenicty of Chemicals in Food, Congumer Products and the Bvironmant
Commitlest on the Medical Eifects of Al Folulants (0H)

Exparl Advisory Group on AIDS

Expart Group cn Vitamne and Mosrals

Gana Therapy Advisory Commities

Hurman Genitics Commession

Joind Commitios on Vaccinaton and Irmunis-ation

MHES Commissioning Board

Th MHE Py Raview Besdy

Review Body on Doctors” and Dentists’ Remuneration

Seientific Advisory Commition on MalrRon
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1) Sirabigic Healih Auhontios were abolshed on 1 Aprl 2003
2) Prieary Cawre Trusis w oo abokahad on 1 Apl 2013,

3) The Heticnal Treatmant Agency for SubSIance MowEs wad abolshed on 191 Apl 2013, and mest of 8 functions iransterned b Pubke Heath Phabi: Hbh Ergiiend
: England a
vy Ematiste agency of e Deparimont of Heakh, 564 up on the 151 Aged 2013,

A} The Hational Patient Safety Agency was abakshed on the 1 Juns 2012 80 5 Rey funclions and exporiss translaned 16 the MHS Commissoning Board
5 The hHES Institubs o0 INNCrvabon and IMpressment was abolshed 3151 March 2003 w ith its Tuncions traidderrod fo the MHS Commrsonng Board
) The Apporirmnits Commission s baen abobihed wilh is resicus iuncbons iransferred within Gowsinimsn

T The General Social Care Councl w ns sbolshed on 181 August 2012 and i3 functons transfemed 1o e Hoalh Professons Council

8} Tha B Commessioning Bosrd Special Hesth Authorty was establshed on 31 Oclober 2011 and coassd 10 #xist on e 3131 Ocicber 2017 w 81 i functions ransfemed i ful Io
e M-S Commissioning Board Mon Departmontal Publc Body which w ad eslabisbed on tha 271 Octebier 2007 Tha MHES Commissoning Board i know nas HHES England from 1 Apni
2013, when the heatth and social cane relonms came mo effect

§) Tha Health Profechon Agency was dssohed and & 1 transferred within Gowernmant on 181 Apnl 2013,
10y Lt 30 howarrbor 2012 tha Prolassional Standards Authaity fo¢ Haslth and Social Care was known 8s e Council for Meakhcars Rogulalony Excabince
11} The Health Resoarch Authority w as esiablshed & 8 Special Healh Authory on 1 Decerber 2011

1) The Department holls 8 50% or more controling squiy Nvesiment in the bodies Bsled, the detad of w hh can ba Tound o Nols 13 - Francal Assets

The Annual Rnports and Accounts of the bodss kabed can Do cbiamed Tram th Follow ing places

Stratege: Heath Authontos Avadabley of) Bl w bate of thi fikevant
g Bt

skt Awalabin or o wobsao of the relvant

WHE Trusis Al on B w absin of e riknant
g Bt

Awaikabiy or) ™o websde of the relevant
organisation. Addicnaly the Conscldatod Account
ol Foundaton Trusts & avadable &l

It e v e im0 sk homaiour-

rubhe atina ir eper - st {ound aticn- rutteinha-
Toundaton-nusts=-reviss -and-conso

Bttt v e AREARREL NS AU DIparEtnG St

HHE Fourdabion Trusts

NHE Dract P

Eagpion Fund Limied Frtipe e v SRS LG OF QT ICAN S php

WS Business Servicas Authorty Hittpive ww nihsbe s nihe ullannual_feport aspx
Ftpcie weow iGN wialoul usimode. aboul -

Tha i ormaton Centre R T A

Hational Institute dor Henth and Circal Excetence Cori il it ast ..,.:'m
. L L 5 o

W Litigation Auihory Ppifve wow bl com
himp v ww nika nhs upubicatons aspx feategory

Hatonal Treatment Agency for subsiance mause
S PO

Hatonal Patient Safaty Agency hisgy iy wiwd NCEE PS8 S ukipublcations)

hitgy e wewe N e nha uiforganss pbon/aboad_nhs)
Fabonl_trse_rha_mabuie el

TR P o EOTITRA S mnQEn A NN wib/'CadBgony

MHES institube for Innowation ard mprovesment

MHE Commissioning Board ot
Hepthy Regoarch Authonty it A mngs nha. ulihe s pubbcabon s/
Appontrmints Commmseion hitp v v official documents gov uk
Human Farbisaton and Embryology Authoriy it er v e Pelimn Qo b 6 hirel
Ganedal Social Cane Counci hitipive vew ol ficialk documenis gov uk
Bl e o Pl 30 Lok P na Ol Pt Rl paor
Haalh Profoction Agency (1]
Cars Oulity Commmssicn HHp i ww G aijuk
ndependant Reguiator of MHS Foundation Trusts ittt v w resndod-nisd | oy uk
Counci or Healhcare Regulstony Excelence Pisp i ww chee oog uk
hitpiw w w b gow ub s ey W
Hurnn Tesues Authory SRl
hitp e ww i gow ki Pubkcationm. Corposaiaind
Medcines & Heakhcare Products Regulalory Agency e ham
NHES Biocd and Trans pland hizg e w e nhabd s uhanemi i |
Habonal Healh Service Trust Development Agency hifp e w e nida s
Funaln Exucaton Ergled hitp e w s hae rhs
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GLOSSARY OF IFRS TERMS
The adoption of International Financial Reperting Standards (IFRS) from 2009-10 has brought with it some

changes in terminology. The following is a list of new IFRS terms and the names by which they were
previously known under UK Generally Accepted Accounting Practice (UK GAAP):

IFRS name UK GAAP name

Consolidated Statement of Comprehensive Net Expenditure  Operating Cost Statement

Statement of Financial Position Balance sheet
Non-current assets Fixed Assets
Inventories Stocks
Receivables Debtors
Payables Creditors
Property, plant and equipment Tangible assets

GLOSSARY OF GOVERNMENTAL TERMS

Administration Limit An overall limit applied to administration costs within the Department which should not
be exceeded by the administration expenditure for the year.

Annually Managed Expenditure (AME) A Treasury budgetary control for spending that is generally difficult to
control, large as a proportion of the Department’'s budget, and volatile in nature.

Comptroller & Auditor General Head of the National Audit Office. Responsible for auditing the Department's
Resource Accounts and NHS Summarised Accounts.

Consolidated fund The Treasury's account at the Bank of England which is used by most Government
Departments for processing payments or receipts.

Consolidated Fund Extra Receipts (CFERs) Receipts which the Department cannot use to finance
expenditure and which are surrendered to the Consolidated Fund. CFERs can be revenue or capital in nature.

Core Department The Department of Health only. It does not include any of the bodies listed in Note 33.

Departmental Expenditure Limit (DEL) A Treasury budgetary control for spending that is within the
Department's direct control and which can therefore be planned over an extended (Spending Review) period
(such as the costs of its own administration, payments to third parties, etc).

Estimate A summary of the resources and cash voted by Parliament to the Department for a particular year
and against which expenditure is menitored. It is analysed by Requests for Resources, each being monitored
separately.

General Fund The General Fund represents the historic cost of the total assets less liabilities of the
Department, to the extent that it is not represented by other reserves and financing items. It is included in
Taxpayer's Equity on the Statement of Financial Position.

Net Cash Requirement The amount of cash required and authorised from the Consolidated Fund for the
Department to carry out the functions specified in the Estimate. Actual cash used during the year is described
as the outturn of the net cash requirement.
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Department of Health

Annex B (not subject to audit)

GOVERNMENT CORE TABLES

1 The following “Core Tables" are a common set of tables included in Annual Reports by all Government
departments, showing total departmental spending, plan and outturn on the Department's public
spending totals, total capital employed, and total administration budget. The figures in core tables 1 and 2
are from HM Treasury's public expenditure database OSCAR. Table 1a provides a revised TDEL
calculated to exclude spending for functions that have transferred out of DH that were originally included
within either the Plans or Spending Outturns. This is consistent with Treasury publications.

Core Table 1 Public Spending

EDO0
HOT-08 200804 200010 2010-11 2011-42 201213 201314 201415
Outtern®®  Outiurn ™' Outwm®®  Outturn® Outturn ** utturn Plans * Flans
Rasource DEL B 20T, 71T B0, 156840  GTOTE200 100285421 101,591,768 103048229 108155463 111056518
aof wivich depreciation I 733,404 g1 158 1,187 3718 1,300,739 11832685 1,131,511 1,224 240 1268313
Ritource AME 367949 1,588 024 3690212 3,206.771 3,193,102 5778114 3,033,420 2,555,453
of wivch depreciaien 548 789 348 765 2490236 1,000,777 16,384 1,029 549 BOd 000 TEM0 000
Total Besaurcs 7, 1,744 674 100774412 103 4071083 106,723,343 111,188 R3] 113611871
Capital DEL 3,066,103 4,368 523 5182275 4,158,605 3,771 268 3. 7818682 4,437 000 4,848 000
il A 3T 142 12,831 441 TATE ke - - =
Total Capital 4 00% 245 4382 364 5188 T8 4,166,481 3,771,269 3,782,882 4,437,000 4,548,000
Total departmental spending 90,608,748 94,769,085 102,276,874 105,448,157 106,646,521 111,345,185 113,801 843 116,291 658
of which 1;
Tolal DEL BT 440,416 93,553,885 101 070157 103,234 287 104,065 800 1065000600 111,368,223 114436208
Total AME 3 168 332 1,215 100 1,206,417 2213870 2ATBTIE 4,745 566 2433 430 1,855 483
v
1 Total departmantal spending s P durm of P rdounte DBodge? S T Siodil Dotk M4 SGDAeCitan Samiarty. (ot DEL is ihe sum of the sescurce Busgel DEL and copdal gt DEL i ia oep e
i1 L. B 1okl AL i Fe §u o Fdiuied Dudkjel AME ot CR{NE! Dudget AME a5 deprecation in AME
3 A ek dces o e 010 14 pes AEE i858 oul T 30 X 18 baen Esterasedhiipoieees hmelrasauny gov uild'doh_mssriheisimabei 2013 14 paty
B INCARME IMpETTIeN B
& The castierm Sguares for 200708 1o 3090-11 nchuss Fassarce DEL PRS of 1 T.tt.' 120001, 3847 1471 anaCapan DEL 2037141/ 1241 118
& For pressnistional purposss, the ooftuss for 200T-08 1 2000-10 1res of G irmrader Bom e Food Slendands Agency. This franiler Schuilly 19ck e#est handeg 2010-11
. AN the igures: in e core Sabies are Lakoen Fom W Trediusy's (HEET) bl axpandians Satabass "OGCAR"
T, Figusie iy 0l i dusl b2 Mandeng
1a DH Spending - excluding agnsed transfers o DCLG
00y
2007-08 200800 200010 201011 2011-12 2012-13 201314 201415
Ourtturm Outturm Cuttum Ouituarm Crutturm Cwutiem Plans Plans
Resounte DEL 54,207,717 ¥0,156.640 97075200 100285421 101,591,799 103,948,229  108,155461 111,055,518
Adpsiments -
Spending Review 2010 ransler o DCLG e - 1,782416 - 1280872 - 13630968 - 1471058
PSS firom 2011-12)
hachinery of Governmenl transfer to DCLG - 1,206,234 - 1,253,164 - 1288752 - 1 345000 - 1325914 - 1.2TR3 - 1,412,710 - 1,447 814
ré Laaming Dieabdity and Haalth Rabonm
Grani (from 2013-14)
Rovised Resource DEL B1.218.067 BT 621604 94,432,482 97 469 363 100,265,885 102 869865 108,742,733 109,608 604
of which depreciabion TIT 673 951571 1,188,288 1,209, 102 1,193, 288 1,131,511 1,224,240 1.268.313
Riesource AME 3 579,040 1,588 034 3,090,212 3,206,771 3193102 5775114 :Iﬂ‘:ﬂ -l-iﬂ 2, 555 153
of infweh denracianog 548 759 TS 4539 236 1000 777 T16, 364 1,029 549
Taotal Resourcs [rovised) B4 805 016 B9 240,638 SB 121604 10067 134 103 458 987 108 344679 108 l'?ﬁli'l'i 'liglil-l I!II
Caphtal DEL 3,965,103 4,368 533 5182275 4188 805 A7T1.268 3,782 BA2 4 437,000 & 548,000
Capital AME AT 142 13,831 5441 TATS A . - - - =
Total Capital 4,003 745 4382384 5188718 4168 481 3771288 3,782 882 4437000 4 648 D00
Total depanméental spending (revised) ﬁ,ﬂﬂ,ﬂ!i B2, 254 566 B0.625.880 102,632,136 105,320,607 109966801 112388931 114843 744
of which:
Total DEL B4 4ET 40T 1,000, 555 S8 418,472 100418 266 102 843 880 105221238 109855513 11206820
Tolal AME 3,168 332 1,215,100 1206417 2213870 2476, 718 4 745 568 2433420 1,855 453
imes
1. T peevinesd TOEL Cabculiied i this LRk e enaing fof Attt Nl Flive anabemed oul of DM el wies ong Wt T Piang or Sp g uttumg Tha

POARSTLACN i LN A Wil M TR by Pl abong.
T SR T PS5 ap g Fas teen

and Local G

&
o G

3 WO Manaler o the Learmeng Dbty and Fesdh Byl Geant hay been

for G

o

el L

Tl MR il Tt e 2001-12

10 e Dp
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Spending by lotal authorities on functions relevant to the department
E000
2007-08 2008-09 200910 2010-11 201112 201213 2013-14 01416
Outtum Outturn Outturn Durtbinrn Owrtturn Plans Plans Plans
Current spending
of which'
financed by grants from budgets 1. 795018 1,201,069 1,227,118 1,454 426 136,145 53511
above
Capital spending
of which:
financed by grants from budgets 158,571 163,558 257117 181,954 155012 151.20 126,755
Al
Core Table 2 Public Spending Control
£'000
201213 201213 201213
Original plan Final plan Outturn *
Resource DEL 105,474 995 105,474 898 103,948 229
Capital DEL 4,495 435 4,495 434 3,782,882
Resource AME 3.948 792 5,868,302 5775114
Eapilal AME - -
Moles

1. All figures in the core table are taken from HM Treasury's (HMT) public expenditure database "OSCAR"
2. Outtun is reported against Final Plans before the effect of the Machinery of Government transfer to the
Department for Communities and Local Government. This transfer was effective from 2013-14.
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Core Table 3 Capital Employed
2008097 200910 2009-10 201011 201142 21213 F T 415"
Pro-aiigement  Pre-alig LA5H Alig IASE Aligned  IASE Aligaed  LABE Ali [LEERTE LASE Alignes
outtem pattum ouattumn outtam austEm autiam plan plan
£ E000 000 (-] £000 000 £000 00D
Tascls and LIa5THIes on the statement of fnancial posilicn Bt end of year
Aysalty
Oithisd rasf-Ciirnt Ssels 204,854 227 240 153 S 129578 172728 124, 365 128,157 130 958
IFERrE b AR 1,500,768 1,818,071 1,542 58T 1 s 1,580 475 1,304, 2t 1,343 254 1,372 68
Tanghie assals BUTR0 352 8,415,077 1,177,158 1,297 08 11897287 1,188,608 1,754, 34 1220438
af wehazh
Land 1,997 619 1,849 895 T1.558 113620 1z 138 97 529 9,687 100 584
Bewdciings 5.180. 791 4 746 444 of, 440 123652 B0 663 92 485 e 5 6 585
Dwollings 20006 7376 1934 fic] i o ] 6
T 527,055 614 714 I8 448 145,240 130,330 S8 85T HH 061 103 258
Payments an scoount & assols ander CoNSICHNn 106,015 R 14,787 [} o 3158 i 3298
Fumtwrs & Songs o8 538 109718 §.221 34 530 B3z 8555 B 758 ap40
Flant £ machineny 223519 41,173 &4 528 48 477 43387 8,285 3708 a7.806
TransaceT e uspmpnd 4580 5820 - : = - , -
Stk goodls 462 750 57T, 900 507000 B30 229 B33 763 A31, 448 B, TEY BER 323
el MY - ! H3 xa 263 260 -] iz
Irrentenmnas JGH0PET 4500024 24520434 AAZIEIT  ISEEANN X5 058 2ESSA0M Q7133308
Casmérd Bsets 3855981 3,512,808 2,022,958 2,164,153 1,220,084 2119382 20908 041 2,213,388
38,26 i Aa41.240 4,708, 75 sia 121 1
Liabilitles
Payables (<1 year) (BT20.000  (BEMITT) [ZSTOAZY) (2805728  (LT2ENME)  (2AT04B4) (2524878 (2,580 009)
Payablos (> year) (2 058 287 (2 208, THE) [261 Xy (425 ES4) (235 298 {355, 595 {03,431 (A71,370)
Provisions (15682 8217 (16032048} (1LATASET)  (14ET0OT) (1888838  (17W0381) (1740032 (1786215}
— e = e
320 DAAGNZ) (4z0eEaT) ABAAN) (Tisea) (458425 (450806 (ATIOW)
Capital empioyed within core department 11,801,851 10797098 2521, ihbia03z 26333606 MATRMIZ  ZEVeRTEL 37 M077
Toial Capial employed Trusts 17, 890800 138 30 13,812,845 13,413,318 12,114,508 11,305,308 11,554 385 17, 506, TBT
Total Capial employed Foundsson Trusts 8,537,800 15 TEE 200 16, 008 530 WA 888 17457 184 17,052 444 18,347 843 18 T8 EZY
Dhars ¥ X3 20053 (14ESE4E1) (M4IZEGTA0) (182427540) (20625258 (NOTREZE) (2154008
Asmmes Length Bodies nt asssts —iamate  TJTRE00 V5163088 TRARLAA 1338877 GEILART  BEIZe0  DIENI
Acjustein $ RE-GFOUD ohminatons (SAASNEAY)  (237TE.A08) (22050505) (Z3121356) [ZASSNIGE) (IMGAR00N (24.100856) (24.687.060)
Tatsl Cagital Employed in Departmentsl Greup ' T3046B6R 16799183 1730600 17984020  16.140.002  1LISETE1 11400495 11,650,847
Bioles:
1. JO0B-06 ba Z005. 10 & SN i) [ Prvious group struciune Eddons LASE rsistement, and 2008- 10 d dollowirsy sy
Tha changeds du 16 fesIBBMeN &fs dascrited in hote 1 io the Accounis
Dol it (8 el PROUCEEN i Groun Tinancial assats, &8 pre-ahgrimend loans and poc b6 Trudts and FT w0 rchuced in tha figree
2. Other organisation in 2008- 10 comprise: Monior, Appeenimerts Commission, Commission for Heatthcans Fegulatony Excelence,
Cane Cluakty Comemssion, Goneml Social Cang Council Haalth Protecton Agency, Haeaith Traatmaent Agency, Human Fertiseasoen
and Ermtsryology Authority, the composibion of Sise Grganisatons has changed n ol yiars. 50 an overnll figure for othis's
s Bl iEOiming Dased on Had Qroeh it Cagelal empioyed within The maen egdeiment
Otfiera; Detail £'000
Tt Capitnl Employed Monitcr 11T
Totnl Capilal Employed ARpOraTiE COmmission B35
Tolal Capital Ermgliyssd CHRE ol
Total Capdal Errpiceysd Cied Qubisty COmmissn 22900
Total Captal Empioyed GSCC 28
Total Capasl Emjdoyed Hoalth Probection Agency 171,200
Total Capital Employed Hoalth Treatment Agency 547
Totsl Capitsl Empioyd HFEA 2 461
0.5
3 T is cabouiaied 83 e Sum of capial employed wiihin the maen Jeaarmen 3nd non-Separimant publc body red it manus
financial assets regorien wifhin ihe man depadment's Consckdabed Slatemaent of Firdncal Position™, that ans with Trats &nd FTs
Actusl it rof with TrusésiFTs THT 404 B3 E18
& Fonechst growing &0 CONGIshant with expanddurs growth assumitons i Spendng Rindes
Tetal Depdrimanial Sparang. auchudng arsier o B21G (core tatie 18) 2010-11 01112 200213 201314 H14-15
100 A2 106 X 105, 987 1422088 114544

5. The dechns in 668 CapAs! smployed in oparimental group in 2008.00 and 2008-10 i linked 1o the Modem Equivilent Assel Revaluabon (IFRS}
5. Figuies My nol SUM Sus 1 rounding
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Core Table 4 Administration Budgets
Core Table 4 Administration budget
000
m?-m: 100809 2009-10 2010-11 201142 201213 01314 2014-15
Outium Outturn ' Cuttum ' Outtum* Cutturn it Plans Plans
1 adminkstration 5425 184 3, T E70. 048 4114903 4126940

MotEs
1. Ths sdended sdsrridiBtion Soniml dd il sasl in J007-08 1o 2000-10 pein
2 The F00-10 sdrrarasiaten fgere & oy per e Dadekes widd b e Spandang Ry

Core Table 5 Staff — is included with the commentary after paragraph 3 in Annex C

nding By Coun Region and Function

2 Tables 6, 7 and 8 show analyses of the Department's spending by country and region, and by function.
The data presented in these tables are consistent with the country and regional analyses (CRA)
published by HM Treasury in October 2012 as part of the National Statistics release. The figures were
taken from the HM Treasury public spending database in summer 2012 and the regional distributions
were completed by the following autumn. Therefore the tables may not show the latest position and are
not consistent with other tables in the Departmental Report. Please note that totals may not sum due to
rounding.

3 The analyses are set within the overall framework of Total Expenditure on Services (TES). TES broadly
represents the current and capital expenditure of the public sector, with some differences from the
national accounts measure Total Managed Expenditure. The tables show the central government and
public corporation elements of TES. They include current and capital spending by the Department and its
NDPBs, and public corporations’ capital expenditure, but do not include capital finance to public
corporations. They do not include payments to local authorities or local authorities own expenditure.

4 TES is a cash equivalent measure of public spending. The tables do not include depreciation, cost of
capital charges, or movements in provisions that are in departmental budgets. Further information on
TES can be found in Appendix E of PESA 2012 available on the HM Treasury website.

g The data are based on a subset of spending — identifiable expenditure on services — capable of being
analysed as being for the benefit of individual countries and regions. Expenditure that is incurred for the
benefit of the UK as a whole is excluded. Regional attribution of expenditure for the years 2007-08 to
2011-12 is based on NHS annual accounts; central expenditure is attributed pro rata to NHS expenditure
far all years.

B The regional spending is largely driven by the recurrent revenue allocations {over 80% of total resources)
the Department made directly to local PCTs, on the basis of the relative needs of their populations and in
line with pace of change policy. A weighted capitation formula determined each PCT's target share of
available resources, to enable them to commission similar levels of health services for populations in
similar need.

7 The functional analyses of spending in Table 8 are based on the United Nations Classification of the
Functions of Government (COFOG), the international standard. The presentations of spending by
function are consistent with those used in Chapter A of the CRA October 2012 release. These are not the
same as the strategic priorities shown elsewhere in the report.
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Core Table 6 Total Identifiable Expenditure on Services by Country and Region
£ million

Department of Health

MNorth East

Morth West

Yarkshire and the Humber
E ast Midlands

West Midlands

East

Landan

5 outh E ast

5 outh West

Mational 5 tatistics

2007-08 2008-09 2009-10 2010-11 2011-12

outum  outturn  outium  outtum  outlum
4,463 4,940 5222 5,346 5,393
11,889 12,631 13,668 13,992 14,197
8222 9600 10,004 9,992 9,999
&, 466 6,967 7.373 7.675 1,719
3,606 9378 100686 10,212 10382
7,888 B.525 9,394 9,808 9,920
13,729 13,979 16,034 16,878 17,007
11,922 13,053 14,107 14,176 14,520
7.ETE 3452 8,939 9,022 9,279

Total England

Scotand

Wales

Morthern Ireland

UK identifiable expendrture
Crutside UK

Total identifiable expenditure
Non-identifiable expanditure
Total expenditure on services

80,863 87,527 94,808 97,101 98475

38 42 47 31 55
162 -164 -162 =138 =5

5 5 & & &
80,744 87,410 94,699 97,018 96444
B8a0 816 984 1121 910

81,633 86,226 95683 98,139 99,354

81,633 88226 95683 98,139 99,354

Core Table 7 Total Identifiable Expenditure on Services per Head, by Country and Region

Department of Health

Morth East

Morth West

% orkshire and the Humber
E ast Midlands

Waest Midlands

E ast

Londan

S outh E ast

S outh West

£ per head
National 5 tatis tics

2007-08 2008-09 2009-10 2010-11 2011-12
outturm  outtum  ouwtturm  outlum  outlum

1,734 1,915 2,020 2,064 2,077
1,712 1,812 1,953 1,991 2002
1,502 1,848 1.914 1,901 1,891
1,470 1.572 1,650 1,705 1,714
1,571 1,702 1,816 1,832 1.851
1,380 1,489 1,628 1,686 1.692
1,749 1.761 1,997 2,080 2,073
1,419 1,542 1,654 1,650 1,678
1,489 1.627 1,708 1,713 1.750

England

Scotland

Wales

Horthern Iréland

UK identifiable expenditure

1,566 1,683 1,810 1,841 1,854

7 8 = 10 10
-o4 =54 -£3 -46 =30
3 3 4 3 4

1.312 1,410 1,518 1,545 1,557

Core Table 8 Total identifiable expenditure on services by function, country and region, for 2011-12
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ANNEX C

Annex C (not subject to audit)

WORKFORCE AND OTHER INFORMATION

Department of Health Workforce

1

In developing into its new role the Department has been restructured to five directorates (reduced from
10), with the new structure taking effect from 1st April 2013. This has led to a significantly smaller number
of permanent and non-permanent staff and the size of the Department will reduce further in 2013-14

through further productivity and efficiency gains.

During 2012-13, the average number of whole-time equivalent staff employed by the Core Department,
fell by a total of 112 (4%) compared to 2011-12 to 2,634, and NHS Informatics (formerly Connecting for
Health) reduced by 78 (6%) to 1,233.

The table below provides a snapshot of the number of permanent DH core staff in post at year end and
for the last three years. It shows the downward trend to March 201 3 and is presented on a different basis
to the average whole-time equivalent numbers shown in Table five.

Core Table Six: Core Department Permanent Staff in Post at 31 March

March 2008 March 2010  March 2011 March 2012
number number number number

Core Department 2,256.50 28272 2,555.9 22845

Note

1. Figures represent the position at the end of each financial year, and are following Cabinet Office guidelines

Sickness Absence Data

Sickness absence data is provided in the table below for the Core Department and NHS Informatics
(Connecting for Health). Sickness absence data for Special Health Authorities, and other Arms Length
Bodies consolidated into these accounts is available in the underlying accounts of each organisation.

Table C1: Sickness Absence 2012-13 Department of Health

201213
Cays Lost Days Lost  Total Days Total Staff Tedal Stafl Employed % SLaf with no
[Shos Term)  (Leng Term) Lost(i2 AVETRgE Emiployed in n Period with no sickness
Hedde ount Headcount Momth  Total Staff Working Period jeh basnce b
Days Days Puriod) Yoars  Days Loat (Hoadcount) [Haadcount) Feeadeount
Corés Daspartmeant (1) 4,540 4,722 9,262 2,358 41 2540 1,450 51%
Connecting for Health (2) 2,326 4378 6,604 1,158 57 1221 66 (5 55%

Hoing

1. Core Department dala is for the financial yesr, S sicknass absence is based on availabie siafl days on & headoount basia, it than whde lime equivalents

2. Connacting for Healh (NHS Informalics): repeding penod is from 1 arch 2012 tp 28h February 2013 This i3 dus 1o sysbem and sinschural changss in March 2013
prior ip CFH'S branster 10 the Health & Social Care information Centre 50 dala is nol available for Marth 2013, Tha reporting period haes: v Bojussted bo neflect this
The: days host relale b0 calendar days due 16 I vy Smplty®as Bro paed with absance is calculaied on a calendar day basis. This e Ehat the AWDL vl lnok hegh
compansd (o Bose calculating on & working diy basis
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Off Payroll Engagements

5 As part of the Review of Tax Arrangements of Public Sector Appointees published in May 2012 by the
Chief Secretary to the Treasury, Departments are required to publish information relating to off payroll
engagements that were in place on 31 January 2012 and new engagements between 23 August 2012
and 31 March 2013. Disclosures for the Depariment's ALBs are published as part of their individual

annual reports.
Table C2: Off-Payroll Engagements in place at 31 January 2012 at a cost of over £58,200 per
annum.
Core OH
Muirmbr
In place on 31 January 2012 120
of which:
- have since come onlo the organsiations payroll 0
- have since been re-negotiatedire-engaged, 1o include
contractual clauses allowing the Department to seek
assurance as to their tax obligations &
- have not been successfully re-negotiated, and therefore
continue without contractual clauses allowing the
Department to seek assurance as to their tax obhgatons (1) 28
- have come ta an end BE
Total 120

Nate:
1. Al staff on contracts that have not been re-negotiated have voluntarily provided assurance on their tax obligations

Table C3: New Off-Payroll Engagements between 23 August 2012 and 31 March 2013, for more
than £220 per day and more than 6 months.

Core DH
Number
New engagements from 23 August to 31 March 19
- all include contractual clauses allowing the Department (o
seek assurance as to their tax obligations
Of which:
- assurance requested and received 18
- assurance requested but not received (1) 1
Total 19
NEI!I

1. Contractor left before providing assurance

Equal Opportunities Policy

B The Department's strategic commitments to equal opportunities anq diversity incurporat_e- an extensive
range of activities, and include targets to increase the representation of women, ethnic minority and
disabled staff in the Senior Civil Service (SCS); equalities analysis of all HR policies and initiatives; a
comprehensive suite of equality polices; work-life balance and mental health initiatives, workforce
monitoring by diversity characteristics; and targeted action such as career progression support for ethnic
minority staff. They are set out in the Department of Health Equality Objectives Action Plan.

progress-update
7 At an operational level, the Department's Equal Opportunities Policy underpins the development and
implementation of all policies, guidance and activities:
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The Department of Health is committed to treating all staff fairy and responsibly. The aim of the
Department’s equal opportunities policy is to promote equality of opportunity whereby no employee or job
applicant is discriminated against on the grounds of their race, colour, ethnic or national origin, sex,
disability, age, sexual onientation, religion or belief, gender reassignment, pregnancy or matemnily status,
marital or civil parinership status, responsibility for children or other dependants, work pattern, Trade
Union mambership or activity.

The Department uses a range of measures to track progress — including specific SCS targets, trends in
staff survey data, and participation in external benchmarking exercises such as the cross-sector
Stonewall Workplace Equality Index. During the course of 2012-13, the Department achieved its targets
for the proportions of women, ethnic minority and disabled staff in senior grades. It also increased its
position to a ranking of 24 in the Stonewall ‘Top 100 Employers' Workplace Equality Index.

Recruitment and Retention of Disabled Persons

The Department has put in place a number of policies and activities to aid the recruitment and retention
of disabled staff. These include: involving the disabled staff network in the assessment (by equality) of all
workforce policies and guidance; a comprehensive suite of flexible working policies; development of
specific guidance for managers and staff, (covering such issues as ‘Making reasonable adjustments’,
‘Mental health’, ‘Support for carers’, ‘Anti-bullying and harassment and the 'Guaranteed Interview
Scheme'); occupational health support; and accessible IT systems, information, accommeodation and
facilities.

Supporting Departmental Staff to Succeed

The Department can only meet its objectives and discharge its responsibilities by having a highly-skilled,
professional and motivated workforce, with staff being supported by the right tools and infrastructure to
help them succeed. Such support includes:

« access to an increased range of appropriate training and development opportunities via civil
service learning with support from the Depariment's corporate L&D team; and

« provision of effective and efficient support services, especially relating to information
technology, human resources, accommedation and finance.

The Department's relationship with its workforce is supported by a series of core values relating to
people, overall purpose, the principle of working together, and accountability.

The Department's Learning and Development (L&D) activity during the year focused particularly on
building organisational capability in respect of managing and leading change. There is a strong
emphasis on providing a culture where people aspire to learning, grow, develop and innovate. The L&D
priorities for 2013 and beyond are to:

+ grow our leadership and management capability;
= grow core management capability;
+ develop our talent to progress;
« enable all staff to grow core and professional competencies; and
« enable effective cross sector working
Provision of information to, and consultation with, employees

The Department has a series of communication channels in place to deliver information about
organisational and business developments to staff, and to provide an opportunity for feedback, both at a
corporate and local level. Methods of communication range from regular electronic messages to all staff
via e-mail or the Department's intranet site (including the Permanent Secretary's updates) to face-to-face
briefings by DH Management Committee members and the Department's senior managers. The
Department also works in partnership with the Departmental Trade Unions through consultation and
negotiation to encourage invalvement and build engagement in decision-making processes. There are a
number of sites on the DH intranet dedicated to informing staff about progress with transition in both the
Department and the wider health and care system. The “Permanent Secretary's comer” also allows staff
to communicate their ideas and concerns directly to the Permanent Secretary and her senior team.
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Well-being of DH staff

Now in its second full year, the Department's "Practising what we Preach” Employee Health & Wellbeing
(HWB) Programme has continued to go from strength to strength in 2012/13. The programme of activities
and events come under three core work-streams covering emaotional, physical, and workplace wellbeing.
New partners MIND, Time-to-Change and the Corporate Alliance Against Domestic Violence (CAADV)
have joined the Board to promote support, encourage and inspire health and wellbeing of DH staff.

As part of the programme:
« over 190 members of staff participated in health fairs across the DH estate;
« 600 staff took advantage of flu jabs, cholesterol and other physical health checks;
e 170 people attended ‘Movember’ events focussing on men's health;

« over 115 supported our CMO and Minister of Health for Care Services to sign up to the Time to
Change pledge on World Mental Health Day in October 2012,

s in the wake of the Olympics, all staff have been encouraged to take part in a wide range of Physical
Activity challenges; and

« over 50 staff at all levels in the DH including Directors General volunteered to take part and
produce a short film promoting the normality of mental health and to raise awareness in removing
stigma and discrimination.

The Staff HWB Metwork now has over 90 volunteers committed to health and wellbeing and is growing
month on month. This network makes an enormous contribution to the movement, encouraging and
supporting the health and wellbeing of colleagues.

Special projects are working on enhancing existing support for staff who may find life more difficult
because of, for example, a long-term health condition, a mental health issue, domestic violence or caring
responsibilities — particularly through peer support. The Department has also continued to improve
warkplace wellbeing, through modernising the office accommodation; ancillary facilities and ICT to enable
collaboration, and having healthy food options in all restaurants with calories content labelling.

Through these and many other initiatives, the DH H&WE movement has enabled the Department to sign
up to all of the Responsibility Deal pledges on work and health issues. The DH Civil Service People
Survey question on health and wellbeing has continued to improve; being up from 56% positive in 2010
to 61% positive 2011 and 66% positive for October 2012, and the Civil Service award for wellbeing
recognised our staffs’ achievements in November 2012.

Health and Safety at Work

The Department of Health recognises its responsibilities, under the Health and Safety at Work etc. Act
1974, for ensuring, so far as is reasonably practicable, the health, safety and welfare of its employees,
temporary staff, and visitors to its premises and to others who may be affected by its operations and/or
activities, Health and safety is regarded as a key component of the organisation's strategy and its
operational considerations and a prime responsibility of the management team In 2011-12, there were
41 reported accidents; 7 of which resulted in absence and 2 near misses.

Social and Community Policies

The Department encourages staff working within the Department and its ALBs to take part in community
activities, through volunteering in the local area and offering work experience opportunities to people
from disadvantaged backgrounds. Its policy encourages staff to work with people from all strands of the
local community, particularly those from under-privileged backgrounds. As part of its implementation
plan the Department has set up partnership arrangements with Southwark Volunteering Centre. Time
and Talents (Westminster), and Leeds Ahead (Yorkshire) - to help put people and teams in touch with
local community groups for volunteering opportunities.

The Department also offers work experience opportunities as part of its commitment to the social mobility
agenda. This includes the cross-government Whitehall Summer Internship scheme, which provides
school-age students from under-represented socio-economic backgrounds with an opportunity to
experience life in Whitehall and undertake work in high-profile policy teams. The Department supported
three interns in 2012-13, and will continue to run this scheme on an annual basis. For graduates and
under-graduates the cross-government Summer Internship programme targets students from ethnic
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minority backgrounds or who have a disability and each year, the Department takes four to five
candidates.

In addition, the Department embarked on a local work experience initiative in 2010, This programme
‘Building Bridges' is aimed at high-achieving pupils from local schools in Southwark and Westminster, in
disadvantaged areas. Participants are given the opportunity to see the work of the Department first hand
and it also provides a unique opportunity for policy makers to gain valuable insight into how young people
engage and interpret health related policies, through two-week placements in the Department. The
programme offers up to ten placements a year to local partner schools with all participants mentored and
supported by a Fast Stream management trainee. Work is underway to extend the programme to pupils

in Leads.

Other Information

23

24

NHS Sickness Absence Data

Sickness absence data is provided in the table below for Primary Care Trusts, Strategic Health
Authorities, NHS Trusts and NHS Foundation Trusts. Sickness absence dala for Special Health
Authorities, and other Arms Length Bodies consolidated into these accounts is available in the underlying

accounts of each organisation.
Table C4: Sickness Absence 2012-13 (NHS)

201213

Total Days Lost Total Staff Average Working

{12 month Period) Years Days Lost

Strategic Health Authorities 16,493 2,842 58
Primary Care Trusts 316,224 41673 7.6
NHS Trusts and FTs (3) 9,251,808 958,661 9.7

Mobes

1. NHS sickness absence stalistics are published by the Health and Social Care Information Centre, using data from the
NHS Electronic Staff Record (ESR) Data Warehouse. Data relates to the 2012 calendar year as the 4 figures ara not yal
available.

2. NHS Total Days Lost figures are on a full-time equivalent basis

3. Data relating to NHS Trusts and NHS Foundation Trusts staff cannot be disaggregated in the information available from
the Health and Social Care Information Centre. Twe NHS Foundation Trusts have opted out of ESR and DH has estimated
the numbers of extra days applicable on an average basis,

Spend on Consultancy, Agency and Temporary Workers

The following table provides details of expenditure by bodies within the Resource Accounting Boundary
in respect of consultancy and temporary agency workers. Further commentary on the Department's
expenditure is in paragraph 3.25.
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Table C5: ALE and NHS Expenditure on Consultancy, Agency and Temporary Workers
2012-13 201112
Temporary Temporany
Consultancy’ Agency’ Consultancy’ Ageney *
Total DH Core® 18,360 56,593 14,917 70,964
% Change on paor year 2¥% =208 1% =45
RAB SpHAs:
NHS Business Services Authority . 2252 - 1.206
The Infermation Centre 4 £ 812 451 4 261
NHS Commasssoneng Board (NDPE) . 9,745 101
RAB NOPBs:
Care Quality Commission® 1,752 14 826 L] 8,083
General Social Care Council 3 383 - 1,390
Monitor — Independent Regulator of NHS Foundation Trusts® 10,021 7853 3650 3Tz
Other ALBS" 771 13,872 926 15,603
Sub Total - ALBs 12,551 54,852 5187 34,235
Sub Total - DH and ALBs 30,951 111,445 20,113 105,199
% Change on prior year 54t B% -13% A%
Sirategec Health Authorities 25056 65,613 3,525 56,733
Primary Care Trusts 172,945 278308 109,750 210,778
NHS Trusts 172 BED 1,671 456 145 750 1,573,918
NHS Foundation Trusts 164,207 1,766, 865 176,282 1,317,203
Sub Total - Trusts and SHAs 565,068 3,815,381 456,326 3,160,632
24% 2% 2% 8%
RAE Total 596,019 3,926,827 476,439 3,265,832
% Change on phor year 25% 0% 1% A0%
Notes

1 Consullancy values for Core Department show receipted amounts against purchase orders in line with Office of
Government Commerce (OGC) definitions. This source has been used since 2010-11. This differs to the source of data
used in the main body of the resource accounts (for example, notes 8 and %), which is laken from the Department's
General Ledger. There are definitional and timing differences between these sources

2 Temporary Agency values are on a resource basis and are consistent with audited accounts

3 Other ALBs have been grouped as follows: NHS Commissioning Board, Mational Institute for Health and Clinical
Excellence, MHS Institule for Innovation and Improvement, Mational Patient Safety Agency, NHS Litigation Autharity,
National Treatment Agency for Substance Misuse, Health Research Authority, Health Education England. NHS Trust
Development Autharity, Appoiniments Commission, Council for the Regulation of Healthcare Professionals, Health
Protection Agency, Human Ferilisation and Embryclegy Autharity and the Human Tissue Authority.

4 This is linked 1o them earrying out a fundamental but appropriate review of their regulalory systems that will have a
direct impact on future CQC and regulatory reform. For example they have reported more than 7 projects totalling

£1.75m spanning 2012-13.

5 The increase in Monitor's consultancy spend in 2012-13 relates to contingency planning work untertaken under
new funclions, and an increased spend on regulatory design and organisational build projects forming part of the
Iransition to Monitor's new role as section regulator. The increase in lemporary siaff also reflects this activity, with
regulatory and economic specialists required on a short bemm biasis to support and develop the transition

Payment to Suppliers

The Department complies with both the CBI prompt payment code and the British Standard on prompt
payment. The Department is a signatory to the Government's Prompt Payment Code, and has a policy to
pay all bills as soon as possible.

The standard terms of payment for all supplier contracts is 30 days from receipt and agreement of a valid
invoice. This is embedded in all contracts with suppliers, with any exceptions agreed as part of
contractual negotiations. Exceptions have to be fully justified and agreed by the appropriate senior
management and finance colleagues. Payment terms for most other types of valid payments for grants,
funding and to other bodies are immediate.
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Table C6: Core Department of Health Supplier Payments
2012-13 2011-12

% paid in 10 day period a7.1 97.9%
Me. paid in 10 day period 174,932 169,344
% paid in 30 day period 88.5 99 3%
Mo. paid in 30 day period 177,384 171,866
Payable Days (see note) 11 4

Note: Payable Days is the proportion of the amcunt owed to trade payables at the
year end compared with the aggregate amount inveiced by suppliers during the year,
expressed as a number of days in the same proportion to the total number of days
in the financial year,

Better Payment Practice Code — NHS Organisations

27 The percentages of bills paid in compliance with the better payment practice code in 2012-13 by NHS
Trusts, PCTs and SHAs are shown in the following tables. All NHS Trusts, PCTs and SHAs must meet a
Better Payment Practice Code target of paying 95% of bills within contract terms, or 30 days where no
terms have been agreed. Monitor does not collect comparable supplier payment performance from NHS
Foundation Trusts.

Table C7: NHS Trusts Supplier Payments
Number of NHS Trusts

By Number of Bills By Value of Bills
Non-NHS NHS Non-NHS MNHS
Between 95% and 100% 22 18 28 a4
Between 85% and 94.9% 51 31 39 24
Between 75% and 84.9% 13 16 21 17
Less than 75% 19 40 17 30
Total 105 105 105 105
Overall performance 2012-13 (%) 841 74,8 85.4 B2.8
Overall performance 2011-12 (%) B3.B 78.8 857 793

Note: Includes NHS Trusts that changed status, eg became FTs, during the year.

28 The overall performance shows the percentage paid by number and value within 30 days or contracted
terms. The performance in 2012-13 is in the context of NHS Trusts processing and paying over 18.5
million invoices during the year.

Table C8&: Primary Care Trusts Supplier Payments
Number of PCTs

By Mumber of Bills By Value of Bills
Non-NHS NHS Naon-NHS NHS

Between 95% and 100% 61 o8 70 126
Between 85% and 94.9% 68 54 50 18
Between 75% and B4 9% 14 20 23 5
Less than 75% 8 19 8 1
Total 151 151 151 151
Owverall performance 2012-13 (%) 91.2 88.2 926 o7.4
Overall performance 2011-12 (%) 91.6 87.4 93.1 98.0

29  The 2012-13 performance is in the context of PCTs processing and paying over 3 million invoices during
the year.
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Table C9: Strategic Health Authorities Supplier Payments

Number of SHAs
By Number of Bills By Value of Bills

Mon-NHS MNHS Mon-NHS MNHS
Between 95% and 100% ] T g ]
Between 85% and 94.9% 2 3 1 1
Between 75% and £4.9% 0 0 0 0
Less than 75% 0 0 0 0
Total 10 10 10 10
Overall performance 2012-13 (%) 96.0 95.6 97.3 96 .4
Overall performance 2011-12 (%) a7.2 955 a8.0 a7.9

The performance in 2012-13 is in the context of SHAs processing and paying over 150,000 invoices

during the year.

Strategic Health Authorities monitored the performance of individual NHS Trusts and Primary Care
Trusts, and worked with poor performing organisations to achieve and maintain a level of payment
performance consistent with Managing Public Money regulations and the Better Payment Practice Code.
Performance management took the form of meetings and discussions with organisations to understand
incidences of poor performance and identify corrective actions to ensure that performance improved. The
Department of Health had a similar role with poor performing SHAs.

Further details on the Better Payment Practice Code can be found at www.payontime.co.uk.
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Annex E (not subject to audit)

NAO REPORTS PRINCIPALLY FOR DEPARTMENT OF HEALTH FROM 1°T APRIL 2012
— 31T MARCH 2013

Memorandum: on the provision of out-of-hours GP services in Cornwall (March 2013)

During 2012, whistle-blowers raised a number of concerns about the out-of-hours services in Cornwall. A
clinical review of the out-of-hours service found no evidence that the service was or had been clinically unsafe.
However, there had been insufficient staff to fill all clinical shifts, and in July 2012 the Care Quality Commission
came to the same conclusion.

Although most of the recommendations were for the Primary Care Trust and Clinical Commissioning Group; the
key recommendation for the Department, was that they should take the lead in making sure that whistle-
blowers are, and feel, protected throughout the NHS.

VFM Managing NHS Hospital Consultants (February 2013)

The report examined how far the expected benefits of the new consultants’ contract agreed in 2003 had been
realised; whether consultants are managed effectively and consistently across NHS Trusts and Foundation
Trusts; and how far the Public Accounts Committee’s recommendations in 2007 about improving the
management of consultants had been implemented.

The conclusion was that all of the intended benefits from the new consultant’s contract had been realised or
partly realised, but that more could be done to improve further the management of consultants by Trusts, and
improve further value for money.

VFM Progress in Making NHS efficiency savings [QIPP] (December 2012)

The NHS had made a good start and clearly delivered substantial efficiency savings in 2011-12. These savings
would need to be maintained and built on if up to £20 billion is to be generated by 2014-15. For the NHS to be
financially sustainable and achieve value for money in the future, it would need to quicken the pace of service
transformation and make significant changes to the way health services are provided.

The overall positive comments reflected that the report covered the early stages of the drive to secure
efficiency savings and the Department was still developing its approach. The report highlighted a variety of
shortcomings in areas such as whether demand management is having positive or negative effects on access
to healthcare: how service transformation can best be achieved; and the reliability of the reported savings data.
There was a risk that confidence would be undermined and the likelihood of success reduced.

VFM Peterborough and Stamford Hospitals NHS Foundation Trust (November 2012)

Peterborough and Stamford Hospitals NHS Foundation Trust (the Trust) was authorised as an MHIS Foundation
Trust in 2004. It provides acute health services to patients in Peterborough, Cambridgeshire and Lincolnshire. It

had a turnover of £208 million in 2011.

The Department approved the PF| scheme in June 2007. It did so even though Monitor, the Foundation Trust
regulator, raised serious concerns about the affordability of the scheme, although these did not anticipate the
scale of the problems that has since emerged. HM Treasury had previously approved the scheme, but only
subject to the Trust addressing Monitor's concemns. The scheme was approved before the banking crisis in
2008.

The Trust reported surpluses each year from 2006-07 until making a small operating deficit in 2010-11 (after
including £20.5 million of one-off support for the PFI scheme from the Strategic Health Authority (SHA)). The
Trust's auditors raised concerns about its continued financial viability as an organisation as part of their
certification of the Trust's 2010-11 accounts. The Department announced in February 2012 that it is one of
seven Trusts eligible to receive additional support with the costs of its PFl scheme. The deficit increased to

around £46 million in 2011-12.
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Peterborough and Stamford Hospitals NHS Foundation Trust featured as a case study in the NAO 2012 repont,
Securing the future financial sustainability of the NHS. Following this, the Committee of Public Accounts asked
the NAO to look further at the circumstances underlying the Trust's serious financial difficulties.

The Trust board developed, and enthusiastically supported, an unrealistic business case for the new hospital
that incorporated overly optimistic financial projections. The Trust lacked the capacity and capability to deliver
the financial performance improvements and cost control required to maintain financial sustainability. It
therefore failed in its responsibility to secure value for money from its use of resources, even though the new
hospital was delivered to time and budget. In addition, the regulatory structure and approval processes put in
place to evaluate major capital projects and regulate their implementation did not work as intended and did not
ensure affordability. The Trust board’s failure to respond fully to Monitor's early concerns about the affordability
of the scheme was not addressed by the Department, and the Trust's deteriorating financial position was not
responded to in a timely way by Monitor.

Review of the data systems for the Department of Health (November 2012)

The report examined the Department's data systems used to report performance involving a review of
processes and controls governing: the selection, collection, processing and analysis of data; the match
between the Department’'s objectives and the indicators chasen and the reporting results.

The assessment does not provide a conclusion on the accuracy of figures included in the Department's public
performance statements. This is because sound data systems reduce but do not eliminate the possibility of
error in reported data. 2011-12 was the first year in a rolling programme which will present a complete picture
over the next three years.

VFM The Franchising of Hinchingbrooke Healthcare NHS Trust (November 2012)

Hinchingbrooke Health Care NHS Trust is a small district general hospital in Cambridgeshire with an annual
income in 2011-12 of £107 million. The Trust suffered financial difficulties between 2004-05 and 2007-08,
developing a cumulative deficit of £39 million.

In 2007, the Department gave the Authority approval to explore options to implement a new management
structure at the Trust, to make it financially sustainable and repay its cumulative deficit. In July 2009, after a
public consultation and review by the Department, the Authority obtained approval from the Department to seek
a partner to run the Trust as an operating franchise. In November 2011, the Authority awarded a ten-year
operating franchise to Circle, a private company. The Trust was the first NHS trust to be run as an operating
franchise.

The report highlights that the Trust's financial position was worse than projected after six months of 2012/13,
and that there are some immediate financial challenges to resclve. The report states that if the contract does
go well it can deliver value for money, however to achieve this it will need alert management by the Authority
and the Trust board to monitor performance and intervene as necessary.

Memorandum: An update on the government's approach to tackling obesity [July 2012]

The Public Accounts Committee asked the National Audit Office to follow up on two previous reports on
obesity, which were published in 2002 and 2007. The memorandum was a factual account of how the
Government's approach to obesity takes account of the themes and issues previously identified by the
Committee.

A value for money study was not conducted and recommendations have not been made although the
memorandum does highlight a small number of areas where they suggest a ‘watching brief.’

The memorandum explains how responsibility for measures to tackle obesity is changing and reviews what the
Department has done, and is now doing, to address areas of concemn previously highlighted by the Committee.

Memorandum: Progress in implementing the 2010 Adult Autism Strategy (July 2012)

The Adult Autism Strategy was launched in March 2010. This memorandum outlines the progress that has
been made in the two years since the Strateqy was published. Twenty-Four of the 56 commitments in the
Strategy have been implemented, and work has begun on most of the remaining commitments. However, less
progress was made in some areas, such as improving access to social care assessments, personal budgets
and diagnostic services, which can all help adults with autism to access services and support.
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Securing the Financial Sustainability of the NHS (July 2012)

This report looked at the financial sustainability of NHS commissioners, the NHS trusts and NHS foundation
trusts that provide community, secondary and tertiary health care services. If NHS organisations are financially
unsustainable this could impact on service delivery and gquality. The indicators the National Audit Office used
were whether NHS bodies achieved surplus or deficit, what financial support they needed, and measures of
debt and liquidity. The NAO found that, although in 2011-12 there was a surplus of £2.1 billion across the NHS
as a whole, there was also some financial distress.

VFM Healthcare across the UK: A comparison of the NHS in England, Scotland, Wales and Morthern
Ireland (June 2012)

The report highlighted key trends and variations in the delivery of healthcare across the four nations of the UK.
The report found that, despite the shared history and similarities between the four nations, there were
considerable variations in areas such as health outcomes, spending, staffing and quality.

VFM The Management of Adult Diabetes Services in the NHS (May 2012)

This report examined whether the NHS in England was providing recommended standards of care to people
with diabetes. The report found that, despite some improvements since 2008-07, there was poor performance
against expected levels of care, low achievement of treatment standards and high numbers of avoidable
deaths, and concluded that diabetes services in England were not delivering value for money

Although the Department found the report factually correct, the Department considered good progress had
been made in improving services for people with diabetes since the National Service Framework was published
in 2001, and there were some positive indicators of value for money in the Department’s expenditure on
diabetes. However, the Department recognised that a number of significant issues still need to be addressed -
in particular that variations in services across the country need to be reduced and delivery of some care
processes increased — before value for money from expenditure on diabetes is achieved across the board.
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Annex F (not subject to audit)
PUBLIC ACCOUNTS COMMITTEE REPORTS PRINCIPALLY FOR THE DEPARTMENT

39th Report - Progress in Making NHS Efficiency Savings [QIPP] (March 2013)

The Department reported that the NHS made savings of £6.8 billion in 2011-12 virtually all of that ;n.rjaf;r's
forecast of £5.9 billion and expected that by the end of 2012-13 the savings made will total £12.4 billion.

Most of the savings to date have been achieved through freezing the pay of NHS staff and reducing the prices
paid for healthcare. The more challenging, and risky, part of the efficiency drive requires transformation in the
way health services are actually provided. Over the four years to 2014-15, such transformational changes are
expected to generate 20% of the total savings, but the Department expects that by the halfway stage—the end
of 2012-13 - just 7% (EB75 million) of savings will have been generated in this way.

The reforms involve sweeping changes to the structures of the NHS and working together across organisational
boundaries will be crucial to service transformation. The NHS appears to have made a positive start but the
PAC could not be fully confident in the savings figures reported and were concerned that the need to make
savings may affect wider areas of care quality, which are not adequately measured.

28th Report — The Franchising of Hinchingbrooke Health Care NHS Trust and Peterborough and
Stamford Hospitals NHS Foundation Trust (February 2013)

A complete lack of strategic oversight resulted in separate decisions being taken to build a new PFI hospital at
Peterborough and to award a franchise to a private company to run a nearby NHS hospital. No consideration
appears to have been given to the impact these two decisions would have on the local health economy and
health expenditure. The hospitals are located 24 miles apart in the East of England, an area of the country
where the NHS has a long-acknowledged over-provision of acute healthcare. The decision to approve these
two cases flies in the face of past and present government policy to treat more people outside hospitals and to
concentrate key services in specialist centres. This has left the Government with two hospitals whose financial
viability and future is in doubt and whose value for money has not been secured.

Neither Trust is financially sustainable in its current form and both will have to make unprecedented levels of
savings to become viable. Events at both Trusts reflect poor financial management and the failure of the SHA
to exercise strategic control over local healthcare provision and capacity planning. The poor oversight
demonstrates that the Department has not established a robust system of healthcare planning. All bodies
demonstrated an abject failure to accept responsibility for these decisions and their impact on the local health
economy.

17th Report - Management of Adult Diabetes Services in the NHS (November 2012)

The percentage of the population diagnosed with diabetes doubled between 1984 and 2009 and is continuing
to increase. The Department projects that the number of people with diabetes (diagnosed and undiagnosed)
will rise from 3.1 million to 3.8 million by 2020. The projected increase in the diabetic population could have a
significant impact on NHS resources.

In 2001, the department published the National Service Framework for Diabetes (the Framework). The
expected levels of care outlined in the national Framework were reinforced in 2011 by a National Institute for
Health and Clinical Excellence (NICE) 'Quality Standard' for diabetes in adults.

The improvements in diabetes services since the publication of the Framework have not been as great as the
Committee would have expected given that the department set clear and clinically agreed standards 11 years
ago and has had information showing that the NHS has not been delivering the expected standards of care for
a number of years. Variation in the level of progress across the NHS also means that there is an unacceptable
“postcode lottery” of care, whereby the quality of diabetes care varies dramatically across the NHS.

16" Report — Securing the Future Financial Sustainability of the NHS (October 2012)

The Committee did not have critical details of how the new system introduced by the NHS reforms would work
so that services remain available to patients in their locality.
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In 2011-12 NHS organisations in England reported a combined overall surplus of £2.1 billion. There were,
however, significant variations in performance between NHS bodies. 377 NHS organisations reported a surplus
in the year, but 10 NHS trusts, 21 NHS foundation trusts and three Primary Care Trusts (PCTs) reported a
combined deficit of £356 million.

The very difficult financial situation of some NHS bodies is particularly marked in London, where two Trusts
reported a combined deficit of £115 million. The Department placed one of these, South London Healthcare
NHS Trust, in special administration in July 2012.

The financial sustainability of hospital Trusts is even more serious than these figures suggest. Up to now, PCTs
and Strategic Health Authorities (SHAs) have been able to give struggling Trusts additional financial support in
a variety of ways that have not always been transparent. In addition, the department has provided further
significant cash injections of £1.1 billion to some trusts in the form of Public Dividend Capital that it does not
expect all of them to pay back. All this additional funding is hiding underlying financial problems, as without this
help a further 31 NHS Trusts and 11 Foundation Trusts may not have broken even, or would have reported
larger deficits.

The Department was not able to explain clearly what would trigger a Trust being placed into the failure regime,
and how decisions would be made about the future of a Trust in financial difficulty.
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OUTSTANDING PUBLIC ACCOUNTS COMMITTEE RECOMMENDATIONS

39th Report - Progress in Making NHS Efficiency Savings [QIPP]

Recommendations

Government Response

The Commiltee have published their
recommendations

The Government to respond in due course.

28th Report - The Franchising of Hinchingbrooke Health Care NHS Trust and
Peterborough and Stamford Hospitals NHS Foundation Trust

Recommendation

Government Response

Recommendation 3: Commissioners
and providers need to work to develop
affordable and transparent plans for
both trusts that are based on realistic
savings targeis with mutually
understood triggers for further action.

Implementation Target Date: June 2013

Commissioners, Monitor and the TDA will work together to
assess local health needs and develop viable plans for local
services.

Recommendation 4: Monitor should:

« revise its risk rating regime so that it
is forward-locking, transparent and
enables risks to be identified and acted
upon before they materialiss,

* maintain oversight of major financial
commitments by foundalion trusts and
have the ability to stop unaffordable
schemes from proceeding; and

» develop a regime of regular, in-depth
financial reviews of foundation trusts.

Implementation Target Date: October 2013

Monitor is revising its risk rating system, adding more forward
looking elements in order to enable risks to be identified and
acted upon at an earlier stage. The final Risk Assessment
Framework will be published in October 2013.

Monitor will be able to take action using its new Continuity of
Service and statutory enforcement powers to address significant
risks to an FT's financial sustainability if they materialise.

Monitor will continue to assess the financial risk represented by
transactions and reflect these in its risk ratings. Monitor will
continue to review FTs annual plans so that it can assess and
manage risk for the sector as a whole.

Recommendalion 5: Monitor’s review
should be scoped o include the
financial sustainability of the whole
local health economy, focus on the
future, and be binding on all parties.

Implementation Target Date: June 2013

Monitor has appointed a Contingency Planning Team (CPT) to
assess the sustainability of the Peterborough FT and to identify
options for the future provision of its services.

17" Report - Management of Adult Diabetes Services in the NHS

Recommendation

Government Response

Recommendation 1: TheDepartment
should set out how the NHS will deliver
improvements specifically in diabetes
care under the new accountabilily
arrangements, setfing out under what
circumstances and how the NHS
commissioning Board will intervene,

Target Date November 2013

The Government will hold the NHS England to account for driving
improvement in the quality of NHS services against the outcomes
set in the NHS Mandate. Improvements for diabetes will be
captured through The NHS Outcomes Framework. Action for
Diabetes and guidance from NHS Diabetes on commissioning
comprehensive interacted diabetes care |locally will soon be
published. NHS England will appoint a National Clinical Director,
develop a new integrated NHS Improvement body and will be
solely responsible for taking contractual action against practices
that are not meeting their duties.
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Recommendation 2. The Department
should aim to achieve universal
coverage and urgently set out clear
oulcomes it would expect to achieve
by 2014-15 and beyond.

Target Date March 2015 and March 2015

The Mational Diabetes Audit (NDA) has seen a year-on-year
increase of 3% since 2009. Using this trend, by 2014-15,
estimates suggest that the proportion receiving all nine care
processes would increase to 61%. If the revised Quality
Outcomes Framework (QOF) indicator DM13 is accepted, this
percentage would increase to 64%. Universal coverage will be
declared when returns show that 80% of people have received all
nine care processes.

Recommendation 3: The Department
should set out when if expecis o
increase significantly the proportion of
people with diabetes achieving all
three oufcomeas, and define what that
proportion should be. Patient care
must be tailored to individual clinical
need and patient preference.

Target Date March 2015 and March 2015

It will never be appropriate for every person with diabetes to be
within the recommended outcomes ranges defined by NICE. By
2014-15, it is expected that 21% of people will be meeting all
three targets. The means of achieving further improvement will be
for NHS England to determine but may include QOF

Recommendation 4. The Department
needs to ensure that its payment
systems effectively incentivise good
care and better outcomes for people
with diabetes.

Target Date March 2016

Responsibility for setting tariffs currently remains with the
Department but the NHS CB will take overall responsibility for the
financial levers that commissioners can use to deliver their
objectives. Levers include Commissioning for Quality and
Innovation, Best Practice Tariffs and the proposed quality
premiurm.

Recommendation 5. The Department
should use its informalion to hold the
NHS to account and should work with
the NHS to ensure that the cosls of
diabetes are fully captured and
understood to promote appropriate
sarvices and better outcomes for
patients.

Target Date March 2015

The Department will identify potential improvements to data
collection to assess whether information from the NDA and
National Diabetes Information Service (NDIS) can be used to
improve estimates of expenditure. The department is also
investigating the feasibility of using GP information systems to
identify expenditure in primary care for future years. NHS
England expects CCGs to use the Outcomes Indicator Set and
data provided by the NDA, NDIS, and QOF to assess their
performance and plan for health improvement.

Recommendation 7: The Department
and Public Health England should set
out the steps they will take to minimise
the growth in numbers through well-
resourced public health campaigns
and action on the risk factors for
diabetes, such as the link with obesily,
and the complications they can cause.

Target Date December 2015

The Government is committed to tackling unhealthy weight and
obesity, which is a major risk factor for type 2 diabetes. Actions to
date include publishing Healthy Lives, Healthy People: A Call to
action on obesity in England, The Public Health Responsibility
Deal, The 2013 Food Network Programme, continued investment
in the ChangedLife programme and the NHS Health Check
programme.

16th Report — Securing the Future Financial Sustainability of the NHS

Recommendations

Government Response

Recommendation 2: The Department
and Monitor should clarify how “risk
pools” will work from Apnl 2013, and
how they will manage the risk of
creating an uneven playing field.

Target Date April 2015

The Health and Social Care Act 2012 requires Monitor to
establish one or more financial mechanisms, which might include
charges on commissioners andfor levies on providers, to support
the continued provision of essential NHS services in the event of
a Foundation Trust or company being placed in special
administration. The Department will provide funds directly to
cover the costs of special administration in both 2013-14 and
2014-15 and potentially beyond that and will give further
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