
07 Month 2017 
GOVERNOR  
SUPPORT TEAM  

 

 NHS Providers | Page 1   

  

Q3 REFLECTIONS 
 
On the 20th February 2017, NHS Improvement (NHSI), the body responsible for overseeing foundation trusts and 
NHS trusts,  published its quarterly report relating to the financial and operational performance figures for the 
provider sector for the third quarter (Q3) of 2016/17 (covering the period 1st October 2016 to 31st December 2016). 
This article outlines the key Q3 figures, their significance, and the implications for provider finances.  
 

Key headlines 

• The Q3 combined deficit for the NHS provider sector is £886m, compared to £648m at Q2 and £461m at Q1.  

• The sector is forecast to end the year with a deficit of £873m. This is £293m worse than they planned at the start 
of the year. Providers had planned for a combined sector deficit of £580m (why plan for a deficit? Well, in short, it 
is accepted that the sector will need to return to financial balance, but that this will take longer than 12 months). 

• 80 providers are reporting their balance is below where they planned it to be at Q3. 
  
The quarterly publication of provider finance and operational performance figures is one of the major set-piece 
events in the NHS financial calendar. It is used by many as an NHS performance thermostat and in recent years has 
charted the progress of the sector’s financial performance. The numbers in the above key headlines are ominous, 
but it is worth remembering that it represents good progress compared to last year’s record £2.45bn end of year 
deficit. However the drivers behind the problems in trust finances are complicated and tell of an underlying financial 
position that is not sustainable - this is explored in more detail in the sections below. 
 

How to explain the figures  

Demand 

• There was an increase of 4.3% in A&E attendances compared to the same quarter last year. 

• Bed days lost due to delayed transfer of care (DTOC) rose by 28% compared to Q3 last year. 
 
The first thing to remember when trying to explain the growing sector deficit is that NHS providers experienced 
record demand this winter –  there was an increase of 4.3% in A&E attendances compared to the same quarter last 
year. The British Red Cross suggested the NHS is facing a “humanitarian crisis”; this is hyperbolic phrasing given what 
we know about how the NHS is responding relative to other international health systems. For example a third of 
Canadians reported waiting over 4 hours in emergency departments in 2016, while in England the percentage seen 
in this time is much closer to 90%.  Nevertheless, the NHS is facing unprecedented pressure. During the 3 months of 
quarter three, 5.34m patients attended A&E, with NHS trusts treating, admitting and discharging 87% of patients 
within four hours. This is a notable achievement, but crucially it is below the 95% which the sector is meant to 
achieve and below the 91% achieved during the same period last year. 
 
Beyond A&E, there was also an increase in waiting list pressures; 3.47m people were on the elective waiting list at 
the end of the quarter – 11% more than at the same time last year.  GP referrals into secondary care are also up by 
3%.  
 

https://improvement.nhs.uk/uploads/documents/Quarter_Three_201617_-_NHS_provider_sector_performance_report_-_Feb_2017.pdf


 
  

 
NHS Providers | Page 2 

This shows patients are entering the system at a rate that continues to accelerate. This pressure is compounded by 
the fact patients are not discharged at the same speed.  The capacity issues faced by the social care sector, following 
reductions in their funding, impact across NHS providers. The reason for this is providers struggle to find appropriate 
care settings for patients who, whilst medically fit to leave hospital, continue to need some level of support. This 
scenario is known as a “delayed transfer of care” (DTOC). The amount of hospital activity that could have been 
carried out in these hospital beds (known as bed days) but was lost to DTOC rose by 28% compared to quarter 3 last 
year.  This means the provider sector is acting as the stopgap for significant demand increases across the health and 
care system but is not being financially supported to do so.  
 
For trusts, this rise in demand not only increases the cost of service delivery but also affects the amount of income 
they receive. Acute providers are generally paid in line with the amount of activity they perform, but with bed 
occupancy high due to DTOC, providers cannot perform as much elective activity as they had planned. Also the 
increasing levels of activity in emergency care affects provider income, as the way they get paid for these services 
means they are not fully reimbursed for their costs for when activity levels go over a certain threshold.  Added to 
this, providers can also be fined for not delivering against A&E and waiting times’ performance targets – these fines 
equalled £70m by Q3. 
 

Unrealistic financial assumptions  

• Cost Improvement Plans (CIPs) were £229m under forecast delivery 

• Agency cost exceeding plan by 19% 

• Unachievable control totals  
 
Each year, providers need to deliver cost improvement plans (CIPs) in order to achieve the required savings for the 
NHS. In the first three quarters of the year, providers managed to deliver £2bn worth of savings through CIPs (around 
3.3% of total expenditure); this is £101m extra compared to the same period last year. Despite this, the forecast CIPs 
delivery at year end is £229m short of the £3.37bn planned for by the NHS.  
 
Analysis by NHS Providers gives some of the reasons why, despite providers making such large savings, they are still 
behind what was planned.  This analysis shows that financial “control totals” asked of some NHS trusts were too 
demanding: introduced at the start of 2016/17, providers were given the opportunity to sign up to savings plans in 
return for access to additional funding designed to reduce the overall deficit. These “control totals” were calculated 
by NHS Improvement on a trust-by-trust basis, based on what each it thought each provider would need to deliver 
in order for  the sector to achieve a planned end of year deficit of £580m.  
 
This system meant trusts were asked to make savings that equalled on average 4% of expenditure for the year (to 
put this into context Lord Carter, who led a review of NHS spending, said a 2% per annum efficiency target was 
realistic). While providers have achieved savings - 3.3% by Q3 - that are high compared to historic levels, it means 
they are still off the overall rate of savings they were asked to deliver. Also, it is worth noting that our research found 
that many of the savings made this year have been one off measures (such as selling off assets) and will not 
continue to help providers address the deficit as we move into 2017/18.  
 
It is important to note, however, that NHSI has recognised the difficult position of NHS trusts find themselves in and 
are trying to support the sector. The actions being taken by NHSI include: 
 

https://www.nhsproviders.org/media/2749/finance-directors-survey-report-march-2017.pdf
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• Extending the financial special measures (FSM) programme. This third wave of support is currently being 
considered for 12 providers.  

• New rules to ensure continued focus on agency spending. 

• Support for providers looking to achieve best market value for property asset sales 

• Support for providers to reduce pay bill growth where planned expenditure looks excessive 
 

What does this mean for the sector?  

Providers are committed to financial improvement, and NHS trusts continue to do everything they possibly can to 
reduce the overall deficit. Of those 228 trusts who accepted their control totals in 2016/17, 56 of them are 
forecasting to deliver an end of year position that is better than was asked of them. In addition, more than two thirds 
of trusts have reduced their agency expenditure since the introduction of new rules in October 2015, and year-to 
date agency expenditure was £505m lower than in the same period last year. 
 
But these actions are outweighed by the impact of winter demand pressures, and most notably delayed transfers of 
care, which have risen by 28% since last year. Coupled with this, unrealistic cost improvement targets means the 
sector is £229m below plan at Q3, even though providers have recorded very high levels of savings.  
 
The challenge of delivering financial plans cannot be underestimated given the current operating environment.  
NHS Providers would argue it is simply not sustainable to require NHS trusts to make up the gap between increased 
demand and limited funding by making ever greater savings. Instead we have reached a point where a clear 
decision, at a political level, needs to be made about what can realistically be achieved by the NHS within the 
funding that is available. 
 

What does this mean for governors?  

Financial and operational challenges facing the provider sector are immense so governors being critical friends and 
asking constructive questions will help your trust survive. Governors can also help to ensure that providers are 
balancing both finance and quality.  It is clear that solutions may no longer depend on one organisation, and will 
likely involve significant reconfiguring of services and working in partnership with other providers and 
commissioners. This means Boards will have to consider a broader range of issues than they have in the past, while 
Governors will have to ensure Boards remain accountable to local populations.  
 
Some suggested questions governors could ask non-executive directors (NEDs) include:  
 

• How are NEDs assured that all options are reviewed before developing a financial stability plan?  
• What evidence are NEDs looking at to satisfy yourselves that the major financial risks facing the trust are 

being identified and managed? 
• Are NEDs confident in the board’s approach to improving any adverse financial position?  
• How are NEDs assured our financial decisions will not impact negatively on the quality of care? 

 

Contact:  Adam Wright, policy officer  adam.wright@nhsproviders.org 

mailto:adam.wright@nhsproviders.org

