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INTRODUCTION TO REPORT  

OF 1 DECEMBER 2004 
 

 
 
 
Alvarez and Marsal, Europe was engaged by Monitor and the Bradford Hospitals NHS 
Foundation Trust (“Bradford Trust”) to provide the following financial and operational 
consulting and management advisory services to Monitor in connection with Monitor’s 
oversight role of the Bradford Trust (as described in the engagement letter of 5th October, 
2004: 
 

a. Review and analyze Bradford Trust’s most recent liquidity position and assist it to 
prepare a detailed, line-item rolling 13-week Cash Flow. 

b. Review and analyze Bradford Trust’s working capital changes during the period 1 
April 2004 to 31 August 2004. 

c. Review and analyze Bradford Trust’s operating results and closing position 
(income statement and balance sheet) for the 5 months ended 31 August, 2004. 

d. Review and assess Bradford Trust management’s turnaround plans including its 
monthly pro forma cash flows through to 31 March 2006. 
i) identify risks and opportunities to management plan 
ii) assess deliverability and timing of projected improvements/initiatives 

e. Review and assess management information, reporting and control systems. 
f. Assess Bradford Trust’s management team and Board oversight capabilities. 
g. Assist Monitor and Bradford Trust in its communications with key constituents. 
h. Other activities as mutually agreed upon by A&M and Monitor.” 

 
The attached report addresses this brief with the exception of reviewing management’s 
turnaround plan.  The management plan delivered to Monitor in September was withdrawn 
by Bradford Trust’s management and no alternative plan was delivered to A&M before the 
first report date of 11th November, 2004.  A&M was not requested to develop a turnaround 
plan for the Bradford Trust and did not do so. 
 
The report is based upon four weeks of intensive analysis that included: 
 

a. A detailed review of the Bradford Trust financial position. 
b. Discussions with the operating and financial management of the Bradford Trust.  
c. Discussions with the Board of Bradford Trust. 
d. Discussions with the local PCTs on their perspective on the issues being disputed 

between Bradford Trust and themselves. 
 
 



  

 

 
The first draft report was presented to the Bradford Trust on the 9th November 2004.  A 
revised draft, reflecting comments from the management and the then Chairman of the Trust, 
was presented to Monitor on 11th November.  Subsequently, written comments from Bradford 
Trust, received on 23rd November, were reflected in the attached draft, delivered to Bradford 
Trust and Monitor on 1st December 2004. 
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I. Executive Summary

A. Financial Summary

Projected Liquidity
BTH currently has cash availability as a consequence of delaying payments in excess of the 30 day NHS policy 
and of receiving advanced payment from Bradford City PCT.

Assuming that BTH conforms with the NHS payment policy in November 2004, then the cash requirement is 
projected to exceed the funds available and the existing facility in early December.

Continuing to delay payments might postpone the problem until January.

By the end of March 2005, BTH is projected to require £14.6 million in excess of the current facility.

A&M is of the belief that there are material risks to the projections (which are outlined herein).

Income and Expenditure
BTH currently forecast a loss for the fiscal year of £11.3 million.

The estimated loss of £11.3 million compares with a budgeted surplus of £2.3 million.

The loss was caused by meaningful cost increases over the original Budget because of staffing for growth and 
carry-over expenses stemming from fiscal year 2003.

A&M believes there is significant risk to fiscal year 2005 revenues.
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I. Executive Summary

A. Financial Summary (cont)

Risks
Budget controls have been weak and so the risk of unexpected expenditures is significant.

Based on our detailed analysis of the 3,014 queries raised by the Bradford North Primary Care Trust (PCT) in 
the first 5 months of fiscal year 2005, the estimated denial rate for inpatient income could be as high as 9% (see 
Appendix D) - this would increase the income at risk to £11.3 million compared to the £5.1 million provision by 
BTH (an increase of £6.2 million).

The cash impact from the denial rate is significantly higher and could be an additional £3.7 million.

Of the clinical income of £195 million, £13.6 million can be classified as “other clinical income” and £4.8 million 
as “adjustments”.  We believe that some £4.3 million of these two categories is at risk because it is not clear that 
the PCTs will pay for all these charges.

A&M risk adjusted projections:
March 2005 liquidity need of £25.6 million
Fiscal Year 2005 loss of £21.8 million
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I. Executive Summary

A. Financial Summary (cont)

Reasons for the “Sudden” Deterioration in BTH’s Liquidity Position and Earnings

There was no one problem that has created the liquidity problem. Rather there were weaknesses in the previous 
operations that then crumbled under a barrage of changes that all occurred at the same time: foundation status, 
HRGs, Payment by Results, the new consultant contract, the working time directive etc.

Last year brokerage was used to offset a loss of £2.3 million.  The loss had not impacted cash because of 
delayed payments to creditors.

The potential problem in fiscal year 2005 was identified in a paper from the CFO in April 2004  (Appendix B) –
where he estimated a loss of £11 million. A memo from the CEO on 9 April, 2004 (Appendix C) warned of the 
same problems and highlighted many of the issues that still exist today.

The variance in the BTH forecast can be attributed to a number of cost issues: (i) An increase in personnel costs 
due to an increase of around 300 WTEs since March 2003, and an increase in the costs of employment from 
internal and external factors (e.g. pensions, national consultant contracts) (ii) increases in drug and medical 
supply costs (iii) an increase in the use of temporary staff.

The problems have been compounded by budgeting weaknesses, poor reporting, and computer delays in 
pricing activities on the new basis, delays in invoicing and poor data from West Yorkshire Shared Service Centre 
(WYSSC).

Underlying coding issues have had a significant impact on data accuracy and have contributed to the challenge 
and denial problems with the PCTs.
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I. Executive Summary
B. Role of Management

The executive management, including the Executive and Operations Directors, display an impressive grasp of the 
day to day mechanics necessary to provide quality patient care.

The management response to the early warnings from the CFO was inadequate.  No urgent drive for cost savings 
was initiated.

Questions have been raised as to the urgency of the CFO’s message
It was thought that there were numerous mitigating factors, such as a growth in the number of cases and the 
collection of old receivables
There was a directive from the CEO, recognising such issues and re-iterating the challenges of becoming a 
Foundation Trust (see Appendix C)
Despite all the above, over spending in the first half and poor results indicate a lack of commitment to 
resolve the identified potential financial problem.

There is no organised process for resolving PCT challenges and denials.
A history of friction continues to exist
Significant differences of opinion about the interpretation of payment by results and what is/ is not included
Strong willed personalities on both sides
Lingering bad faith from prior year arbitration
Differing opinions exist on other issues, such as a new wing and actions taken to resolve outstanding issues 
to date
Need to rebuild relationship based on facts and analysis.

No formal turnaround plan has been presented to A&M. There have been statements of intent but no clear actions, 
dates, responsibilities or financial impact. There is a reliance on external solutions where other parties will provide 
additional funds. The recent track record causes scepticism about management’s ability to execute a plan.
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I. Executive Summary

C. Role of the Board of Directors

The non Executive Directors are clearly looking to understand their new roles as a Board, rather than as community 
representatives. There is recognition that the hospital faces a problem, but only now is the scale and implications of 
the problem apparent.

The Board was warned of a potential problem by the CFO in April.
Distractions from implementation of a governance structure needed for the new Foundation status diverted 
attention from prioritising this issue.
Non executive directors maintain that continued efforts were made to obtain follow up information on issues 
raised by the CFO.
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
As a group, they appear to have confidence in the new CFO.

There is a need for a fundamental change in culture at BTH. The organisation must learn to stand 
alone at every level and learn to live within the financial constraints that exist.
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II. Financial Review

Key Elements
Liquidity
• At 8 November 2004, BTH had £4.4 million in the bank.
• Assuming that “overdue” trade creditors of £6.0 million at 8 

November are unwound in the next 30 days, BTH will 
exceed its credit facility in December. At the end of 13 
weeks, the requirement above the existing facility of £3 
million will be £6.7 million.

• The cash requirement will continue to rise through to 31 
March 2005 when it will be £14.6 million (before risks) in 
excess of the existing facility.

• If the risks identified on pages 21 & 22 eventuate, the cash 
requirement could be as high as £22.6 million in excess of 
the existing facility in March 2005.

Income & Expenditure
• BTH is currently forecasting a deficit of £11.3 million in the 

current financial year against an original budget of surplus 
£2.4 million and against breakeven in FY 2004. 

• The significant decline in performance from both budget and 
prior year can be analysed:

Working Capital
• Due to weaknesses in financial reporting processes, there is 

currently no reliable or properly reconciled balance sheet for 
BTH.

• While the debtors ledger indicates a balance of £4.1 million 
at 8 November 2004, we do not believe that significant cash 
is tied-up in debtors. In fact, given underlying activity levels 
and denial rates, BTH may well owe the major PCTs.

• Trade creditors at 8 November 2004 are estimated at £12.6 
million. Given annual non-pay purchase volumes, this 
represents creditor stretch of £6.0 million.

• In addition, transitional relief of £4.0 million and £1.6 million 
clinical negligence insurance are currently owed.

Risks & Opportunities
• Income Risk – there are 2 main risks to income:

1. Denials – from PCTs based on claims made year 
to date. We estimate that the impact of denials 
could be £6.2 million higher than included in the 
current income forecast by BTH. The incremental 
cash impact could be £3.7 million adverse.

2. Other income – from a review of the components 
of other income, we estimate that up to £4.3 
million may not be realised

• On the cost side, there may be some opportunity to mitigate 
the impacts of 1 and 2 above.

Actual Actual
vs vs

Budget Prior Year
Income 3.1£            18.7£            
Payroll -6.5 -16.1
Non Payroll -11.3 -12.6
Other 0.9 -1.4

Net Movement -13.8£           -11.3£            
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II. Financial Review

Short Term Liquidity (13 Week Cash Flow)
(£ in Millions)

Week 1 Week 2 Week 3 Week 4 Week 5 Week 6 Week 7 Week 8 Week 9 Week 10 Week 11 Week 12 Week 13
08-Nov 15-Nov 22-Nov 29-Nov 06-Dec 13-Dec 20-Dec 27-Dec 03-Jan 10-Jan 17-Jan 24-Jan 31-Jan TOTALS

Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
RECEIPTS

PCTS - Base
Bradford North 3.0 3.0 3.0 9.0
Bradford City 5.2 5.5 5.5 16.2
Bradford South & West 5.3 5.1 5.6 16.0
Airedale 0.6 0.6 0.6 1.8
Other PCTs 1.0 1.0 1.0 3.0

15.1 15.2 15.7 46.0
Other Income 0.1 1.9 0.1 2.0 2.0 6.1

0.1£             17.0£               0.1£             -£               -£               17.2£           -£               -£               -£               17.7£           -£               -£               -£               52.0£           

PAYMENTS

Creditors - Unwind -2.0 -2.0 -1.7 -5.7
Creditors - Trading -1.3 -2.9 -1.3 -1.3 -1.3 -5.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -1.3 -22.5
Creditors - Capex -0.2 -0.2 -0.2 -0.2 -0.6 -0.6 -0.6 -0.6 -0.3 -0.3 -0.3 -0.3 -0.3 -4.6
Salaries & Wages -0.1 -0.1 -6.4 -0.1 -0.1 -0.1 -6.4 -0.1 -0.1 -0.1 -0.1 -6.4 -0.1 -20.0
Pensions -1.6 -1.6 -1.6 -4.7
Tax & NI -2.9 -2.9 -2.9 -8.6

-3.6 -9.6 -9.6 -1.6 -2.0 -10.5 -8.3 -2.0 -1.6 -1.6 -6.1 -8.0 -1.6 -66.1

NET CASHFLOW -3.5 7.3 -9.5 -1.6 -2.0 6.7 -8.3 -2.0 -1.6 16.0 -6.1 -8.0 -1.6 -14.1

OPENING CASH 4.4 0.9 8.3 -1.2 -2.8 -4.8 1.9 -6.4 -8.4 -10.0 6.0 -0.1 -8.1 4.4

CLOSING CASH 0.9 8.3 -1.2 -2.8 -4.8 1.9 -6.4 -8.4 -10.0 6.0 -0.1 -8.1 -9.7 -9.7

FACILITY -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0 -3.0

FACILITY AVAILABLE 3.9£             11.3£               1.8£             0.2£             1.8-£             4.9£             3.4-£             5.4-£             7.0-£             9.0£             2.9£             5.1-£             6.7-£             6.7-£             
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II. Financial Review
Short Term Liquidity (Notes)

a) Cash Receipts

Cash receipts have been forecast based on (i) the roll-out of opening trade debtors at 8 November 2004 and 
(ii) underlying trading cash flows going forward.

(i) Opening Trade Debtors 
Given that debtors are in theory invoiced and paid within each month, BTH debtors outstanding should not exceed £9.0 
million each month (based on a turnover of £216 million). However, the trial balance at 30 September 2004 shows 
outstanding “Debtors” of £27.3 million.

Due to the fact that no invoices were raised in the first half of the year and a number of reconciling items on the ledger, 
we do not believe that the £27.3 million figure should be relied upon for cash forecasting purposes. Given several large 
“counterclaims” from large PCTS (e.g. Bradford City £2.0 million, North Bradford £0.7) and the uncertainty as to 
income at risk (See Financial Review Section), we do not believe in the short term that there is any significant cash tied 
up in debtors.

(ii) Underlying Trading Cash Flows
These have been modelled based on payment on account schedules agreed with the PCTs.

30-Sep-04

Gross Debtors (Per Ledger) 63,808£       
Less: Unallocated Cash Received 33,507-         
Less: Other Adjustments 3,020-           
Debtors (Per Trial Balance) 27,281£       

Reconciliation of Debtors Account (£'000s)
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II. Financial Review
Short Term Liquidity (Notes)

b) Cash Payments

(i) Creditor Payments

At 30 September 2004, the trial balance showed a “Creditors” figure of £34.8 million. As with the debtors figure, we 
question the reliability of the figure per the trial balance due to reconciling items. From a detailed review of the unpaid 
creditors listing, we estimate that the “true” level of trade creditors outstanding at 8 November was £12.6 million. 

Assuming compliance with the NHS payment policy (30 days), this represents an “overdue” trade creditor backlog of 
£6.0 million which will require payment in the coming 13 week period. In addition, transitional relief of £4.0 million and 
clinical negligence insurance  £1.6 million is outstanding and will also require payment.

The run rate for non-pay spend is estimated at £1.3 million per week (based on an annual forecast of £66.6 million).

Capex going forward has been estimated on a monthly basis by BTH.

(ii) Salaries, Pensions, Tax and NI

Over the past 3 months, pay costs have been running at £11 million per month. Given the “hiring freeze” currently in 
place, these should remain constant going forward.
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II. Financial Review
Short Term Liquidity (Notes)

c) Proposed BTH Action Plan

BTH have identified a number of actions in order to address the cash shortfall. These include:

While these measures may temporarily address the cash shortfall in the current financial year (FY 2005),  the 
underlying imbalance between income and costs (see pages 14 – 18) is not addressed by these actions. The 
result will be that a residual cash short fall will be moved to FY 2006.

Action Impact (£m)
Delay March payment of tax and NI 2.8

Delay March pension payment 1.5

Possible increase in overdraft facility 6.0

Capital expenditure deferral 1.0

Non payment/ return of PDC 5.1

Return of capital brokerage (FY 2003/ 2004) 3.2

Advance of PDC re SHA nominated capital schemes 4.0

Total 18.0
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II. Financial Review

Medium Term Liquidity (to 31 March 2005) – pre Risks and Opportunities
(£ in millions)

Week 14 Week 15 Week 16 Week 17 Week 18 Week 19 Week 20 Week 21
07-Feb 14-Feb 21-Feb 28-Feb 07-Mar 14-Mar 21-Mar 28-Mar

Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
RECEIPTS

PCTS - Base
Bradford North 3.0               3.0               
Bradford City 5.5               5.5               
Bradford South & West 5.2               5.2               
Airedale 0.6               0.6               
Other PCTs 1.0               1.0               

15.3             15.3             
Other Income 2.0               2.0               

-£               17.3£           -£               -£               -£               17.3£           -£               -£               

PAYMENTS
Creditors - Unwind
Creditors - Trading 1.3-               1.3-               1.3-               1.3-               5.3-               1.3-               1.3-               3.8-               
Creditors - Capex 0.4-               0.4-               0.4-               0.4-               0.4-               0.4-               0.4-               0.4-               
Salaries & Wages 0.1-               0.1-               6.4-               0.1-               0.1-               0.1-               0.1-               6.4-               
Pensions 1.6-               1.6-               
Tax & NI 2.9-               2.9-               
TOTAL PAYMENTS 1.8-               6.3-               8.1-               1.8-               5.8-               6.3-               1.8-               10.6-             

NET CASHFLOW 1.8-               11.0             8.1-               1.8-               5.8-               11.0             1.8-               10.6-             

OPENING CASH 9.7-               11.5-             0.5-               8.6-               10.4-             16.2-             5.2-               7.0-               

CLOSING CASH 11.5-             0.5-               8.6-               10.4-             16.2-             5.2-               7.0-               17.6-             

FACILITY 3.0-               3.0-               3.0-               3.0-               3.0-               3.0-               3.0-               3.0-               

FACILITY AVAILABLE 8.5-£             2.5£             5.6-£             7.4-£             13.2-£           2.2-£             4.0-£             14.6-£           

Note: week 18 payments includes £4.0 million transitional relief (part 2) and week 21 includes £2.5 million PDC payment (part 2)
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II. Financial Review

Income & Expenditure (FY 2005 vs FY 2004) (per BTH)
(£ in thousands)

Favourable/
Half 1 Half 2 Total Half 1 Half 2 Total (Unfavourable)

Estimate (i) Forecast (ii) Forecast (iI) Actual Actual Actual Variance
FINANCIAL PERFORMANCE

INCOME 
Clinical Income 96,935£           98,386£           195,321£         93,050£           83,840£           176,890£         18,431£                
Other Income 10,414             11,427             21,841             6,924               6,611               13,535             8,306                    

107,349           109,813           217,162           99,974             90,451             190,425           26,737                  
Transitional Relief 4,002-               4,002-               8,004-               -                       -                       -                       8,004-                    

NET INCOME 103,347           105,811           209,158           99,974             90,451             190,425           18,733                  

Pay 70,915-             70,915-             141,829-           56,617-             69,153-             125,770-           16,059-                  
Non-Pay (excl depn) 32,862-             33,711-             66,573-             38,039-             15,905-             53,944-             12,629-                  

EXPENSES 103,777-           104,626-           208,402-           94,656-             85,058-             179,714-           28,688-                  

EBITDA 430-                  1,185               756                  5,318               5,393               10,711             9,955-                    

Depreciation 3,644-               3,644-               7,288-               3,219-               3,296-               6,515-               773-                       
PDC 2,562-               2,562-               5,124-               2,191-               2,189-               4,380-               744-                       
Interest Receivable 197                  150                  347                  92                    92                    184                  163                       

6,009-               6,056-               12,065-             5,318-               5,393-               10,711-             1,354-                    

NET SURPLUS/ (DEFICIT) 6,439-£             4,871-£             11,309-£           -£                     -£                     -£                     11,309-£                

FINANCIAL YEAR 2004/ 2005 FINANCIAL YEAR 2003/ 2004
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II. Financial Review

Income & Expenditure (FY 2005 vs FY 2004)

Overall, the forecast outturn for FY 2005 is £11.3 million worse than the prior year. 

An analysis of the areas of adverse performance is:

Item Movement Drivers of Movement (estimated impact)
Income + 18.8 million According to BTH, in patient procedures have increased 6% in the first 5 

months this year. This fact is contested by the PCTs and cannot be 
corroborated by A&M.
The apparent price per spell has dropped 2.5% reflecting an increase in zero 
stay or < 1 day spells. 

Pay costs - 16.1 million Employed 300 more WTEs than last year ( - £10 m)
Pension cost increase ( - £8 m)

Non-Pay costs -12.6 million The Half 1 FY 2004 figure of £38.0 million includes a £15.2 million 
“smoothing adjustment” to balance expenses to income. Consequently, the 
2003/ 2004 reported half year numbers may be at risk, thus comparison to 
2004/2005 is not meaningful.
The overall increase in non-pay costs reflects the increase in drugs, blood, 
medical equipment and supplies.

Other - 1.4 million

Net Variance - 11.3 million
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II. Financial Review

Income & Expenditure (LTF vs Budget) (per BTH)
(£ in thousands)

Actual Budget

Favourable/ 
(Unfavourable) 

Variance

FINANCIAL PERFORMANCE

INCOME 
Clinical Income 96,935£           98,614£           1,679-£                
Other Income 10,414             8,383               2,031                  

107,349           106,997           352                     
Transitional Relief 4,002-               4,002-               -                          

NET INCOME 103,347           102,995           352                     

Pay 70,915-             66,726-             4,189-                  
Non-Pay (excl depn) 32,862-             27,655-             5,207-                  

EXPENSES 103,777-           94,381-             9,396-                  

EBITDA 430-                  8,614               9,044-                  

Depreciation 3,644-               3,767-               123                     
PDC 2,562-               2,688-               126                     
Interest Receivable 197                  23                    174                     

6,009-               6,432-               423                     

NET SURPLUS/ (DEFICIT) 6,439-£             2,182£             8,621-£                

HALF 1
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II. Financial Review

Income & Expenditure (LTF vs Budget)

Overall, the actual performance for the first half of FY 2005 is £8.6 million worse than the budget for that period.

An analysis of the areas of adverse performance is:

Item Movement Drivers of Movement (estimated impact)
Income + 0.4 million Increase in “other income” of £2.0 million offset by reduction of £1.7 million in 

clinical income.

Pay costs - 4.2 million Use of temps (- £ 1.2 m), specifically in Womens and Children, Theatres and 
Ambulatory, Clinical and Scientific Support
Admin and clerical staff (- £ 1.0 m)
Overspend on doctors (- £0.9 m) – consultant contracts

Non-Pay costs - 5.2 million Drug overspend ( - £1.0 m)
Medical supplies ( - £2.6 m) – including bloods
Equipment ( - £0.8 m), specifically in administration
Admin and clerical ( - £0.2 m)
Write off of FY 2003/ 2004 debt (- £2.3m), offset by other central reserves

Other + 0.4 million

Net Variance - 8.6 million
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II. Financial Review

Working Capital

As of September 30, 2004, recorded debtor and creditors represented on the BTH trial balance were:

From a detailed review of the trial balance and discussions with the BTH finance team, A&M do not believe that 
reliance can be placed on these figures due to: 

The absence of a reconciled balance sheet from the WYSCC with a number of unexplained and unreconciled
amounts.
Significant unresolved disputes with PCT’s.
The failure of BTH to raise invoices to the PCTs from April to August and weaknesses in the invoicing process.
The absence of a robust link between the income & expenditure statement and the balance sheet.

Moreover, the significant level of outstanding debtors is not consistent with A&M’s understanding of the underlying 
operations of BTH:

The PCTs, who comprise the majority of the debtors, have been making interim “payments on account” 
representing approximately the monthly amount due on the 15th of each month (hence no debtor build up).
At least one PCT  (Bradford City) has made significant “advance payments” (e.g. £5 million in June) in the first 
6 months of the year and is “owed” money at 30 September. 
Based on these 2 facts, debtors should, in the ordinary course stand at £9.0m at the end of each month.
Given these factors, recorded debtors of £27 million may be overstated.

30, Sept 2004
Debtors 27.281£       
Creditors 34.844-         
Net Trade 7.563-£         
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II. Financial Review

Working Capital

Similarly, a trade creditors balance of £34.8 million at 30 September 2004 requires significant adjustment to reflect the 
“true” amount of working capital required by the hospital:

Excluding pay related accruals (£2.8 million), transitional relief (£4.0 million), clinical negligence insurance(£1.6 
million), and cash movements (£4.6 million), trade creditors outstanding at 8 November were estimated at £12.6 
million.

Based on the above, and significant cash movements in October A&M estimates net working capital as follows:

30-Sep-04 30-Sep-04
per ledger Adjustment "true" balance Explanation of Adjustments

NHS Creditors 11,641£          4,400-£            7,241£            Removal of £2.7m from PCTs (in debtors) and £1.7m error
Non-NHS Creditors 11,903            -                      11,903            
Accruals (no invoice; goods recd) 2,124              -                      2,124              
Pension 3,201              1,600-              1,601              Removal of £1.6m double count.
Tax & NI 2,761              -                      2,761              
Deferred Income/ Other 3,214              3,214-              -                      Removal of accounting entries
Total 34,844£          9,214-£            25,630£          

Breakdown of Creditors Account (£'000s)

(1)

30, Sept 2004 31, October 2004
Debtors 10.100£       3.100£         
Creditors 25.630-         21.000-         
Net Trade 15.530-£       17.900-£       

(1) In the absence of reliable BTH data, but without performing an audit, A&M had to estimate creditors for cash forecasting purposes. 
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II. Financial Review

Risks

From the A&M review, there are 2 additional risks that should be considered in estimating the outturn for FY 2005. 
These are (a) Basic Clinical Income at Risk arising from successful challenges by the PCTs; (b) Other Clinical Income 
at Risk

a) Basic Clinical Income (£177 million)

BTH have estimated that Basic Clinical Income at risk is £5.1 million for FY 2005. As detailed in Appendix D, 
based on the queries raised by North Bradford in the YTD, one of the large PCTs, and a predicted denial rate 
of 9%, we believe that the actual income at risk could be £11.3 million (£6.2 million more than in the current 
estimate).

Assuming that PCTs hold payments of disputed amounts in February and March and given a query rate of 
21%, the potential lag in cash receipts could add £3.7 million to the cash requirement in the current financial 
year. 

I & E Impact
Cashflow 

Impact
Income at Risk (Denial rate 9%) 11,250-£       9,375-£         
Cash at Risk (Timing 21%) -                   4,420-           
Risk already in Cashflow -                   5,000           

11,250-         8,795-           

Current Provision (per BTH) 5,078-           5,078-           

Additional Financial Risk 6,172-£         3,717-£         
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II. Financial Review

Risks

b) Other Clinical Income (£18 million)

From a detailed review of other clinical income (consisting £13.6 million specified items and adjustments of 
£4.8 million) and conversations with PCTs, we estimate that an additional £4.3 million of income could be at 
risk.

Overall impact

The overall impact of these risks on the income & expenditure statement and cash flow can be therefore 
summarised as:

I & E Cashflow
Position (pre-risk) - per BTH 11,309-£          17,600-£          
Risk to Basic Clinical Income 6,172-              3,717-              
Risk to Other Clinical Income 4,300-              4,300-              

Position (post-risk) 21,781-£          25,617-£          
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III. Information & Control Systems

Areas Reviewed

Payment Cycle
Basic Clinical Income
Other Clinical Income (e.g., ward attenders)

Procurement

Financial Reporting (incl Shared Services)
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III. Information & Control Systems

Basic Clinical Income

Issue
There are a number of problems with the present system of collecting data from basic clinical notes: for 
example in one, perhaps extreme case, the coding error rate approached 50% in one specialty area.

Risks
Billing accuracy is lost, making collection efforts more difficult.
Some income is lost due to under coding.
Severity of illness remains undocumented leading to seemingly unjustified increases in clinical cost.

Solutions
Active participation in the coding process at all levels of the organization, particularly clinicians.
Proper staffing levels for coder based on workload.
Proper education and training for coding staff.
Standard protocols for coding charts.
Verification of completed coding by consultants.
Establishment of metrics (e.g., query rate by Specialty) to measure coding improvements.
Consultant performance needs to be linked to success of coding and documentation.
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III. Information & Control Systems

Other Income

Issue
Other Clinical income of £18.4 million represents 10% of total clinical income.
Other Income has increased by £8.3 million (61%) from the prior year.
PCT’s are looking very closely at revenue sources that were not reimbursed in prior years.

Risks
Invoicing is not done by one central unit, rather a significant number of items (£3 million income) are 
negotiated and invoiced by Planning & Performance. As a consequence there is no internal challenge on the 
preparation of these charges.
Finance does not have a unified view of the amount due from a particular PCT and why. This is compounded 
by the current state of the debtor ledgers.
The other clinical charges are a source of considerable question on the part of the PCTs. Many of the charges 
have not been formally agreed and hence may be difficult to collect; moreover, the PCT’s, having not been 
charged for these services in the past, are challenging the medical necessity and validity of the services 
charged by the Planning Department.
Given lack of internal controls over operations and coding it is likely that certain revenue may be missed.

Solutions
Develop internal control and reporting process to ensure that the revenue cycle captures all services provided.
Negotiate interim solutions with PCT’s.
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III. Information & Control Systems

Procurement

Issue
Review of supply chain and inventory management to ensure lowest possible pricing and minimal waste.

Risks
Although the processes are in place, there is a reliance upon Operation Directors to enforce them. E.g. in FY 2004 
and also in the first 6 months of FY 2005, Sevoflurane, a general anaesthetic, was the second most used drug by 
value in the hospital. Ideally Sevoflurane should have been restricted to children, at-risk patients and those patients 
with learning difficulties. The anaesthetists have been using the drug for the majority of patients. A specific guideline 
has been introduced to restrict the use of the drug but it will be up to the department managers to ensure that the 
guideline is followed. The undetected use of the drug for over six months reflects the absence of an effective, 
formal monitoring of drug use by department.
Too many purchases are outside the formal PO system, in particular pharmaceuticals, and therefore costs cannot 
be effectively monitored until invoices are received.
The move to WYSS should have resulted in purchasing staff being able to concentrate their time on contract 
negotiation. As a result of processing problems time is spent matching invoices for payment (with the Finance Staff) 
and dealing with suppliers who have not received payment.
The Invoice Query Manager (IQM) process is not operating efficiently. Invoices have to be reprinted and distributed 
to the relevant operations managers for sign-off. This process relies upon the knowledge of the finance staff who 
must determine where invoices should be sent.
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III. Information & Control Systems

Procurement (cont)

Solutions
Processes are in place that should enable purchases to be tightly controlled within the parameters set e.g. the 
WANDER system and the Southern Syringe re-order process.
A supply chain project with KPMG has helped focus the organisation towards being as efficient as possible during 
the purchasing process.
The purchasing department staff appear to be motivated and understand what they are trying to achieve.
Quality control can limit waste and ensure proper patient care is being distributed.
One person should be responsible for driving the final completion of centralised purchasing.
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III. Information & Control Systems

Financial Reporting and Controls (including shared services centre)

Issue
Poor accounting controls, policies and processes result in presentation of incorrect financial position; poor 
reporting and utilisation of finance department results in insufficient information being utilised to oversee the day 
to day operations.

Risks
In October 2003, the processing of the general ledger, accounts receivable and accounts payable was 
transferred to the West Yorkshire Shared Service Centre (“WYSCC”). The result has been a deterioration in the 
understanding of ledger balances and the flow of paperwork. There is a consequent risk to the reliability of the 
financial information then generated.
No individual has taken responsibility to validate the information that is delivered by the WYSSC; moreover 
accounting personnel have concluded much of the information is incorrect, yet no corrective action plans have 
been developed.
Net Working Capital has grown (per the general ledger) to inexplicable levels.

“Smoothing” of operating expenses has been noted in financial work papers.
Double counting of creditors has been identified (£100k).

Balance 30 
November 

2003

Balance 31 
October 

2003 Difference

Debtors 23.2 9.0 14.2

Creditors (40.7) (12.3) (28.4)
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III. Information & Control Systems

Financial Reporting and Controls (including shared service centre) (cont)

Risks (cont)
Financial controls are lacking and add to risk of financial misstatement (e.g. lack of separation of duties between 
planning & performance and finance for preparing invoices for other income; manual and automatic payment 
procedure weaknesses result in the double payment of certain creditors).
Weaknesses in financial reporting structure have been noted (e.g. the management accounting team do not 
review the balance sheet as a cross check on the accuracy of the income and expenditure statement).
General lack of checks and balances in reporting structure; inconsistencies exist between roles of operations, 
planning and accounting departments

Difficult to evaluate operational effectiveness of individual departments or wards
Poor internal controls over revenue recognition function
Budgeting and forecasting are dysfunctional processes

Solution
Financial function needs to be completely reengineered to ensure accurate and useful information is provided to 
key decision makers.
Interface with operations will create an environment where operators are owners of their individual income 
statements.
Someone must take responsibility for information received from WYSSC and take ownership of related 
reconciliation process.
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III. Information and Control Systems

Financial Reporting and Controls (including shared service centre)

Financial Controls

Area Areas of Concern Issues
Invoicing Invoices are raised in at least 3 separate parts of the 

hospital by numerous individuals (i) Planning & 
performance (ii) Management accounts (iii) Contract 
income. There is limited co-ordination of the activity.

There are no checks and balances to ensure that charges are 
properly justified - the potential exists for “double-invoicing” for 
the same activity.
It is not currently possible to get an accurate view of 
outstanding debtors (due to multiple different types of invoice 
on the accounts with no “one” owner of the account).

Accounts 
Receivable

Credit notes are communicated to the shared service 
centre which raises them and reduces the 
outstanding amount owed.

It does not appear that there are significant controls over the 
raising of credit notes (shared services respond to 
instructions). As a result, amounts owed can be “written-off” 
without real validation.
No reconciliation due to large unapplied cash balance –
account seems to be materially overstated.

Accounts 
Payable

Payments can be made either through the shared 
service centre (through the PGO account) or 
manually within the Finance Department (through the 
HSBC account).

Bills can get paid twice (we have been informed that £100k of 
invoices were paid twice in the period to 31 March 2004 as 
manual cheques were raised for creditors who were also paid 
through the shared service centre.
There have been no checks since March 31st to see if the 
problem persisted.
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III. Information and Control Systems

Financial Reporting and Controls (including shared service centre)

Financial Reporting

Area Areas of Concern Issues
Balance Sheet BTH does not have a meaningful, reconciled balance 

sheet.
The reported balance sheet is not driven by 
transactions entered into Oracle. Rather, it is the 
result of the income estimate provided by Contract 
Income.

There are likely to be large adjustments to both sides of the 
balance sheet when it is reconciled. The impact of these is 
unknown.
Controls over the hospital are weakened by the absence of any 
reconciled numbers.

Accounts 
Receivable

There is no accurate picture of debtors (given the 
failure to invoice for the first 5 months of the year).
Invoices subsequently raised have not been raised on 
the basis of activity (but rather to clear unapplied 
cash).

BTH does not have a clear picture of what is owed by each 
PCT (due to significant unapplied cash and the failure to link 
activity with invoicing)

Division of 
reporting

Reporting is split between planning & performance, 
financial reporting and management accounts. There 
is no integrated view of the financial results.

It is difficult to get a clear, integrated view of the income & 
expenditure, balance sheet and cash flow of the hospital since 
reporting is split across many people and there do not appear 
to be reconciliations to hand, linking the underlying figures to
those reported.



FINAL DRAFT

32For Internal Use Only. Not for Publication

IV. Governance

Board of Directors

Strengths

The non Executive Directors are clearly looking to understand their new roles as a Board, rather than as 
community representatives.

There is recognition that the hospital faces a problem, but not yet the scale and implications of the problem.

An oversight committee of the Board, consisting of the Chairman, CEO, CFO and two non Executive Directors 
was formed in September to monitor the creation of a turn around plan.  In A&M’s opinion it is important that 
the CEO and CFO report to the Committee, in substance if not in legal form.

Weaknesses

There is a lack of a regular financial package for the Board and financial reporting was not on the Board 
agenda for April, May and June.  The Board has been concerned about the lack of financial reporting and 
maintain they have demanded answers.

There is a lack of financial expertise on the Board to evaluate the reports that may have been given orally.

The response of the Board to the warnings placed in writing by the CFO on April 22nd (see Appendix B), 
stating that there was a danger that the hospital could lose £12 million, was problematic.  With the benefit of 
hindsight it is unfortunate that no oversight committee was formed at that time to ensure that corrective actions 
were taken as a matter of urgency.  The failure to insist on follow up financial reports from the CFO until, 
apparently, July, compounded this failure.
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IV. Governance
Executive Management

Strengths

The executive management, including the Executive and Operations Directors, display an impressive grasp of the 
day to day mechanics necessary to provide quality patient care.

Operations Directors appear be open to understanding the real causes of the problems in order to generate 
practical solutions that will protect the services of the hospital while delivering a more efficient cost structure.

There is considerable pride in running a facility that provides superior healthcare to the local community.

Weaknesses

Lack of understanding of the way Foundation status and payments by results profoundly changes the way in which 
the system operates and, therefore, the way in which the hospital has to be managed – best characterised as a 
cost plus approach. This is reflected in a response that concentrates more on finding traditional NHS funding 
solutions instead of looking internally for what needs to be changed in terms of costs and processes.

Very poor executional response to early warning signs provided by the CEO and CFO.

There is currently no thought through turn around plan – just a statement of intentions.

Lack of financial experience in management, combined with a failure by the financial staff to provide accurate, 
timely and effective information. There are accounting managers whose role is to support the Operations 
Directors, but who are not empowered to provide comprehensive analytical support and appropriate financial 
information.
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IV. Governance
Executive Management (cont)

Weaknesses (cont)

The management response to the early warnings from the CFO was inadequate. No urgent drive for cost savings 
was initiated.

Questions have been raised as to the urgency of the CFO’s message
It was thought that there were numerous mitigating factors, such as a growth in the number of cases and 
collection of old receivables
There was a directive from the CEO, recognising such issues and re-iterating the challenges of becoming 
a Foundation Trust (see Appendix C)
With respect to all the above, the ensuing lack of action, over spending in the first half and poor results 
indicate a lack of commitment to resolve the identified potential financial problem.
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V. Conclusions

Need to repair Financial Department support for this business

Systems are antiquated and are not interfaced.

Accounting department needs to be re-engineered.

Improve budget process

Provide more timely and accurate financial information which can be used by operations

Analyse relationship between revenue and expenses by department

Independently assess recoverability of reserves

Develop more meaningful reporting and forecasting packages

Centralise cash flow forecasting

Centralise invoicing

. 
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V. Conclusions

Need to develop standardised process to resolve differences with PCT’s

Put aside historical disagreements and differing interpretations of PbR.

Develop internal process to systematically review denied claims item by item, and respond on a real time 

basis.

Rebuild strong relationship with PCT’s based in facts and analysis xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx

Negotiate past issues and move on; utilise arbitration where necessary.

Set in place procedures to check all invoices to supporting documentation before submitting.

Improve Accountability

Board needs to become more proactive and challenging towards management team, and demand higher 

and more sophisticated levels of financial review.

Operations needs to agree on a basic set of operating metrics, to be provided by the Finance department, 

which ensure profitability.

Operations need to look at best practices and, where appropriate, put in place changes to balance 

resources and demand.

. 
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V. Conclusions

Operating at a Cash Flow deficit is not a surprise (see Earp and Jackson memos of April 2004)

Develop plan which deals with the realities of PbR.

Cease looking primarily towards PCT’s to resolve operating shortfalls.

Develop and document a meaningful turnaround plan.

Stretching payables does not constitute a plan

Identify services that cannot sustain themselves financially

Need to re-evaluate administrative personnel and costs.

Develop and evaluate productivity models to ensure financial viability of services and to dispute 

(with facts) positions taken by PCT’s.

Do not increase operating costs until revenue can be confirmed.

. 



FINAL DRAFT

38For Internal Use Only. Not for Publication

V. Conclusions

Need for fundamental change in culture at BTH. The organisation must learn to stand alone at 

every level and to live within the financial constraints and realities of PBR :

Fiscal year revenues have been as follows:

2003 £165 m

2004 £186 m

2005 £215 m

While there has been some change in mix, patient activity for these 3 years has remained relatively flat.

Costs have increased dramatically matching increases in revenue; in FY 2005 costs are expected to 

materially exceed revenue.

BTH must match resources to a realistic assessment of demand and realisable revenue.

. 
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VI. Appendix

A. Preamble

B. Memorandum from Paul Earp (22 April 2004)

C. David Jackson Memo

D. Support for Denied Claim Risk

E. Chronology of Events
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Appendix A - Preamble (1)

We wish to draw attention to the following key provisions of the engagement letter between Alvarez and Marsal 
(A&M), the Independent Regulator of NHS Foundation Trusts (Monitor) and Bradford Trust:

A&M was retained to provide financial and operational consulting and management advisory services 
to Monitor – Independent Regulator of NHS Foundation Trusts (Monitor) and Bradford Trust in 
connection with Monitor’s oversight role of the Bradford Trust.

Monitor and Bradford acknowledged that the services to be rendered by A&M would include the 
assessment or preparation of projections and other forward-looking statements, and that numerous 
factors outside the control of A&M could affect the actual results of Bradford Trust’s operations, which 
could materially and adversely differ from those projections.  In addition, A&M were relying on 
information provided by Bradford Trust in the preparation of those projections and other forward-
looking statements.  A&M made no representations or guarantees that projected results would be 
achieved or that an appropriate restructuring proposal could be formulated for Bradford Trust.  
Further, A&M did not assume any responsibility for the implementation or selection of any proposal 
which it assisted Monitor or Bradford Trust in formulating.

In addition, Monitor and Bradford Trust agreed to promptly correct any information so provided to A&M 
if it subsequently appeared that any such information was or had become inaccurate or misleading in 
any respect.  Moreover, prior to A&M finalising its Phase I report, Bradford Trust agreed to provide 
A&M with a statement that its management confirmed the accuracy of the financial information it 
provided to A&M.  Monitor and Bradford Trust understand that A&M may have relied upon, and will 
not be responsible for independently verifying the accuracy of any information provided to them with 
respect to Bradford Trust, and A&M shall not be liable for any inaccuracies therein.



Appendix A - Preamble (2)

Monitor and Bradford Trust have confirmed that they have the right to supply such information to 
A&M and that the supply of such information by Monitor and Bradford Trust and its receipt by 
A&M for the purposes of the services as set out in the Agreement did not infringe any rights held 
by any third party, involve the unauthorised use of confidential information belonging to a third 
party or result in a breach by A&M of any law, regulatory obligation, fiduciary duty owed to any 
third party, intellectual property rights or agreement.  A&M has agreed not to transfer personal 
data outside the EEA.

Monitor and Bradford trust have also acknowledged that except as may be required by law or 
court process, any opinions or advice (whether written or oral) rendered by A&M (or any of 
A&M's affiliates or advisers) pursuant to this agreement were intended solely for the benefit and 
use by Monitor and Bradford Trust, and could not be publicly disclosed in any manner or made 
available to third parties (other than Monitor and Bradford Trust's advisers, accountants, auditors 
and lawyers) without the prior written consent of A&M (such consent not to be unreasonably 
withheld).
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Appendix B – Paul Earp Memo (22 April)
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Appendix B – Paul Earp Memo (22 April) – page 2
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Appendix B – Paul Earp Memo (22 April) – page 3
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Appendix B – Paul Earp Memo (22 April) – page 4
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Appendix B – Paul Earp Memo (22 April) – page 5
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Appendix C – David Jackson Memo
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Appendix C – David Jackson Memo
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Appendix C – David Jackson Memo
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Appendix C – David Jackson Memo
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Appendix C – David Jackson Memo
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Appendix D – Support for Denied Claim Risk

BTH is facing significant challenges from the PCTs as to the accuracy of its coding as well as with its 
admission criteria for inpatient stays.  A lead role in challenging the information provided has been taken by 
North Bradford PCT. 

From April to August (5 months), North Bradford PCT generated 3,014 queries out of 9,178 inpatients billed by 
BTH.  An analysis of the queries is as follows:

The amount queried (£2.4 million) represented 21% of the total amount billed (£11.3 million) to North Bradford 
during this period.

North Bradford Queries 
(April - August)

# of 
Queries Per BTH

Per North 
Bradford PCT Difference

Resolvable Queries
Administrative Resolution 1,359 727,003 17,644 -709,359
Obstetrics 211 112,212 10,211 -102,001
    Subtotal 1,570 839,215 27,855 -811,360

Policy Issues
Re-admission 365 698,675 16,138 -682,537
Zero-length of stay 1,079 892,634 138,947 -753,687
    Subtotal 1,444 1,591,309 155,085 -1,436,224

Total 3,014 2,430,524 182,940 -2,247,584
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Appendix D – Support for Denied Claim Risk

Our assessment of the nature and likely resolution of the queries is as follows: 

Of the 3,014 queries, 1,359 appear to be administrative and presumably can be resolved by providing additional 
documentation on an item by item basis.  Based on discussions with BTH, the Obstetrics issue has been 
resolved with BTH agreeing that these patients did not qualify as an inpatient spell.

The remaining 1,444 queries are based on differences in the interpretation of the inpatient admission policy.  Of 
these, 365 cases (a value of £698,675) were challenges to situations where patients were re-admitted within 28 
days.  The PCT wishes to treat these as simple extensions of the original spell.  There is no clear justification for 
the PCTs approach; although, some day threshold may be ultimately agreed upon.  Conversely, 1,079 cases (a 
value of £892,634) represents a challenge to an apparent spike in same day admissions coincident with the 
desire to meet the NHS policy of a 4 hour maximum for resolution of A and E cases.  There is statistical support 
for the PCT challenge and resolution will require external intervention.

For purposes of this analysis we have assumed that BTH will prevail on administrative resolutions, obstetrics will 
be resolved as agreed, re-admissions are mainly resolved in favor of the hospital but the zero-length of stay 
issue is resolved in favor of the PCTs. The result is a denial rate of 9.0% of the amount claimed from North 
Bradford PCT.  
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Appendix D – Support for Denied Claim Risk

The denial rate on inpatient billing can then be summarized as follows:

North Bradford Queries (April - August)
Numberof 
Queries

Claimed by 
BTH

Proposed by 
North PCT

Challenge 
Rate I & E Impact

Administrative Resolution 1,359 727,003 17,644 0% 0
Obstetrics 211 112,212 10,211 90% -100,991
    Subtotal 1,570 839,215 27,855 -100,991
Policy Issues:
Re-admission 365 698,675 16,138 25% -174,669
Zero-length of stay 1,079 892,634 138,947 84% -749,813
    Subtotal 1,444 1,591,309 155,085 -924,481
    Total 3,014 2,430,524 182,940 -1,025,472

11,353,709
Inpatient Query Rate % 21.4%
Inpatient Denial Rate % 9.0%

North Bradford PCT Actual (e.g., PbR) Payments

From meeting the PCTs it is clear that North Bradford is taking the lead on issues in which all the PCTs concur.  It is 
unlikely that the analysis for the other PCTs would be fundamentally different, therefore, A&M has applied the same 
risk factor of 9% to all inpatient revenue.

The risk is that the issues will not be resolved and that the PCTs will begin to reduce their payments in February and 
March based on the query rate, (i.e., stop paying for items in dispute).

One positive factor would be that resolution of the North Bradford situation – could help to resolve the issues with all 
the PCTs.
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Appendix E – Chronology of Events

Chronology of Events

3 largest PCTs send
letters disputing
activity levels in Q1
2004.
Bradford City claim 
£2m overpayment.
Bradford North 
claim £700k 
overpayment

OCT ‘04
John Rushfirth
appointed acting
Finance Director

OCT ‘04

Monitor invoke
Section 23 and retain
A&M to carry out
Financial return

Finance Director,
Paul Earp, 
leaves.

OCT ‘04

30 SEP ‘04

Paul Earp (FD) 
submits paper to the
board showing a YTD
loss of £(2.1)m and
a realistic outturn of
£(4.4)m.

22 SEP ‘04

SEP ‘04

Invoicing starts for 
FY 05.

John Rushfirth
brought in to 
help with PbR.

AUG ‘04

AUG ‘04

Q1 Monitor return
submitted. Loss of 
£(4.4)m reported

Accounts signed
off after 
negotiations
with the PCTs.

21 JUL ‘04

22 APR ‘04

Paul Earp sends memo 
to Chairman,
Non Exec Directors & 
David Jackson
warning of worst case 
scenario of £12m 
deficit for FY2005. 
(Best case of £(2.7)m).

31 MAR ‘04

Financial Year
end.

Foundation Trust
status starts.
Budget surplus
forecast for FY05 of 
£2.4m at start of the year.

1 APR ‘04
Move to Shared
Service centre.
Debtors grow from
£9.0m to £23.2m.
Creditors grow from
£12.3m to £40.7m.

OCT ‘03

Shared service 
transition issues result 
in double payment of 
£100k of creditors prior 
to 31 March 2004 All debtor receipts “on-account”. No invoicing. “Catch-up” payments of £7.8 million received from PCTs.
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