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Financial Skills for Healthcare



Understand numbers



Programme

 NHS Funding

 Importance of good financial management

 Role of the finance team

 How does a hospital get it’s income?

 Budgets, budget management and service line reporting

 Developing a business case



Workshop aims

 Basic grounding in financial management

 Hands-on experience

 Please feel free to ask questions

 Useful tips for future reference



 MONEY’S TOO TIGHT (TO MENTION)



• The UK spends just under 10% of its total Gross Domestic Product (GDP) on Healthcare, which 

is below other leading European Countries and EU average.

• The result, as you would expect, is fewer beds, doctors and nurses per patient in the UK.

Healthcare Spending – comparison to EU



• Since the NHS was created in 1948, the average annual rise has been just over 4%.

• However the average increase for the period 2010-2016 was significantly lower at 1% 

than the average of 6% over the period of the Labour government from 1997 to 2010

Healthcare Spending – change in funding



The biggest users of the NHS are, not surprisingly, older people:

• The average 85-year-old costs the NHS around eight times more compared to the 

average 25-30-year-old.

• The British population is not only growing – up 12 per cent over the next 20 years –

but getting older too; the number of people aged over 75 will be 73 per cent higher by 

2036. 

Healthcare Demand – ageing population

Source: UK Population aged over 75 (millions) ONS (2013) National Population Projections 



How the money flows



The Finance team







Learn the language

 Accruals: Allocating a resource to the period that it is 

consumed rather than paid

 Balance Sheet: the financial position of an organisation at one 

point in time

 Cashflow: Measures and forecasts the cash that flows in and 

out. Also referred to as ‘liquidity’

 Capital Charges: There are two – cost of capital currently 

3.5%, and depreciation



Learn the language

 Income and expenditure accounts: a comparison of the 

income made by a Trust and the expenditure it incurred

 Revenue: is the term applied to everyday expenditure i.e. 

Salaries, drugs, medical and surgical goods, other non-

clinical goods and services

 Capital: refers to expenditure on buildings, land and 

equipment which is one-off and is above £5,000 in value, 

however....there are exceptions



 YOU NEVER GIVE ME YOUR MONEY



You are now in charge of a budget

 Where does the hospital get it’s income from?

 Budgets: setting and managing budgets

 Managing performance

 Quiz!



Where does a hospital get its income 

from?

 There are a number of sources of income:

CCG contract income

NHS England contract income

Training and education

 Private Patients

 Specialist services

Research and development



Contract income
 For acute trusts contract income is mainly PbR tariffs >600 HRGs

 Mental Health trusts moving towards a form of PbR known as 
‘clustering’.

 Community trusts still on block contracts

 Balance of acute contract income comes from non-PbR e.g. 
diagnostics, therapies.

 Growth in acute costs has been constrained by two measures: [1] 
emergency activity above plan paid at 30% of tariff price, 
(although this was changed in 2015/16 to 70% reimbursement) 
[2] re-admissions within 30 days not paid for.



Setting a budget
 A budget is a detailed statement setting out anticipated 

expenditure and income, normally for a 12-month period

 Overall budget for the entire organisation, including budgets 
for capital and revenue expenditure as well as income

 Level at which budgets are set will depend on the extent of 
delegated responsibility; in healthcare clinicians have key part 
to play because they roles require them to commit the 
majority of resources within the organisation through the 
clinical decisions they make.



Setting a budget

 The most common method is incremental budgeting where 

budgets are rolled forward from one year to the next with 

adjustments for developments and inflation

 This is relatively quick and easy but can also roll forward 

errors

 The other method is zero-based budgeting which involves 

building a budget from scratch each year

 However this is very time consuming so in reality a 

combination of approaches is used



Managing a budget
 Once the budget has been set and the year commenced, the 

budget needs to be managed. Good budget management is 
achieved where:

 Budget holders are held to account;

 Reports, to monitor performance against budgets, are accurate 
and provided regularly to budget holders on a timely basis;

 Monitoring reports do not just contain financial data but are 
linked to information about performance and service 
improvements; and

 Variations against budget are identified and investigated, and 
corrective action is taken



BUDGET EXAMPLE



Accountancy Arms Pub Quiz

 Syringes delivered in September but not paid until October

 Invoice received on 2nd October but relates to 16/17 (which 

finished on 31st March 2017)

 Purchase of medical equipment costing £50,000

 Pay arrears of three months paid in October

 Payment in January 2018 for attendance at a conference in 

Australia in May 2018

 Credit for return of faulty goods



Service Line Management/Reporting

 Service Line Management/Reporting (SLM/SLR)

 Regards clinical directorates as operational business units

 Brings clinicians into decision making



Format of Service Line Reports

 SLR is different to normal budgeting which is functional 

based; wards, clinical support departments, outpatients, 

theatres, cleaning, catering etc.

 SLR is based on costing principles as follows:



SLR Costing Principles

Direct Costs

• Those costs that 
can be attributed 
to a particular 
service, for 
example drugs.

Indirect costs

• Those costs that 
cannot be directly 
allocated to a 
particular service, 
but are shared over 
a number of them, 
for example 
nursing and 
doctors costs.

Overhead costs

• The costs of 
support services 
that contribute to 
the effective 
running of a 
hospital, for 
example the 
finance department 
or HR department



Format of service line reports
 

Division 
Activit 

y 
Income Direct Costs Indirect 

Costs 
Contribution Overhead 

Costs 
EBITDA Depreciation TotalCosts NetGainLoss EBITD 

A % 

Medical Division 51,885 £22,497,797 £12,294,459 £5,716,856 £4,486,482 £6,454,808 -£637,692 £1,330,634 £24,466,123 -£1,968,326 -3% 

Total 51,885 £22,497,797 £12,294,459 £5,716,856 £4,486,482 £6,454,808 -£637,692 £1,330,634 £24,466,123 -£1,968,326 -3% 

 
 
 

Point of Delivery 
Activity Income Direct Costs Indirect 

Costs 
Contribution Overhead 

Costs 
EBITDA Depreciation TotalCosts NetGainLoss EBITD 

A % 

Accident & Emergency 19,410 £3,616,426 £2,397,835 £1,188,840 £29,751 £1,114,687 -£857,749 £227,187 £4,701,362 -£1,084,936 -24% 

Community Dermatology 1 £73,497 £31,255 £0 £42,242 £4,295 £38,199 £252 £35,550 £37,947 52% 

Day Case 1,624 £1,366,988 £811,261 £51,653 £504,073 £241,704 £295,874 £33,505 £1,104,618 £262,369 22% 

Direct Access- ECG 4 £60,798 £70,154 £0 -£9,356 £9,825 -£18,606 £576 £79,979 -£19,181 -31% 

Elective 176 £328,318 £192,308 £54,097 £81,913 £103,863 -£2,234 £19,716 £350,268 -£21,950 -1% 

Non Elective 7,774 £11,135,991 £6,275,037 £1,656,185 £3,204,770 £4,101,792 £52,955 £949,977 £12,033,013 -£897,022 0% 

Outpatient First Attendance 6,676 £1,680,762 £827,683 £635,856 £217,223 £285,753 -£30,593 £37,938 £1,749,293 -£68,531 -2% 

Outpatient Follow Up 13,561 £2,962,293 £1,376,275 £1,663,480 -£77,462 £497,814 -£526,068 £49,208 £3,537,570 -£575,276 -18% 

Outpatient Procedure 1,908 £504,906 £232,861 £98,935 £173,110 £58,426 £118,512 £3,828 £390,222 £114,684 23% 

Regular Day Attendances 751 £767,818 £79,790 £367,809 £320,219 £36,649 £292,018 £8,448 £484,248 £283,570 38% 

Total 51,885 £22,497,797 £12,294,459 £5,716,856 £4,486,482 £6,454,808 -£637,692 £1,330,634 £24,466,123 -£1,968,326 -3% 
 

 

Specialty Name 
Activity Income Direct Costs Indirect 

Costs 

Contribution Overhead 

Costs 

EBITDA Depreciation TotalCosts Net Gain / 

Loss 

EBITD 

A % 

Gastroenterology 4,951 £2,777,017 £1,493,674 £373,641 £909,703 £608,181 £301,522 £150,138 £2,625,633 £151,384 11% 

Accident & Emergency 21,357 £4,702,889 £2,629,232 £1,241,140 £832,517 £969,637 -£137,120 £256,534 £5,096,543 -£393,654 -3% 

Dermatology 4,620 £755,099 £340,387 £264,533 £150,179 £86,852 £63,327 £4,355 £696,127 £58,972 8% 

General Medicine 5,675 £6,788,299 £3,316,611 £947,528 £2,524,160 £1,304,831 £1,219,329 £397,740 £5,966,711 £821,589 18% 

Respiratory Medicine 2,782 £1,084,921 £671,095 £257,586 £156,240 £276,337 -£120,097 £62,666 £1,267,684 -£182,763 -11% 

Cardiology 2,480 £1,179,146 £895,300 £110,839 £173,007 £390,212 -£217,205 £15,088 £1,411,440 -£232,294 -18% 

Neurology 1,324 £362,007 £173,898 £44,676 £143,433 £61,480 £81,953 £31,303 £311,357 £50,651 23% 

Rheumatology 2,432 £791,639 £252,145 £976,010 -£436,517 £149,849 -£586,366 £15,904 £1,393,909 -£602,270 -74% 

Clinical Neurophysiology 241 £68,962 £3,360 £2,187 £63,416 £1,981 £61,435 £74 £7,601 £61,361 89% 

Diabetic Medicine 712 £161,630 £92,003 £20,050 £49,576 £18,207 £31,370 £1,274 £131,534 £30,095 19% 

Geriatric Medicine 1,893 £1,730,523 £1,495,303 £317,671 -£82,451 £876,846 -£959,297 £341,666 £3,031,487 -£1,300,964 -55% 

Endocrinology 935 £417,749 £309,207 £79,951 £28,591 £102,863 -£74,272 £23,369 £515,390 -£97,641 -18% 

Clinical Haematology 2,262 £1,477,765 £498,916 £886,786 £92,063 £220,515 -£128,452 £27,733 £1,633,949 -£156,184 -9% 

Respiratory Physiology 213 £112,236 £47,329 £742 £64,164 £6,268 £57,896 £399 £54,739 £57,497 52% 

Rehabilitation 8 £87,914 £75,999 £193,515 -£181,600 £50,116 -£231,715 £2,390 £322,020 -£234,105 -264% 

Total 51,885 £22,497,797 £12,294,459 £5,716,856 £4,486,482 £5,124,174 -£637,692 £1,330,634 £24,466,123 -£1,968,326 -3% 

 



An example of how SLR information 

can be presented



 MONEY, MONEY, MONEY



Business cases

 NHS organisations have a duty to produce business cases to 

justify service or business change.

 Ensure that the proposal reflects good practice, governance 

and is financially sound.

 The business case is used to obtain trust management and 

Commissioner (where appropriate) approval and to provide a 

framework for planning and implementation of the proposal 

once agreed.



When business cases are required

 A business case should be produced in all cases when the proposal 

would require:

 Prioritisation of competing bids for scare resources

 Significant revenue cost/investment over and above that available 

within the specific service

 A significant/material change which impacts on how a service is 

delivered

 A material change to services and facilities outside of those 

directly managed by the directorate

 A capital investment



When business cases are required

 A lease agreement for equipment or facility

 The contracting out of a service

 The development of a new service

 The proposed termination of a service or disinvestment

 The sale of an asset



Example of an actual business case
 This will be an exercise to work on in groups

 The example concerns the replacement of air flow facilities within 
operating theatres of a trust

 The business case process for a capital investment can be lengthy 
therefore the end stage of the appraisal has been condensed and 
therefore there are just two options to be appraised.

 What you are asked to do in groups is develop criteria to appraise 
the options and score each option against the criteria.

 Once you have done this part of the exercise you can assess which 
of the two options is the better in terms of cost benefit.



Investment Objective
 Need to be precise and well defined

Example:  Belbury NHS Trust’s Operating Theatres 1-4

Problem:The air flow in Theatres 1-4 fails current                    standards and is 
incapable of further upgrade.

Is the Investment Objective:

1. Fix the air handling plant in Theatres 1-4

or,

2. Replace the air handling plant

or,

3. Find a long term solution to the air handling problems in Theatres 1-4?



Benefits Criteria
 Used to appraise your options

 Driven from the problem(s) you are trying to solve

Problem:

The air flow in Theatres 1-4 fails current standards and is
incapable of further upgrade. The theatres fail to meet
modern privacy and dignity standards. In addition the
theatres are heavily utilised and there are no spare sessions in
normal working hours which, in turn, may delay emergency
operating.



Theatres 1-4 Benefit Criteria
Benefit Criteria Weighting

1

2

3

4

5

6

7

Total



Finance
Each option / solution has an associated cost
 Capital cost e.g. building, refurbishing, costly equipment

 Revenue costs e.g. staffing, consumables

 Revenue benefits e.g. productivity savings

 Income generated e.g. activity related, private patient income

Each cost and benefit has timing implications



Financial Appraisal

Technique Description

Simple Payback Time it takes to recoup your investment

Net Present Value (NPV) Based on the time value of money (NHS uses 3.5% discount rate).  Add together all money 

flows to get a total for the life of the project.

Equivalent Annual Cost (EAC) Used to compare projects of different lifetimes.  EAC is the NPV divided by a constant which is 

a factor of lifetime and interest rate (these constants can be obtained from tables).

Cost per Benefit Point Combines non-financial and financial elements of option appraisal.  For each option, the NPV 

(or EAC if relevant) is divided by the non-financial score (i.e. the cost per benefit).  The one 

which delivers the highest number (i.e. the least cost or the most income) is the 'best value for 

money' option. 

Cost / Income

Year 0 

(Now) Year 1 Year 2 Year 3 Year 4

Net (cost) 

benefit

Simple 

Payback NPV

EAC 

constant EAC

Non-Financial 

benefit score

Net Income 

per benefit 

point

£ £ £ £ £ £ £ £ £

Option 1 Cost -1,000 

Income 250 250 500 500 500 3 years

Discounted cashflow -1,000 242 233 451 436 3.17 years 362 3.67 99 120 0.82

Option 2 Cost -500 

Income 500 500 500 1 year

Discounted cashflow -500 483 467 0 0 1.04 years 450 1.9 237 80 2.96


