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Summary 
 

The multiple processes involved in financial control, as set out on the contents page, 
do not easily translate into a single flow chart. The sections within this Policy have 
been kept brief and should be read and complied with by all Trust Budget Holders. 
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Data Protection Act 2018 (General Data Protection Regulation – GDPR) 
Legislation 

The Trust has a duty under the DPA18 to ensure that there is a valid legal basis to 
process personal and sensitive data. The legal basis for processing must be identified 
and documented before the processing begins. In many cases we may need consent; 
this must be explicit, informed and documented. We cannot rely on opt out, it must be 
opt in. 

DPA18 is applicable to all staff; this includes those working as contractors and providers 
of services. 

For more information about your obligations under the DPA18 please see the 
Information Use Framework Policy or contact the Information Governance Team  
rch-tr.infogov@nhs.net 

 
 

 

mailto:rch-tr.infogov@nhs.net
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1. Introduction 
 

1.1. This policy document is a key element of the Trust's internal control 
environment and describes, in detail, how to ensure that the financial management 
responsibilities placed upon the Chief Executive and Director of Finance are 
discharged and implemented.  

1.2. Budgeting and general financial control is important within the Trust's overall 
performance management and governance processes. The Trust Board has 
approved Standing Orders and Standing Financial Instructions that include 
instructions on financial management. The principles contained in this policy 
document are based on the Standing Orders and Standing Financial Instructions. 

1.3. Budget Holders are required to review procedures of financial management to 
ensure that they meet standards laid down and must comply with the directions and 
guidance contained within this policy document.   

1.4. This policy describes the responsibilities of Trust Budget Holders to ensure the 
Trust maintains sound financial management. It sets out the minimum procedures 
that need to be followed by all Budget Holders and the duties that Budget Holders 
must discharge in order to ensure the effective control of their financial activities. 

1.5. The Standing Financial Instructions (SFIs) of Royal Cornwall Hospitals NHS 
Trust (RCHT) detail the financial responsibilities, policies and procedures to be 
adopted by the Trust. The Trust's SFIs are included within its Standing Orders 
(SOs).The SFIs should be used in conjunction with the Scheme of Delegation 
adopted by the Trust. These statements, together with the detailed departmental and 
financial procedure notes, cover all aspects of financial management and control. 

1.6. The SFIs stipulate that the Director of Finance is responsible for "maintaining an 
effective system of internal financial control" (SFI 2.14). These financial control 
procedures cover the directions laid down in SFIs and become binding on all 
Directors and employees of the Trust who have responsibilities connected with the 
financial control process. 

1.7. The financial control system is key to the preparation of the annual budget and 
financial plan.  

1.8. The Trust’s budget will be based upon capacity planning and patient activity 
forecasts. There will be clear links to workforce requirements to deliver activity plans 
and each Budget Holder will be responsible for both financial and activity information.  

1.9. The emphasis in the financial control system is on maximum devolution of 
responsibility to the lowest practicable level, coupled with personal accountability for 
clearly defined areas of work. 

1.10. Failure to comply with this policy may be treated as a breach of discipline. Any 
Director or employee involved in any way with the financial process, who is not clear 
as to the interpretation of these procedures or who has specific difficulty in complying 
with them, should in the first instance seek the advice of their line manager. If in 
further difficulty they should refer the matter to the Director of Finance. 

1.11. The Chief Executive is responsible for ensuring that all Directors and Budget 
Holders are provided with an up-to-date version of these procedures and are made 
aware of their responsibility to abide by their contents. Directors and Budget Holders 
are in turn responsible for ensuring that all employees to whom any powers are 
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delegated are made aware of, read, and have continuous access to, these 
procedures. 

1.12. The Chief Executive is the Accountable Officer and reserves the right to 
suspend any aspect of this policy in order to maintain the financial viability of the 
Trust, subject to Board ratification. 

1.13. This version supersedes any previous versions of this document. 
 

2. Purpose of this Policy / Procedure  
 

This policy is to ensure that: 
 

 all Budget Holders are provided with clear advice on their financial control 
duties and responsibilities; 

 finance staff are clear on their responsibilities in the financial control 
process; and 

 the Royal Cornwall Hospitals NHS Trust is able to demonstrate that it has 
effective financial control mechanisms in place to exercise financial control, 
both when financial targets are being met and when they are not. 

 

3. Scope 
 

This policy document provides the framework of financial control to those 
managers and staff connected with ensuring that the integrity of the Trust’s 
finances are safeguarded. 
 

4. Definitions / Glossary 
 

4.1. Any expression to which a meaning is given in Health Service Acts, or in 
the Financial Directions made under the Acts, shall have the same meaning in 
these procedures; and: 

 “Trust” means the Royal Cornwall Hospitals NHS Trust; 

 “Board” means the Board of the Trust; 

 “Accountable Officer” means the NHS Officer responsible and accountable for 
funds entrusted to the Trust. He/she shall be responsible for ensuring proper 
stewardship of public funds and assets. For this Trust, it shall be the Chief 
Executive; 

 “Budget” means a resource, expressed in financial or other quantitative term, 
proposed by the Trust for the purpose of carrying out, for a specific period, any 
or all of the functions of the Trust; 

 “Chief Executive” means the Chief Officer of the Trust; 

 “Director of Finance” means the Chief Financial Officer of the Trust; 

 “Director” means a Director of the Trust or any other person holding a paid 
appointment or office with the Trust performing the function of a Director; 

 “Budget Holder” means the Director or employee with delegated authority to 
manage finances (income and expenditure) for a specific area of the 
organisation; and 

 “Finance Manager” means all senior Finance staff at the Trust. 
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4.2. Wherever the title of Chief Executive, Director of Finance, or other nominated 
officer is used in these procedures, it shall be deemed to include any such other 
Director or employee who has been duly authorised to represent them. 

4.3. Wherever the term “employee” is used it shall be deemed to include employees 
of third parties contracted to the Trust when acting on behalf of the Trust. In addition 
“employee” includes all nursing and medical staff and consultants practising upon 
RCHT’s premises or contracted to perform services on other premises on behalf of 
RCHT (per the Trust’s Standing Orders, introductory paragraph 1.X). 

4.4. There is a further glossary attached at Appendix 3, which explains some of the 
additional terms and abbreviations used in this manual. 

 

5. Ownership and Responsibilities  
 

5.1. Role of the Executive Director  
The Executive Director responsible for this policy is the Director of Finance.  

 

5.2. Role of the Managers  
Line managers are responsible for ensuring that:  

 they are suitably trained and experienced in financial control matters; 

 all relevant staff are made aware of their financial control responsibilities; and 

 such staff are allowed the necessary support in undertaking a budget 
management role and afforded the necessary time to undertake training 
associated with budget management.  

 

5.3. Role of the Audit & Risk Assurance Committee  
The Audit & Risk Assurance Committee is responsible for: 

 receiving reports from the Trust’s internal and external auditors that cover 
adherence to financial controls. 

 

5.4. Role of Individual Staff 
All staff members are responsible for ensuring that:  

 they obtain any necessary skills to perform their budget management or budget 
monitoring role and they undertake training as may be appropriate in their job 
role. 

 

6. Standards and Practice  
 

6.1. Financial Management Framework  
 

6.1.1. The Trust is required to fulfil certain statutory financial duties, specifically: 

 to achieve operational financial balance taking one year with 
another, up to a five year period; 

 to operate within the External Finance Limit (EFL); and 

 to operate within the Capital Resource Limit (CRL).  
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6.1.2. The preparation and maintenance of the annual revenue and capital 
budgets is undertaken with these targets in mind as well as the Trust’s annually 
set financial targets. 
 
6.1.3. Prior to the start of the financial year the Director of Finance will, on 
behalf of the Chief Executive, prepare and submit an annual budget (and 
medium term financial plan, where required) for approval by the Board. Such 
financial plans will: 

 

 be designed to deliver the Trust’s strategies;  
 be in accordance with the aims and objectives set out in the annual operating 

plan and designed to achieve the statutory financial duties outlined in 6.1.1; 
 accord with workload and workforce plans; 
 be produced following discussion with appropriate Budget Holders; 
 be prepared within the limits of available funds; and 
 identify potential risks 

 
6.1.4. Should a medium term financial plan be required, it will be prepared in 
accordance with any format supplied by NHSE/I (NHS England and NHS 
Improvement have come together as a single organisation). 
 

6.2. Financial Responsibility 
 

6.2.1. The Chief Executive has overall executive responsibility for the Trust’s 
activities and is responsible to the Board for ensuring that its financial 
obligations and targets are met. 
 
6.2.2. The Director of Finance is responsible for monitoring and reporting 
financial performance to meet the statutory financial targets.  
 
6.2.3. Prior to the start of each financial year, the Director of Finance will submit 
to the Board the annual financial plan for approval. This will include details of 
the total expected contract income received and the proposed allocation to 
budgets, including any sums to be held in reserve. 

 

6.2.4. The Director of Finance is responsible for: 
 ensuring that the sum total of all revenue budgets balance recurrently to 

income received, taking one year with another; and 
 monitoring financial performance against budget and business plan, 

periodically reviewing them, and reporting to the Board.  
 

6.2.5. As a consequence, the Director of Finance shall have the right of access 
to all Budget Holders on financial related matters. 
 
6.2.6. The Director of Finance will devise and maintain systems of financial 
control. These will include: 
 monthly financial reports to the Board and Finance Committee in a form 

approved by the Board; 
 the issue of timely, accurate and comprehensive advice and financial reports 

to each Budget Holder, covering the areas for which they are responsible; 
 investigation and reporting of variances from financial, workload and 

manpower budgets; 
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 monitoring of management action to correct variances; and 
 arrangements for the authorisation of budget transfers.  

 
6.2.7. Finance staff will ensure that routines have been carried out in 
accordance with these instructions and that the procedures are available to all 
appropriate persons. 
 
6.2.8. The Director of Finance has a responsibility to ensure that adequate 
training is delivered on an ongoing basis to Budget Holders to help them 
manage successfully. A programme of financial management training is 
delivered in this respect. 

 

6.3. Delegated Powers 
 

6.3.1. The Board will delegate responsibility for the performance of its functions 
in accordance with the Scheme of Delegation adopted by the Trust, as included 
within its Standing Orders (SOs). 
 
6.3.2. The Chief Executive and Director of Finance will, as far as possible, 
delegate their detailed responsibilities but remain accountable for financial 
control. The Scheme of Delegation sets out the relevant arrangements.  

 

6.3.3. It is a duty of the Chief Executive to ensure that existing Directors and 
employees and all new appointees are notified of and understand their 
responsibilities within these instructions. 

 

6.3.4. The Chief Executive may delegate the management of a budget to permit 
the performance of a defined range of activities. This delegation must be in 
writing and be accompanied by a clear definition of: 
 the amount of the budget; 
 the purpose(s) of each budget heading; 
 individual and group responsibilities; 
 authority to exercise virement; 
 achievement of planned levels of services; and 
 the provision of regular reports. 

 
6.3.5. Responsibility for keeping expenditure within budgets is set out in 
Detailed Delegation Limits (at Annex 3 of the Trust's ‘Standing Orders, Standing 
Financial Instructions & Scheme of Reservation and Delegation’) 
 
6.3.6. Any changes to services that have a contractual or financial implication 
(such as the agreement of a new service with a Commissioning Group or 
variation of existing service) should be approved in accordance with the Trust’s 
business case procedures prior to service change and prior to contract changes 
being formally agreed.    

 

6.3.7. The general rules applying to delegation shall also apply to capital 
expenditure. 

 

6.3.8. The Director of Finance will maintain a register of all Budget Holders 
including details of delegated authority and the purpose for each budget, and 
may not further delegate any aspect without approval of the appropriate 
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Director. Standard limits for expenditure are set out in the Scheme of 
Delegation. 

 

6.4. Responsibility of Budget Holders 
 

6.4.1. Budget Holders are required to comply with the requirements of the 
Trust’s Standing Orders and Standing Financial Instructions, supporting 
financial policies such as this document and any amendments to them that may 
be made. If in doubt about their general responsibilities or specific matters such 
as virement, carry forward, over or under-spending, then Budget Holders should 
consult their Finance Manager. 
 
6.4.2. Delegated authority must be confirmed by the presence of the delegates’ 
signatures on the Authorised Signatory List held in the Finance Department. 

 

6.4.3. Budget Holders and others who the Budget Holders shall formally 
nominate shall be authorised to approve requisitions, invoices and petty cash, 
subject to appropriate segregation of duties and subject to the scope and 
limit(s) of their budget(s). These delegations must comply with the Scheme of 
Delegation and must be recorded, with specimen signatures, on the Authorised 
Signatory List held by the Finance Department. 

 

6.4.4. It is an absolute requirement that Budget Holders, when signing 
documents (as referred to in 6.4.3 above) only do so having verified that the 
correct cost centre and account code appears on the document. It must be a 
code that identifies a cost centre and an account line for which the Budget 
Holder is responsible.   

 

6.4.5. This coding of expenditure commitment documents at source is essential 
to maintain the integrity of the financial control system. Departments such as 
Payroll and Accounts Payable have instructions to reject all inadequately coded 
documents.  

 

6.4.6. Budgets should not be used in whole or in part for any purpose other 
than that specifically authorised, subject to the rules of virement.  

 

6.4.7. In order to maintain consistency with the Trust’s annual financial plan, no 
virements should be made between certain expense types as this differs from 
the use of resources as set out in the annual financial plan. Any requests for 
virement must be submitted to the Finance Manager or nominated person to 
establish whether the requested virement complies with said rules. 

 

6.4.8. Budget Holders must ensure that expenditure is contained within the 
limits of the approved budget (or virement limits) set by the Board. Any proposal 
to increase revenue spending should have an appropriate income stream or 
source of funding identified. 

 

6.4.9. The Budget Holder must get prior consent of the Board if any 
overspending or reduction of income cannot be met by a corresponding 
reduction in expenditure.  

 

6.4.10. Non-recurring budgets should not be used to finance recurring 
expenditure without the written authority of the Director of Finance. 



 

Finance and Procurement Department Financial Control Policy V5.0 
Page 11 of 32 

6.4.11. Budget Holders must ensure that staffing levels are contained within the 
funded establishment Whole Time Equivalent (WTE) level approved within the 
financial plan. The appointment of permanent employees outside the budgeted 
establishment requires prior approval in line with the Trust’s Scheme of 
Delegation and enhanced financial controls in place. 
 
6.4.12. No Director or employee may engage employees, either on a 
permanent or temporary nature, or agree to changes in any aspect of 
remuneration, unless this is within the limit of their approved budget and funded 
establishment.  

 

6.4.13. Budget Holders must provide the appropriate member of the Finance 
Team (e.g. Finance Manager) with explanations of material variances in 
expenditure and/or staffing levels, when requested. 

 

6.4.14. Budget Holders must ensure that the contracted activity is being 
achieved within the allocated resources. 

 

6.4.15. In exercising managerial responsibility for specific budgets, Budget 
Holders should be aware that actions taken in connection with their own 
budgets may impact upon budgets held by other managers. In planning 
changes or amendments, consideration should be made of the likely impact on 
other budgets 

 

6.4.16. The business planning process, which is an integral part of the 
construction of budgets, is the channel to balance conflicting demands against 
limited resources. If during the period of constructing a business plan or during 
the financial period to which the business plan relates, it seems likely that, 
because of unforeseen circumstances, either the budget will overspend or other 
objectives will not be met, then the Budget Holder, if unable to correct the 
problem by individual action, must bring the problem, together with the 
suggested solution, to the attention of his/her line manager and Finance 
Manager so that an action plan can be prepared and implemented immediately. 
 

6.5. Annual Budget Preparation 
 

6.5.1. Recurrent Baseline – Pay Budgets 
 

6.5.1.1. The budgeted recurrent WTE establishment is reviewed 
annually. A pay costing exercise is undertaken as part of the business and 
financial planning process on an annual basis. The principles of this 
exercise are that: 

 pay budgets are funded at the actual pay points staff in post are on at 
that point in time. Vacant posts are funded at the bottom of the scale; 

 Budget Holders are required to gain prior approval for any increases in 
pay points above that budgeted when appointments are made; 

 uplifts to pay budgets due to staff costing are discussed in detail and 
funded when setting the financial plan; 

 incremental drift is funded a year in arrears. Managers are expected to 
manage their pay budgets through vacancy and staff turnover;  
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 pay budgets are uplifted year on year for any relevant inflationary uplifts 
for pay awards, employer’s NIC and superannuation changes and these 
are funded centrally from reserves; 

 budgets are not recalculated as staff turnover is encountered during the 
financial year;  

 once the process is complete, pay awards (where awarded nationally) 
for the new financial year will be added to budgets as soon as the 
increases are known. Any shortfall on pay budgets not covered above 
will be assessed by the Director of Finance or his Deputy on a case by 
case basis; and 

 Budget Holders will be written to with notification of their new-year 
budget and will be expected to sign these off.  

6.5.1.2. Finance Managers will issue lists of actual staff in post to Budget 
Holders as part of the standard monthly reporting process. This is to 
ensure that staff are correctly coded in year and are appropriate to the 
payroll. There is therefore continuous confirmation of staff names charged 
against Care Groups / Corporate Departments. Budget Holders are 
responsible for checking the accuracy of the staff lists and the times 
charged against them and will be expected, on a monthly basis, to certify 
the accuracy of the staff list. Failure to notify the payroll service of changes 
in staff circumstances, which result in salary overpayments, will be 
monitored and reported upon by the payroll service.  Unrecovered over-
payments will remain a charge to the Budget Holder. 
 

6.5.2. Recurrent Baseline – Non-Pay Budgets 
 

6.5.2.1. Non- pay budgets will be reviewed annually as part of the budget 
setting process. Recurrent budgets will be rolled forward and adjusted for 
recurrent pressures subject to review and agreement by the Deputy 
Director of Finance.  
 
6.5.2.2.  Non-pay inflationary increases secured during the financial 
planning process is not usually allocated directly to budgets, and instead 
priorities are addressed in relation to: 

 shortfalls on pay / non-pay budget setting; 

 nationally identified commitments; 

 contracted out services commitments; 

 national contracts such as the NHS Blood and Transplant Service and 
CNST* premiums (*Clinical Negligence Scheme for Trusts); 

 Inter-trust Service Level Agreements; 

 Local Authority business rates; 

 other contract agreements where inflationary increase can be clearly 
demonstrated; and 

 other justifiable general inflationary pressures as agreed by the Chief 
Executive / Director of Finance / Executive Directors. 
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6.5.2.3. Income budgets are also rolled forward at recurrent levels during 
the budget setting process and where necessary are adjusted subject to 
Board approval.  
 
6.5.2.4. Inflation to income budgets due to agreed increases in prices 
charged will be applied, and the amount of the increase will be added to 
the central reserves to fund pay and non-pay inflation commitments.  
 
6.5.2.5. Over or under performance under Payment by Results (PbR) will 
be reviewed on a monthly basis and the Director of Finance / Deputy 
Director of Finance reserves the right to adjust budgets for under or over 
performance. 
 

6.5.3. Changes to Recurrent Baseline Budgets – Annual Service 
Planning Process 

 
Annual Contracting of Activity 
 

6.5.3.1. The annual contracting process involves identifying Care Group / 
Corporate Department service development requirements necessary to 
meet ongoing government national targets, the cost of additional activity 
and to ensure a continued level of acceptable service to patients. The 
Care Group / Corporate Department management team is required to 
identify all future service developments and complete a business case for 
each using the business planning template (available from the document 
library). For capital proposals, the development need must be identified as 
a risk on the Care Group’s / Corporate Department’s risk register. Similar 
discipline should apply to revenue business case proposals. This 
appraises the proposed service change in terms of income and 
expenditure and non-financial benefits. In addition, existing Care Group / 
Corporate Department cost pressures must be identified, validated and 
costed by the Care Group / Corporate Department Finance Manager.  
 
6.5.3.2. All business case and cost pressures must be submitted in line 
with the annual planning timetable. The submissions are critically 
appraised and through a robust prioritisation process a list of must do 
service developments will be agreed. Once agreed, the anticipated income 
and expenditure for all approved service developments will be added to 
the proposed budget and, once signed off by the Board, allocated to the 
relevant Care Group / Corporate Department at the start of the financial 
year, phased as per the business case financial profile.  
 
6.5.3.3. Business cases will need to be produced for further allocations to 
fund cost pressures during the financial year. 
 

Cost Improvement Plans (CIPs) 
 

6.5.3.4. The Trust is required to seek to achieve value for money in all of 
the services it delivers. In planning services, the Trust’s Directors and 
management team constantly seek to improve the efficiency of delivery.  
The Trust’s Portfolio Management Office identifies the key priorities and 
focus areas to help improve value for money across the Trust and achieve 
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the Trust’s financial targets. These priorities will need to be taken account 
of as part of the budget and service planning process.   
 
6.5.3.5. The total value of the Cost Improvement Plans (CIPs) is 
established by determining: 

 annual income from annual operating plan negotiations;  

 the impact of service developments and local service changes on the 
Trust’s cost base; and 

 the value of further savings required to meet financial targets.   

6.5.3.6. A Trust-wide CIP may be set to ensure the Trust meets its 
planned surplus, should the value of savings schemes related to specific 
initiatives or service developments not be sufficient. In this case each Care 
Group / Corporate Department may be allocated a proportion of this target, 
calculated as a percentage of the Care Group / Corporate Department 
annual budget. The allocation of CIP targets will be notified to Associate 
Directors or Heads of Department as part of the annual business planning 
and annual operating plan process. Associate Directors or Heads of 
Department will be expected to submit plans detailing how CIP targets will 
be achieved on a recurrent basis.  
 
6.5.3.7. All Trust-wide savings plans are aggregated to ensure that the 
full financial obligation to the Trust is met. The Trust-wide plan will then be 
monitored on an ongoing basis by the Portfolio Management Office to 
ensure that the Trust is on target to achieve the total required savings. 
Care Groups / Corporate Departments that fail to deliver saving as per 
their start of year plan will be required to find additional schemes to ensure 
their full target is met on a recurrent basis. Non-recurrent savings can be 
used in year to cover the shortfall of schemes being delivered later than 
planned but the saving must be delivered in full on a recurrent basis in 
subsequent years. 

 
6.5.3.8. The Director of Finance will summarise the forthcoming year's 
financial plan (and medium term financial plan, where required) to the 
Board and in so doing demonstrate how the financial targets for the Trust 
can be achieved. The Director of Finance will then seek the approval of 
the Board for the proposed financial plans. 

 
6.5.3.9. The Director of Finance will inform the Care Groups / Corporate 
Departments of their individual budgets and ask them to confirm 
acceptance in writing (in line with corporate governance requirements), 
prior to the beginning of each financial year. 

 
6.5.3.10. Associate Directors or Heads of Department, Clinical Directors 
and Executive Directors are expected to sign off and return a form stating 
agreement to the financial plan for the forthcoming year.  

 
6.5.3.11. Care Group / Corporate Department management teams will 
ensure that all Budget Holders sign up to the delivery of budgets and 
confirm to the Director of Finance in writing that this has been achieved.  
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6.5.3.12. The costs of any approved staff changes in-year must be met 
from within the Care Group’s / Corporate Department’s own budget. All 
requests for re-grading must be approved by the Vacancy Review Group 
within each Care Group / Corporate Department and meet any additional 
enhanced financial controls that are put in place. 

 
6.5.3.13. Commissioner approved, and funded, developments due to 
commence in the new financial year will be funded to full year effect from 
the date they commence. 

 
6.5.3.14. The accurate phasing of planned expenditure in each budget is 
key to maintaining in-year financial control. This is the responsibility of the 
Budget Holder, supported and advised by the Finance Manager. The 
focus should be on controlling planned expenditure, rather than spending 
time trying to work out retrospectively why overspending has happened.  

 
6.5.3.15. Each budget has clearly defined phasing representing planned 
expenditure. This can take many forms, twelve equal monthly payments, 
month-by-month specific amounts, quarterly payments, or one single lump 
sum payment, but should be in twelfths unless a different phasing is 
agreed with the Deputy Director of Finance or Associate Director of 
Finance. 

 
6.5.3.16. Any externally funded fixed term posts must be recruited on a 
fixed term basis only and not assumed to be a recurrent part of the funded 
establishment. 
 

6.6. Reporting Procedures 
 

6.6.1. Budget Holders will be notified by email within 10 working days of month 
end when monthly financial information is available. Budget Holders are 
expected to review this information and liaise with their Management 
Accountants to resolve queries and/or rectify errors. 
 
6.6.2. The information for these reports will be produced from the general 
ledger system and other sources of activity data as appropriate and as they 
become available.   

 

6.6.3. The Associate Directors or Heads of Department will be consulted prior 
to publishing the final financial result to ensure they:- 

 can investigate material variances and obtain justified reasons for 
variances; 

 are made aware of the month end financial position; and 

 are closely involved in the production of the year end forecast financial 
position. 

 
6.6.4. This process encourages complete ownership of the financial information 
reported and as a result the managers will be required to explain how they will 
recover any unauthorised overspend. 
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6.6.5. Finance Managers will contribute to a Performance Report on a monthly 
basis, within a timescale laid down by the Director of Strategy and Performance. 
This will include details of: 

 the annual budget; 

 the proportion of budget for the report month; 

 the proportion of budget for the cumulative period from the 
commencement of the financial year to the end of the report month; 

 expenditure/ income in month; 

 expenditure/ income for the cumulative period from the commencement of 
the financial year to the end of the report month; 

 variance in the report month; 

 variance in the cumulative period from the commencement of the financial 
year to the end of the report month; 

 Patient Level Information &  Costing System (PLICS) information 
published on a six monthly basis;  

 budgeted and Actual staff numbers for the reporting month; and  

 CIP performance. 

 
6.6.6. In addition, Associate Directors or Heads of Department will receive 
information on activity delivered against the agreed capacity plan and the 
resultant PbR income this has generated for the Trust. This will highlight any 
major variations from plan. Associate Directors or Heads of Department must 
explain reasons for any such performance shortfalls and remedial action that 
will be taken. 
 
6.6.7. Budget values reported in the statements should take into account, 
wherever possible, all known adjustments to budget and all reasonably 
anticipated future adjustments. Proportions of budget applied to the report 
month and the accumulated period to date should take account of seasonal 
fluctuations, irregular spending patterns and spending conforming to quarterly, 
annual (or other non-monthly) patterns. 

 

6.6.8. Finance Managers will carefully assess income / expenditure within each 
report month and make appropriate accruals in order to allow for known 
financial transactions not yet recorded in the accounting records.  

 

6.7. Investigation of Variances 
 

6.7.1. The Director of Finance shall monitor financial performance against 
budget and business plan, periodically review them, and report to the Board. As 
a consequence, the Director of Finance shall have the right of access to all 
Budget Holders on financial related matters.  
 
6.7.2. The main forum for review and challenge of financial information will be 
the performance review meeting. 
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6.7.3. It is vital that information on both adverse and favourable variances from 
the budget plan is speedily available. It is therefore important that Budget 
Holders clearly understand the reasons for any variances from budget and have 
planned corrective action, if necessary, so the causes and potential effects of 
material variances can be reported upon. 
 
6.7.4. The interpretation of budget reports is an important and necessary 
aspect of a Budget Holder’s skills. It is important that training is undertaken. All 
Budget Holders are required to attend the courses run by the RCHT Finance 
Team on Budget Holder Training. 

 

6.8. Underspending 
 

6.8.1. The overriding aim of the policy covering the use of savings, carry 
forwards and virement is to provide Budget Holders with the incentive to use 
their resources in the interest of providing high quality patient care in the most 
efficient and effective manner. It must be clearly understood that the application 
of budget savings must be made in the best interests of the overall financial 
position of the Trust as seen by the Board. 
 
6.8.2. Budget Holders are required to notify the Director of Finance (via their 
Finance Manager) of any anticipated material underspends, whether planned or 
otherwise, at the earliest possible opportunity. Associate Directors or Heads of 
Department should allocate any recurring underspends to the Care Group / 
Corporate Department CIP target before consideration is given for investing the 
surplus in other services. Any planned service changes due to the utilisation of 
Care Group / Corporate Department surpluses should be presented to the 
Director of Finance and the Chief Operating Officer to ensure all impacts on 
PbR income and activity and corporate goals are considered. The business 
planning template should be used for this purpose. 

 

6.8.3. Failure to make proposals in good time could result in underspends being 
withdrawn from the Care Group / Corporate Department. 

 

6.8.4. The following points cover exceptions to the above general policy about 
retaining savings: 

 

 Planned underspends and/or savings should, in the first instance, be 
declared against the Care Group’s / Corporate Department’s CIP 
requirement; 

 If, due to exceptional circumstances, savings within a Care Group / 
Corporate Department are made which are not in the best interests of the 
Trust to redeploy within the Care Group / Corporate Department, the 
Director of Finance will determine their re-allocation. Such circumstances 
could be, for example, a ward or hospital closure due to fire., fortuitous 
savings, etc; 

 If underspends arise from unplanned or fortuitous circumstances, failure to 
achieve contracted workload or agreed activity, and under demand for the 
budgeted level of service, savings should not be retained or transferred 
within a Care Group / Corporate Department without the prior agreement 
of the Chief Executive or Director of Finance. Where Care Groups / 
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Corporate Departments wish to retain some or this entire category of 
saving, to support the overall Care Group / Corporate Department financial 
position, this should be requested;  

 If to do so would not be in the best interests of the overall financial position 
of the Trust, as seen by the Board; 

 Surpluses on a budget within a Care Group / Corporate Department must 
first be used to offset any overspendings on other budgets before they 
may be redeployed on a non-recurring basis for other purposes. 

 
6.8.5. Underspends in a financial year will not be carried forward into the next 
financial year. 
 
6.8.6. Certain types of income received for a specific purpose, if not fully 
utilised in a particular financial year, may be deferred to the next financial year. 
This will only be allowed if the proposed deferral is in accordance with guidance 
from the Department of Health and Social Care  and External Audit. The 
Director of Finance’s approval will be required in all instances. 

 

6.9. Overspending 
 

6.9.1. Where Budget Holders become aware that possible significant 
overspendings could arise, immediate action must be taken to rectify the 
situation. The Finance Manager should inform the Director of Finance as quickly 
as possible. Delay that leads to a loss in opportunity to regulate overspending 
will be viewed as a serious breach of conduct. 
 
6.9.2. Expenditure for which no financial provision has been made, and which 
cannot be covered by delegated powers of transfer, must not be incurred 
without the express permission of the Board. 

 

6.9.3. Setting an underspend against a corresponding overspend is not 
permitted, where power to transfer between budgets or budget headings has 
not been delegated. 

 

6.10. Virement 
 

6.10.1. Virement is the term used to describe the transfer of resources within a 
budget or between two budgets – in effect, a downward revision in one budget 
offsetting an upward revision in another. The need for virement is an 
acknowledgement that the planned budgets need revision, or that someone is 
seeking to commit expenditure approved by the Trust Board for a certain activity 
on a different budget. 
 
6.10.2. As a general principle Budget Holders may not incur expenditure 
which is normally chargeable to the budgets of other Budget Holders without 
written authority. In addition, as a general principle budget should not be vired 
between expense categories after the beginning of the financial year i.e. there 
will be no virements allowed between pay and non-pay budgets after the start of 
the financial year. If Budget Holders do wish to vire funds within their own 
budgets or to budgets held by others, a virement must be completed which is 
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authorised by both the Budget Holders and the Finance Manager and which 
must be approved by an Associate Director of Finance. 

 

6.10.3. In cases where transfers between Budget Holders are requested, the 
authorisation of both Budget Holders will be required before any budget is 
amended. A record of all budget changes from the initial base budget will be 
kept by the Finance Department. All such transactions must be approved by an 
Associate Director of Finance. 
 
6.10.4. If the virement proposals are as a result of expenditure savings 
against budget then the treatment of those savings will be subject to the policy 
on savings outlined in section 6.5 of this policy before those savings become 
available for virement. 
 
6.10.5. Where a Budget Holder wishes to change the budgeted WTE 
establishment ‘skill mix’ of a department, the Finance Manager must be notified. 
Finance Managers will calculate the change in WTE based on the affordable 
amount of WTE at midpoint i.e. a reduction of 1.00 WTE unqualified nursing 
grade will not result in a full 1.00 WTE increase to a qualified grade. Any 
changes in funded WTE must be in line with the workforce strategy of the Trust 
and as such approved by the Care Group / Corporate Department General 
Manager. Any changes to skill mix with a resultant financial cost pressure will 
not be approved. 

 

6.11. Reserves 
 

6.11.1. The Director of Finance, on behalf of the Chief Executive, will 
endeavour to create reserves in order to enable the Trust to meet its financial 
targets. Such reserves may include funds to cover future pay awards, price 
inflation, unforeseen contingencies, non-recurrent spending and other specific 
items as yet not allocated to individual budgets. 
 
6.11.2. New funds secured in the annual operating plan process will also be 
held centrally and released by the Director of Finance when the relevant posts 
are appointed or activity begins. Reserves not used immediately for their 
express purpose (i.e. slippage) will be retained and utilised at the discretion of 
the Director of Finance. 

 

6.11.3. The Director of Finance may exercise discretion to partly or wholly 
allocate reserves direct to the Care Groups / Corporate Departments for 
subsequent allocation to specific budgets. In these circumstances, a clear 
definition of the rules governing the authority to apply the reserve(s) will be 
required. 

 

6.11.4. Transfers from reserves to Budget Holders requires the authorisation 
of the Director of Finance, Deputy Director of Finance or Associate Directors of 
Finance. 
 
6.11.5. Reserves are set aside annually for planning purposes to cover 
specific investments or risks. The Director of Finance will decide on when these 
reserves are released and will work with senior clinicians and managers to 
ensure cost commitments are minimised in order to realise savings wherever 
possible, keeping in mind the safety of patient services. 
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6.12. Capital 
 

6.12.1. The procedure for capital expenditure is outlined in the  Trust’s 
Standing Financial Instructions and is also the subject of a separate detailed 
policy. See the Capital Procedures Policy available on the Trust’s document 
library. 
 
6.12.2. In accounting terms, the general definition of capital, as it applies to 
the Trust, is as follows: 

 

 Property, plant and equipment may be capitalised if it is capable of being 
used for a period which exceeds one year and:  

 individually has a cost of at least £5,000; or 

 in the case of grouped assets, collectively have a cost of at least £5,000 
and individually have a cost of more than £250, where the assets are 
functionally interdependent, they had broadly simultaneous purchase dates, 
are anticipated to have simultaneous disposal dates and are under single 
managerial control; or 

 form part of the initial equipping and setting-up cost of a new building, ward 
or unit irrespective of their individual or collective cost. 

 Intangible fixed assets are capitalised when they are capable of being used 
in a Trust's activities for more than one year, they can be valued and they 
have a cost of at least £5,000. Purchased computer software licences are 
capitalised as intangible fixed assets where expenditure of at least £5,000 is 
incurred. They are amortised over the shorter of the term of the licences 
and their useful economic lives. 

 Where substantially all risks and rewards of ownership of a leased asset are 
borne by the NHS Trust, the asset is accounted for within Property, Plant 
and Equipment, and a debt is recorded at the lessor of the minimum lease 
payments discounted by the interest rate implicit in the lease. 
 

6.12.3. Budget Holders must seek advice from Finance before entering into 
any new lease arrangements so that the correct accounting arrangements can 
be determined and, if the lease is to be classified as a finance lease, the 
implications of borrowing are assessed.  
 
6.12.4. In projects, expenditure which can be defined as capital includes 
directly attributable costs and can include: 

 equipment and materials costs directly attributable to the project; 

 labour costs of the Trust’s own employees, such as site workers, in-house 
architects and project managers, arising directly from the construction or 
acquisition of a specific fixed asset. These costs should be reflected in the 
project plan costing and detailed time records must be kept; and 

 direct costs, including directly attributable labour costs, incurred in 
enhancing an existing fixed asset. 
 

6.12.5. Expenditure which cannot be defined as capital includes: 

 repairs; 

 maintenance costs which cannot be shown to be enhancements; 
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 training costs associated with the installation and use of the new asset; 

 employee costs not directly attributable to the specific asset, including site 
selection activities; and  

 preparatory costs for schemes which do not go ahead. 
 

6.12.6. Accordingly, if it is planned to charge payroll costs to capital, there 
must be a reliable record kept of the time spent and activities involved that will 
be charged. 
 
6.12.7. In all cases the income and revenue consequences of any capital 
project must be considered in full and clearly defined in the capital business 
case. Any increase in revenue costs that cannot be met within the Care Group / 
Corporate Department must be clearly identified in the business case and 
approval for additional revenue funds sought as part of the capital submission.  

 

6.12.8. Likewise any capital programme that gives rise to additional activity 
must be agreed with Trust commissioners prior to approval being given, to 
ensure that activity growth can be added to the Trust’s contract with 
commissioners. 

 

6.12.9. Any Budget Holder wishing to transfer budget sums between capital 
and revenue budgets must seek the approval of the Director of Finance or 
Deputy Director of Finance. Capital budgets cannot be transferred to revenue. 

 

6.13. Charitable Funds 
 

The management and control of Charitable Funds is outlined in Standing Financial 
Instructions and is detailed in a separate policy document available to all Budget 
Holders. See the Use and Application of Charitable Funds Policy available on the 
Trust’s document library. 
 

6.14. The Role of the Finance Directorate and Finance Manager 
 

6.14.1. The Director of Finance will provide the framework within which 
budget setting takes place and upon which performance management is based. 
The Finance Department’s responsibilities in relation to financial control include: 
 

 setting the financial plan, based on the assumptions/decisions of the Board; 

 providing high quality, accurate, timely budget statements; 

 producing a monthly narrative report setting out the financial performance of 
each Care Group / Corporate Department budget (including a forecast of 
the year-end position) for consideration at the monthly performance 
meetings; 

 providing advice and support on financial matters, including any corrective 
action required to ensure that budgets are not overspent and the costing of 
new initiatives; 

 overseeing the pay and non-pay controls;  
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 working with procurement to secure best value and effective custody of 
assets; 

 supporting the development, delivery and monitoring of cost improvement 
programmes;  

 providing longer term strategic financial planning;  

 providing financial management training to those who require it; and 

 enabling better value for money, through interpretation of financial 
information e.g. on PbR, reference costs, other benchmarking, trends, etc. 
 

6.14.2. The Finance Manager will provide full professional support to the Care 
Group / Corporate Department and its associated activities. In addition: 
 

 the Finance Manager is managerially and professionally responsible to the 
Director of Finance for all aspects of their work performance; and 

 the Finance Manager must work within the financial framework and provide 
sound professional accountancy advice to Budget Holders and other 
service users. 

 
6.14.3. The Finance Directorate will: 

 maintain budget information. They will calculate the financial effect of all 
proposed financial changes including the cost of pay awards, price inflation, 
approved additions and reductions, volume variations (where appropriate) 
and properly authorised budget transfers. All values will be expressed in 
terms of the cost/ income in both the current year and a full financial year. 
Recurrent and non-recurrent positions will be recorded; 

 discuss all proposed changes with Budget Holders and then obtain approval 
from the Director of Finance in order to transfer to/ from the reserves of 
other budgets as appropriate; 

 ensure that Budget Holders know the correct financial codes to use for 
purchase requisitions, workforce forms and other source documents; 

 regularly review the appropriate payroll records with budget managers to 
ensure that all employees charged to the Care Group / Corporate 
Department  are correctly coded and conform to the total staff 
establishment of each Care Group / Corporate Department; 

 ensure that Care Group / Corporate Department changes to the total 
budget, including staff establishment, and changes to any individual budget 
are promptly communicated to all appropriate persons; 

 provide the Care Group / Corporate Department General Manager with a 
monthly Care Group / Corporate Department  Board report detailing 
variances on income and expenditure, WTE and achievement of Service 
Improvement Plans; 

 communicate with Budget Holders throughout the Care Group / Corporate 
Department by regularly attending ward, departmental, specialty and Care 
Group / Corporate Department  meetings to ensure that the financial 
position is known and understood throughout all levels of the Care Group / 
Corporate Department; 
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 provide ongoing training and advice to Budget Holders on new processes, 
systems and reports, when required; and 

 work in conjunction with Budget Holders to provide a forecast outturn on a 
monthly basis.  

 

6.15. Income and Expenditure 
 

6.15.1. Service Level Agreements and Formal Contracts 
 

6.15.1.1. Directors in conjunction with the Director of Finance, are 
responsible for ensuring that a proper system for recovering all patient-
related and other service costs exists, and is used to recover income and 
recharges due under Service Level Agreements or formal contracts. 
 
6.15.1.2. All Service Level Agreement or formal contract costs and 
estimates (including marginal costing) must be approved by the Director of 
Finance before commitment. 
 
6.15.1.3. The Associate Director of Contracting and Performance must be 
notified of any income contracts or arrangements proposed to be entered 
into so that these can be fully assessed and understood. 
 
6.15.1.4. The Director of Finance will ensure that all income due to the 
Trust is properly invoiced within the requisite timescales and that there is 
an adequate system for pursuing late payments. 
 

6.15.2. Procurement of Goods and Services 
 

6.15.2.1. The Procurement and Supplies Department is responsible for 
purchasing, including obtaining tenders and quotations for most goods and 
services required.  The main exceptions are works items, for which the 
Estates Department raises orders, and pharmaceutical products, which 
are the responsibility of the Trust's Pharmacy Department.  
 
6.15.2.2. Managers and Budget Holders shall requisition only those goods 
and services for which they hold a budget and for which they are 
responsible. 

 
6.15.2.3. Budget Holders must ensure that purchase requisitions, stores 
issues and petty cash vouchers contain the correct cost centre and 
account codes.  

 
6.15.2.4. In addition to their purchasing role, the Procurement and 
Supplies Department are also responsible for advising on types of goods 
and services that are available.  Should the supplies officer not agree with 
a requisitioning manager or Budget Holder that a proposed purchase or 
contract for services is in the best interests of the Trust, the matter should 
be referred to the manager's immediate superior or the Chief Executive. 
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6.15.3. Workforce 
 

6.15.3.1. The workforce plans incorporated within the annual budget will 
form the Trust’s funded establishment and will be incorporated within the 
budget of each Budget Holder. 
 

6.15.3.2. Any amendments to funded WTE establishments shall be 
undertaken with the assistance of the Finance Directorate. No 
amendments with a resultant increase in cost will be approved unless 
specific agreement has been given by the Director of Finance through the 
business case process, or by the Care Group / Corporate Department 
General Manager provided alternative funds have been found within the 
Care Group / Corporate Department. All consideration must be given to 
the Trust’s workforce planning in amendments to the skill mix of an 
establishment.   

 
6.15.3.3. Applications for re-grading or any other changes to remuneration 
will be dealt with in line with the Trust’s Standing Orders, policy on Agenda 
for Change and associated procedures. 

 
6.15.3.4. All permanent changes must be reflected in the following year's 
Business Plan. 

 
6.15.3.5. Budget Holders will be required to report on and explain 
variances between funded establishment and staff in post. 

 

6.15.4. Unplanned activities 
Generally, service expansion and development are matters for consideration through 
the annual business plans/annual operating plan and should not be allowed to occur 
in-year. Any unavoidable occurrences of unplanned activities, which have additional 
financial implications, should be reported immediately to the Director of Finance. 

 

7. Dissemination and Implementation 
 

7.1. This guidance will be held on the Trust’s document library as a source of 
information for Budget Holders.  
 
7.2. Budget Holders attending Budget Holder training provided by the Finance 
Department will be made aware of this guidance. 

 

7.3. Budget Holders will be made aware of changes to this guidance and should 
disseminate all updated guidance to their staff accordingly. 
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8. Monitoring Compliance and Effectiveness  
 

Element to be 
monitored 

In month variances (income and expenditure). 
 

Lead The Director of Finance, supported by Care Group / Corporate 
Department General Managers. 

Tool Financial monitoring reports & performance review packs. 

Frequency Monthly. 

Reporting 
arrangements 

Care Group / Corporate Department  performance review. 
OMG. 
Trust Board. 
 

Acting on 
recommendations  
and Lead(s) 

The Director of Finance will ensure that any subsequent 
recommendations on financial control are undertaken, including 
the development of an action plan for any deficiency within an 
agreed time frame. 

Change in 
practice and 
lessons to be 
shared 

Any required changes to practices will be identified by periodic 
internal review within the Finance Department. 

 

9. Updating and Review 
 

9.1. This policy document will be reviewed no less than every three years. 
 
9.2. Any revision activity will be recorded in the version control table as part of 
the document control process.  

 

10. Equality and Diversity  
 

10.1. This document complies with the Royal Cornwall Hospitals NHS Trust 
service Equality and Diversity statement which can be found in the 'Equality, 
Inclusion & Human Rights Policy' or the Equality and Diversity website. 

 

10.2. Equality Impact Assessment 
 

The Initial Equality Impact Assessment Screening Form is at Appendix 2. 

http://www.rcht.nhs.uk/GET/d10268876
http://www.rcht.nhs.uk/GET/d10268876
http://intranet-rcht.cornwall.nhs.uk/shelf/equality-and-diversity/
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Appendix 2. Equality Impact Assessment 
 

 
 

 

Section 1: Equality Impact Assessment Form 

Name of the strategy / policy /proposal / service function to be assessed 
Finance and Procurement Department Financial Control Policy V5.0 
 

Directorate and service area: 
Finance & Procurement 
 

Is this a new or existing Policy? 
Existing 

Name of individual/group completing EIA 
Adam Wheeldon – Deputy Director of Finance 
 

Contact details: 
01872 258016 

1. Policy Aim 
Who is the 
strategy / policy / 
proposal / service 
function aimed at? 

The policy describes the responsibilities of Trust Budget Holders, to 
ensure they maintain sound financial management, and sets out the 
minimum procedures that need to be followed by all Budget Holders. 

2. Policy Objectives To educate all Budget Holders of the Trust about their financial 
responsibilities, in order to ensure they are in control of their financial 
activities. 

3. Policy Intended 
Outcomes 

Improved financial management and financial control. 

4. How will 
you measure 
the outcome? 

Monitoring of Trust financial performance. Ongoing Budget Holder 
training sessions. 

5. Who is intended 
to benefit from the 
policy? 

All Trust Budget Holders, through increased awareness of their 
financial control responsibilities. 
The Trust, through improved financial management and financial 
control. 

6a). Who did you 
consult with? 

 
 
b). Please list any 
groups who have 
been consulted 
about this procedure. 

Workforce  Patients  
Local 
groups 

External 
organisations 

Other  

X    X 

Please record specific names of groups: 
 

Finance SMT 

c). What was the 
outcome of the 
consultation? 

 

 
Policy refresh approved for use. 
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7. The Impact 
Please complete the following table.  If you are unsure/don’t know if there is a negative impact 
you need to repeat the consultation step. 
Are there concerns that the policy could have a positive/negative impact on: 

Protected 
Characteristic 

Yes No Unsure Rationale for Assessment / Existing Evidence 

Age 
 X   

Sex (male, female 
non-binary, asexual 
etc.)  

 X   

Gender 
reassignment  X   

Race/ethnic 
communities 
/groups 

 X   

Disability  
(learning disability, 
physical disability, 
sensory impairment, 
mental health 
problems and some 
long term health 
conditions) 

 X   

Religion/ 
other beliefs  X   

Marriage and civil 
partnership  X   

Pregnancy and 
maternity  X   

Sexual orientation 
(bisexual, gay, 

heterosexual, lesbian) 
 X   

If all characteristics are ticked ‘no’, and this is not a major working or service 
change, you can end the assessment here as long as you have a robust rationale 
in place. 

I am confident that section 2 of this EIA does not need completing as there are no highlighted 
risks of negative impact occurring because of this policy. 
 

Name of person confirming result of initial 
impact assessment: 

Adam Wheeldon – Deputy Director of 
Finance 

If you have ticked ‘yes’ to any characteristic above OR this is a major working or 
service change, you will need to complete section 2 of the EIA form available here: 
Section 2. Full Equality Analysis 
 
For guidance please refer to the Equality Impact Assessments Policy (available 
from the document library) or contact the Human Rights, Equality and Inclusion 
Lead debby.lewis@nhs.net 

 
  

http://doclibrary-rcht-intranet.cornwall.nhs.uk/DocumentsLibrary/RoyalCornwallHospitalsTrust/ChiefExecutive/Templates/Section2FullEqualityAnalysis.docx
mailto:debby.lewis@nhs.net
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Appendix 3. Additional Glossary 
 

ACCOUNT 
 

The four digit account code that identifies a particular nature 
of expense within a budget. 
 

ACTIVITY 
 

The activity, or workload, that generates costs in a budget 
centre.  This may be inpatient days, cases, episodes, face to 
face contacts or any other commonly accepted measure. 
 

BUDGET 
 

A plan expressed in financial terms. It is defined by the 
Chartered Institute of Management Accountants as:- 
"A financial and/or quantitative statement prepared and 
approved prior to a defined period of time, of a policy to be 
pursued during that period, for the purposes of attaining given 
objectives." 
 

BUDGET CENTRE / COST 
CENTRE 

A department or area of activity where budgets and costs can 
be clearly identified and recorded.  
 

BUDGET HOLDER 
 

A manager, clinical director or other responsible officer to 
whom authority is delegated for the management of a budget 
centre or group of budget centres. 
 

DOCUMENT A piece of written, printed or electronic matter that provides 
information and/or serves as an official record. Where 
reference is made to signing documents, this includes 
electronic signatures where applicable. 

FINANCIAL CONTROL 
 

Financial control involves the establishment of budgets in 
accordance with the aims and objectives set out in the 
Business Plan. It relates the responsibilities of managers to 
the requirements of a policy and enables a continual 
comparison of actual and budgeted results so that action can 
be taken to secure the objectives of that policy or to provide a 
basis for its revision. 
 

BUSINESS MANAGER 
 

The person assigned the responsibility for providing a general 
business management support to clinical directors or other 
specialist managers with management and financial 
responsibilities additional to their prime clinical professional 
tasks. 
 

BUSINESS PLANNING 
 

The process of combining all aspects of an organisation, both 
financial and non-financial, into a written plan setting out the 
goals and objectives necessary to achieve the corporate 
mission. 
 

CAPITAL 
 

Expenditure is capital expenditure where the item purchased 
has, for example, an initial cost of more than £5,000 and an 
expected life of more than one year. See section 6.12 for 
details. 
 

CAPITAL CHARGES 
 

Capital charges include two elements, depreciation and 
interest.  Depreciation is the charge made for the use of an 
asset to reflect its diminution in value because of use, the 
passage of time and obsolescence. The interest charge 
element is the cost of the interest that could potentially be 
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earned if cash had been invested instead of spent on the 
capital asset. 
 

CASH FLOW 
 

The difference between the cash income received from sales 
debtors and contracts and the cash expenditure made for 
salaries and wages and to suppliers for goods and services. 
 

COST IMPROVEMENT 
PLANS (CIPs) 

A target set against NHS organisations to deliver (i.e. a 
reflection of the value of the national pay award or nationally 
expected savings), or savings to be generated locally to 
deliver financial plans.  
 

COST CENTRE 
 

The term used interchangeably with budget centre. It is an 
area of activity or a department where costs can be 
separately identified. 
 

EXTERNAL FINANCIAL 
LIMIT (EFL) 
 

One of the key financial targets for NHS Trusts, the EFL is a 
cashflow target. Trusts are required to not exceed a stated 
cash drawing requirement. This target is achieved by 
increasing/ reducing revenue and capital expenditure, and 
fine-tuned by increasing or reducing payments of creditors. 
The EFL also controls borrowing and investing requirements. 
 

FINANCIAL  ACCOUNTING 
 

The Finance Department activities surrounding the receipt of 
income, payments to suppliers and for wages, and control of 
cash flow and bank accounts. The maintaining of a system of 
financial accounts to achieve these objectives. 
 

FINANCE  MANAGER 
 

The member of the Trust's management accounting team 
who has been nominated to provide financial support and 
advice to a manager and Budget Holder. 
 

FUNDED WTE 
ESTABLISHMENT 
 

The approved budgeted manpower expressed in both WTE 
(Whole Time Equivalent) and money for a budget centre. This 
is also often referred to as FML (Funded Manpower Level). 
 

LINE MANAGER 
 

A term used to denote the next manager in the hierarchy. 

MANAGEMENT 
ACCOUNTING 
 

A system of providing management information such as 
actual against planned performance, based upon the financial 
records of an organisation combined with activity and other 
useful data. 
 

MANAGER 
 

Used in this manual to refer to any person with direct 
responsibility for the budgets and management of one or 
more budgets who reports to a Clinical Director or 
Department Head. 
 

MATERIALITY 
 

The accounting concept of materiality is difficult to define but 
is a subjective concept about whether something is important 
or not. An overspend of £1,000 on a budget of £5m would 
clearly not be material, however a £1,000 overspend against 
a £5,000 budget would be. 

NON-RECURRING 
 

An allocation of budget within a financial year for a specific 
purpose. A non-recurring budget will not automatically recur 
in the subsequent financial year. 
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OVERSPEND 
 

Where actual expenditure exceeds budgeted expenditure. 
 

RECURRING 
 

An allocation of budget, usually as a result of agreed plans in 
the Business Plan that is of a permanent nature. Such a 
budget will usually be carried forward from one year to the 
next, subject to the continuation of contracted income at the 
required level to sustain the same budget. 
 

RETURN ON ASSETS 
 

The excess of income over expenditure that is generated, 
expressed as a percentage of the total net assets employed 
in a business. 
 

REVENUE 
 

Expenditure or income that is used or earned in the day to 
day running of a business. All income and expenditure that is 
not capital. 
 

SOURCE CODING 
 

The concept of ensuring that all expenditure is allocated to 
the correct budget/cost centre and account line at the time 
the expenditure is committed. 
 

STANDING ORDERS, 
STANDING FINANCIAL 
INSTRUCTIONS AND 
SCHEME OF DELEGATION 

NHS Trusts are required by law to make Standing Orders 
(SOs), which regulate the way in which their proceedings and 
business will be conducted. SOs are designed to ensure the 
business of the Trust is carried out in accordance with the 
law, Government policy and the Trust's statutory duties in 
order to achieve probity, accuracy, economy, efficiency and 
effectiveness. 
 
Appended to the Trust’s SOs are its Standing Financial 
Instructions (detailing the financial responsibilities, policies 
and procedures adopted by the Trust), Scheme of 
Reservation and Delegation; and Detailed Delegation Limits. 
 

TRUST 
 

A self-governing organisation within the NHS. Not to be 
confused with a Trust Fund, which is an entirely charitable 
fund of money separate from the finances of the self-
governing Trust. 
 

UNDERSPEND 
 

Where actual expenditure is less than budgeted expenditure. 
 

VACANCY FACTOR 
 

A reduction of pay budgets to reflect the fact that under 
normal circumstances pay budgets will underspend against 
their funded establishment because of staff turnover. 
 

VALUE FOR MONEY (VFM) 
 

A process, or comment on the outcome of the process, used 
widely in the public sector to ensure that services are at least 
as Economic, cost-Efficient and Effective as alternative 
options to that service provision ("the three E's"). 
 

VIREMENT 
 

The agreed and approved transfer of funds, usually non-
recurrently, between account lines within a budget centre or 
between budget centres, subject to strict criteria to ensure 
integrity of the annual budget is maintained. 

 


