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Executive Summary 
Introduction 
Based on our analysis of the risks facing NHS Western Isles, in 2006/7 our audit work included: a review of 

governance arrangements, including the adequacy of internal audit and a Computer Services Review; and 

a review of the Board’s financial position and financial management arrangements.  We also audited the 

financial statements, including a review of the Statement on Internal Control. This report sets out our key 

findings. 

Financial statements 
We have given an unqualified opinion on the financial statements of Western Isles NHS Board for 2006/7. 

We have also provided an explanatory paragraph in relation to the Board’s performance against its 

Revenue Resource Limit. 

The Board’s financial performance in 2006/7 was as follows: 

Table 1 - 2006/2007 Financial Targets Performance 

Financial Target Target Actual Variance 

 £000 £000 £000 

Revenue Resource Limit 58,223 61,587 (3,364) 

Capital Resource Limit 3,795 2,650 1,145 

Cash Requirement 62,018 61,627 391 

Source – Annual Accounts 2005/6 

 
 

NHS Western Isles’ actual outturn for 2006/7 was an in year deficit of £0.880 million resulting in a 

cumulative deficit at 31 March 2007 of £3.364 million. 

Performance management 
Arrangements for performance management are developing at NHS Western Isles. Corporate objectives 

were not agreed during 2006/07 although we note that these were agreed in June 2007.  Also, the 

organisation has not yet established a performance management framework to provide assurances to the 

Board on the delivery of objectives.  This was underlined in the recent report by NHS Quality Improvement 

Scotland (QIS) who have also indicated that the Board had not demonstrated that its approach to 

performance management was being implemented or monitored across the whole Board area. 
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We do however note that, after a considerable delay, agreement was reached with the Comhairle Nan 

Eilean Siar and a Community Health and Social Care Partnership (CHaSCP) has recently been put in 

place.  A Scheme of Establishment was approved by Scottish Ministers in April 2007, and the CHaSCP will 

act as a “health improvement” organisation with delegated resources, staff and services, focusing on 

improving the health of the population while reducing inequalities. 

Governance 

Clinical governance is a key activity of any health board. A Corporate Governance Committee is well 

established, but the recent report from QIS has identified some significant failings. These include a lack of 

clear strategic priorities and a lack of clear links between corporate objectives and risk management 

priorities.  A Clinical Governance strategy has been drafted and is currently out for consultation. The Board 

has also drawn up an action plan to address the issues raised by QIS who are to carry out a follow-up 

review during 2007/8. 

During the year we carried out a review of the Board’s Financial Position and Financial Management 

arrangements.  This review was carried out across all NHS bodies audited directly by Audit Scotland, but 

was of particular relevance to NHS Western Isles, given its cumulative deficit and its need to successfully 

implement a financial recovery plan. Our main findings were: 

 we are concerned that the current Recovery Plan, approved by the Board in early 2007 appears 

unrealistic and the planned savings are unlikely to be achieved.  A surplus of £0.8 million was 

planned for 2007/8; latest estimates suggest that the Board is heading towards a deficit of £0.3 

million; and 

 there are concerns that a general lack of financial management expertise and financial focus at 

Board level, and weaknesses in the monitoring reports provided to members, may result in an 

insufficient level of scrutiny and monitoring of progress towards financial recovery. 

Some progress has been made in strengthening the Board’s corporate governance arrangements. A wide 

range of key documents, such as its Standing Orders or Code of Conduct, have been updated. Internal 

audit continue to provide a service in line with expected NHS standards. 

However, there are still significant concerns. Internal Audit have raised 28 ‘Priority 1’ recommendations 

during 2006/7 and have concluded that there has not been an adequate or effective system of internal 

controls in place during the year. Particularly noticeable was the lapse in budgetary controls which saw an 

overstatement of the budget by £1.6 million. Significant progress also still needs to be made in fully 

embedding risk management within the organisation.  

Audit Scotland 

July 2007 
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Introduction 
1. This report summarises the findings from our 2006/7 audit of NHS Western Isles.  The scope of the 

audit was set out in our Audit Risk Analysis & Plan, which was presented to the Audit Committee on 

25 January 2007.  This plan set out our views on the key business risks facing the Board and 

described the work we planned to carry out on financial statements, performance and governance. 

2. We have issued a range of reports this year, and we briefly touch on the key issues raised in this 

report.  Each report set out our detailed findings and recommendations and the Board’s agreed 

response. Appendix A sets out the key risks highlighted in this report and the action planned by 

management to address them. 

3. We would like to take this opportunity to express our appreciation for the assistance and co-operation 

provided by officers and members of the Board during the course of our audit.  This report will be 

submitted to the Auditor General for Scotland and will be published on our website, www.audit-

scotland.gov.uk . 
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Organisational Risks 
Introduction 

4. In our audit plan, we identified seven main areas of risk for NHS Western Isles.  We also described 

longer term planning issues which would impact on the Board and our audit in the future. In this 

section, we describe the risks and our views on their current status.   

Financial Management 

5. In our audit plan, we commented that NHS Western Isles faced considerable financial challenges 

during 2006/7. For three consecutive years, the Board had failed to achieve a balanced budget and, 

by the end of 2005/6, it had a cumulative deficit of £2.484 million.  

6. A Financial Recovery Plan was developed by the Board and approved by the Scottish Executive 

Health Department (SEHD). This aimed to achieve an in-year financial balance in 2006/7 and to 

eradicate the cumulative deficit by 2008/9.  

7. However, at the time of developing our audit plan in November 2006, it was becoming clear that these 

financial targets were unlikely to be achieved.  Additional cost pressures of £0.835 million, which were 

not known at the start of the financial year, had been identified by the Board. In addition, the problems 

were exacerbated by a serious lapse in budgetary control arrangements, with budget information in 

the ledger system being overstated by £1.631 million for the first six months of the financial year.  

8. By the end of 2006/7, the Board did not achieve the planned in-year financial balance. Instead, it 

recorded a deficit of £0.880 million. In some ways, this does provide signs of progress, given that the 

deficit for 2005/6 was £1.7 million. However, the Board’s cumulative deficit has now risen to £3.4 

million. 

9. In early 2007, the Board recognised that it was unable to meet its financial recovery targets and 

approved a revised Financial Recovery Plan. This aims to achieve annual in-year surpluses of around 

£0.800 million from 2007/8, until the cumulative deficit is eradicated by the end of the 2010/11 

financial year. Already, however, it has become clear that the necessary savings are unlikely to be 

achieved.  Our review of this revised Recovery Plan found that it was based on optimistic assumptions 

and took little account of the risks associated with individual savings projects.  There also appears to 

have been poor progress in developing robust and timely action plans to deliver savings, although 

further work has been done in 2007/08. Latest estimates now suggest that, instead of achieving a 

surplus of £0.8 million, the Board is more likely to record a further deficit of £0.3 million for 2007/8. 

Further details of our review are provided at paragraphs 50 to 58, and 64 to 68. 
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10. The Board has been asked by SEHD to provide a further financial plan, showing how it will achieve an 

in-year revenue balance for 2007/8 and thereafter reduce the cumulative deficit.  This will continue to 

be a significant focus for our audit over the coming year. 

Action Point 1 

Service sustainability 

11. In our audit plan, we commented on the risks relating to the Board’s ability to provide appropriate, 

safe, sustainable services in an environment of changing clinical demands, and we highlighted several 

factors impacting on the risks.  These risks included: 

 management capacity may be insufficient to support measures and initiatives identified as 

necessary to sustain services; 

 costings for service redesign options may not be reliable, and given the over-riding requirement 

to make financial savings it may not be possible for optimal clinical decisions to be taken with 

regard to service redesign; and 

 the Board is unable to comply with working time directives without incurring unacceptable 

levels of Locum/Agency costs. 

12. The Board faces very specific challenges in providing the full range of health care for the population. It 

is often difficult to recruit appropriately qualified staff, and the geography of the Western Isles make 

some aspects of delivery particularly problematic. This situation is made more difficult by a 

challenging financial recovery programme designed to return the Board to financial balance, as only 

then will it be able to consider any further significant service developments. 

13. Some progress has been made during 2006/7, but much remains to be completed. A Clinical strategy 

scoping document was produced in December 2006, setting out the main options and forming the 

basis of a range of consultation exercises with staff, the public, and key partners. A series of service 

redesign groups has also developed proposals for areas such as renal services and paediatrics.  

14. A draft Clinical Strategy has now been completed and an implementation plan has been drawn up. 

This sets out a range of options, and costings will be prepared later in the current year. It is proposed 

to establish a dedicated Clinical Strategy Team, headed by the Chief Executive, charged with the 

central task of coordinating a Clinical strategy with the Financial Recovery Plan and the Workforce 

Plan.  

Action Point 2 
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People management 

15. In our audit plan we highlighted the risk that NHS Western Isles does not have sufficient management 

capacity to effectively progress current national initiatives such as Workforce Planning and 

Development, and that there may not be sufficient funds available to deliver workforce plans 

effectively. 

16. We highlighted the need for workforce plans which maximise the efficiency and effectiveness of the 

workforce, and underpin strategic service plans for achieving the requirements of Delivering for 

Health.  The National Workforce Planning Framework 2005 issued by the Scottish Executive provided 

NHS boards with a framework to aid future workforce planning, and outlined the responsibilities of the 

boards, looking ahead to the workforce required until 2015.   

17. Progress has been made in this area, with a Workforce Plan being approved by the Board in May 

2007. This seeks to assess the impact on health services and staffing requirements of factors such as 

an aging population, the need for a more proactive model of healthcare, and an increasing emphasis 

on joint working with the creation of a Community Health and Social Care Partnership (CHaSCP).  

18. While the Workforce Plan does contain specific proposals on staffing levels, it is clear that it will need 

to be kept under review as the Board considers other issues. For example, the Board is currently 

developing a clinical strategy and assessing its impact on service delivery. Similarly, the Board 

continues to face significant financial pressures.  

Equal pay claims 

19. There have been significant recent developments in the area of equal pay claims.  Article 141 of the 

Treaty of Rome requires member states to ensure and maintain "the application of the principle that 

men and women should receive equal pay for equal work".  This was expanded on in the Equal Pay 

Directive which made it clear that all such discrimination should be eliminated from all aspects of 

remuneration.  The National Health Service in Scotland has received a number of claims for 

backdated pay increases, arising from this requirement.  The NHS Central Legal Office, co-ordinates 

the national NHS approach to this issue. 

20. As at 31 March 2007 NHS bodies had received some 10,000 claims and these had been referred for 

attention to the Central Legal Office.  Even taking account of the work which has been undertaken in 

relation to Agenda for Change, it is still possible that these claims represent a current liability for NHS 

boards generally and for NHS Western Isles in particular.   
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21. We have not been able to obtain any estimate of the potential liability for these claims.  For 2006/07 

we have accepted this position because of its stage of development and as a result of NHS Western 

Isles including within its annual accounts, a contingent liability note setting out relevant details on the 

matter. Nevertheless, we would have expected further details to have been available to management 

beyond those currently received from the Central Legal Office, including a reasonable estimate of the 

Board’s liabilities determined in accordance with financial reporting standards.  We would strongly 

encourage NHS Boards, working with the Scottish Executive Health Department, to resolve this 

matter in advance of compilation of next year’s financial statements. 

Action Point 3 

Information management 

22. In our audit plan we identified that NHS Western Isles had not yet developed an e-Health strategy to 

enable implementation of the recommendations in the Kerr Report, and highlighted the following areas 

of concern. 

 the lack of formal service continuity or disaster recovery plans could result in serious failure of 

service delivery; 

 the continuing absence of an e-health strategy presents the risk that the NHS Scotland eHealth 

Strategy may not be delivered in the Western Isles; 

 the Board may not be fully aware of all Information Management and Technology risks 

because such risks are not captured in the risk register; and 

 the lack of a formal IT Security policy increases the risk that security incidents and data 

protection queries are not identified or monitored, and that corrective actions are not 

implemented. 

23. During 2006/7 we undertook a Computer Services Review to assess the risks identified and examine 

what progress had been made towards alleviating them.  We are still awaiting a formal response from 

the Board on some of the issues identified, but have identified some progress. 

24. The Board has established an IT Service Delivery Group, and this group acts as the eHealth 

Programme Board, steering the local implementation of the national eHealth strategy within NHS 

Western Isles.  The IT Service Delivery Group includes representatives from a wide variety of 

disciplines within the organisation, facilitating the steering of IT Services responsive to front line 

service delivery requirements.   
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25. However, the lack of a local strategy to implement the national objectives contained in Delivering for 

Health and the National eHealth Strategy still leaves the Board at risk that the IT Service Delivery 

Group has no means to effectively steer and monitor implementation of the stated objectives.  Without 

a clearly defined direction and detailed plans it is difficult to establish the appropriate level of 

resources required for local implementation of the national objectives.   

26. Without formal IT disaster recovery plans, the Board continues to be at risk of service disruption from 

what otherwise could be minor incidents.  In two recent incidents the Board has lost servers, resulting 

not only in the loss of work and data but also requiring significant effort to restore services.  The Board 

has since taken certain measures to reduce the likelihood of future data loss by improving backup 

procedures, however the revised practices have not yet been tested. 

Action Point 4 

Partnership working 

27. Effective partnership working is important in allowing NHS Western Isles to sustain a full range of 

healthcare service, particularly given the small local population and the difficulty in attracting and 

retaining specialist medical staff. 

28. Steps have been taken to establish an improved working relationship between NHS Western Isles and 

Comhairle Nan Eilean Siar (the Comhairle). Informal monthly meetings have been established during 

2007, with the Chairman and Chief Executive discussing areas of mutual interest with their 

counterparts in the Comhairle. 

29. In our audit plan we identified that the Board were working with the Comhairle to develop a 

Community Health and Social Care Partnership (CHaSCP).  Following detailed discussions, this has 

now been established. Formal approval from Scottish Ministers has been received, and the first 

meetings of the Joint Services Committee and the CHaSCP Committee, as well as that of the 

CHaSCP Management Team, were held in early July 2007. A second phase of these shared services, 

which will see a wide range of Social Care functions delegated to the CHaSCP, is due to be 

completed by January 2008. 

30. The Board has also been working on formalising a resource transfer agreement with the Comhairle. 

While this was not agreed by the 31st March 2007, the relevant issues have now been resolved and 

an agreement has been reached. 
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Performance management 

31. Our audit plan identified that while NHS Western Isles has a dedicated member of staff to co-ordinate 

and develop Performance Management arrangements, there is no formally constituted Committee or 

sub-Committee with a remit for overseeing all aspects of performance. This underlined the potential 

risk that Performance Management was not fully incorporated into the planning process and was not 

operating effectively.  These issues are further discussed in the Performance section of this report. 

32. We also identified that there were no systems in place to record and report the benefits realised from 

pay modernisation, and that a failure to implement such a system would mean that the Board was 

unable to demonstrate the benefits to the Scottish Executive and the local population. 

33. Work undertaken during the year and review of Board minutes has identified that little progress has 

been made towards alleviating these risks. We will continue to monitor the situation during the 2007/8 

year and report progress as required. 

Governance 

34. NHS Boards need to have a sound framework for corporate governance in order to help identify and 

manage business risks, and provide an effective form of scrutiny to help promote a culture of 

continuous improvement. 

35. Our audit plan identified three main risks relating to corporate governance within NHS Western Isles: 

 the need to develop and maintain effective systems of internal control, particularly those 

relating to budgetary control, which meet the concerns raised by Internal Audit over the last few 

years; 

 the absence of a clinical strategy, setting out a clear plan for the delivery of safe and 

sustainable health services within the available resources; and 

 the need for a fully developed approach to risk management. 

36. Some key changes were made in the leadership of NHS Western Isles during 2006/7.  A support team 

was established by the Scottish Executive Health Department, with an interim Chairman and Chief 

Executive. Under their lead, a number of actions and initiatives were put in place during the year, 

including a Financial Recovery Plan.  Since early 2007, a permanent Chairman and Chief Executive 

have been appointed and they will be seeking to continue the momentum of change which was 

established under the support team. 
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37. While some progress has been made in each of the key areas, highlighted in our audit plan, during 

2006/7, none of them has been fully resolved. Internal Audit’s Annual Report for 2006/7 concludes 

that NHS Western Isles ‘“has not had an adequate and effective framework of controls in place” during 

the year. Their report lists 28 ‘Priority 1’ recommendations, which require urgent attention from 

management. These relate to control weaknesses in a range of systems, such as budgetary control, 

consultant contracts, and GP payments.  However, we note that Internal Audit have reviewed the 

2007/08 budget setting process and have indicated that the process was more robust.  Their report 

also includes concerns about aspects of corporate governance, with minutes of committee meetings 

not always being provided for Board meetings.  

Action Point 5 

38. Some progress has been made in developing an approach to risk management, but this is not yet fully 

established. Divisional risk registers are in place, but a corporate risk register, strategy and action plan 

are currently being developed. Similarly, while changes in service design have started to affect areas 

such as renal services and paediatrics, the Board not yet approved an overarching clinical strategy. A 

draft strategy has now been completed and there are proposals for a Clinical Strategy Team, headed 

by the Chief Executive, to lead the central task of coordinating the Clinical Strategy with the Financial 

Recovery Plan and the Workforce Plan. 

Longer term planning issues 

39. There are some longer term planning issues which we have identified which will have an impact on 

the Board in future years: 

 Modernising Medical Careers; and 

 National shared support services. 

40. We have been monitoring developments in these areas during the 2006/7 audit. In the following 

paragraphs, we comment on changes that have taken place. 

Modernising Medical Careers 

41. Work is ongoing regarding the implementation of Modernising Medical Careers (MMC).  MMC is 

included within the NHS Western Isles workforce plan which is discussed above.  In contrast to the 

national position, where an increase of 10% in the number of consultants is projected over the next 10 

years, a small decline is expected in the numbers directly employed by NHS Western Isles. However, 

this is unlikely to lead to any savings as other Boards will charge for the use of their consultants’ time. 

 



 

11 

Shared Services 

42. During the period from December 2004 to January 2007, NHS Scotland has been developing 

proposals for shared support services across the sector.  It had been envisaged that this would take 

the form of a ‘hub and spoke’ system which delivered financial and related services for all NHS 

Scotland bodies from two central hubs with feeder activities at local Board level.  A Draft Full Business 

Case (FBC) had been developed for this model and was made available for consultation at the end of 

2006.  The response to the FBC from NHS Scotland organisations, whilst supportive of the overall 

principle of shared services, was characterised by reservations over the risks inherent in the proposed 

scheme, the impact on staff and the deliverability of savings. 

43. The Shared Support Services Project Board met in February 2007 to consider responses received 

and concluded that it would not proceed with its Draft Full Business Case in its current form.  The 

project has now been re-launched as the Shared Support Services Programme.  This involves a two-

tier approach which seeks to build confidence in the new ways of working, using common processes 

and systems, eventually leading to a single services model based on a common finance system.  The 

approaches comprises: a Foundation level of involvement, for all Boards centring around developing 

common ledger arrangements; a Pathfinder approach which seeks to develop the more advanced 

elements of the proposed development.  Expressions of interest are being sought from Boards for 

Pathfinder status and a number of workshops have been held to begin the development of potential 

service solutions. 

44. This is a highly significant development for the NHS in Scotland and the process so far has been 

protracted, with a major recent change in emphasis.  It is estimated that a revised business case will 

not be available until mid- to late-2008.  Full system migration is presently estimated at March 2009.  

There remain significant risks for the service in securing the delivery of the project, particularly in 

engaging and involving Boards and their staff and in developing systems which deliver clear benefits 

for the NHS in Scotland.  Auditors will continue to monitor the development of these arrangements 

and the management of related risks. 

 



 

12 

Financial Statements 
Our responsibilities  

45. We audit the financial statements and give an opinion on: 

 whether they give a true and fair view of the financial position of the Board and its expenditure 

and income for the period in question; 

 whether they were prepared properly in accordance with relevant legislation, applicable 

accounting standards and other reporting requirements, and 

 the regularity of the expenditure and receipts. 

46. We also review the Statement on Internal Control by: 

 considering the adequacy of the process put in place by the Chief Executive as Accountable 

Officer to obtain assurances on systems of internal control, and 

 assessing whether disclosures in the Statement are consistent with our knowledge of the 

Board. 

Overall conclusion 

47. We have given an unqualified opinion on the financial statements of Western Isles Health Board for 

2006/7. However, the audit certificate includes an explanatory paragraph, commenting on the Board’s 

financial performance. Its expenditure was outwith the Revenue Resource Limit set by the Scottish 

Executive Health Department, with an in-year excess against the RRL of £0.88 million, and a 

cumulative excess of £3.36 million.  

Financial position 

48. The Board’s financial position continues to cause serious concern. It is required to work within the 

resource limits and cash requirement set by the Scottish Executive Health Department.  NHS Western 

Isles performance against these targets is shown in Table 2 below. 

49. At the beginning of the financial year 2006/7, NHS Western Isles had a cumulative deficit of £2.484 

million. A Recovery Plan, agreed with SEHD in March 2006, forecast that a balanced budget would be 

achieved for 2006/7 and that the cumulative deficit would be eliminated by 2008/9. 
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Table 2 - 2006/2007 Financial Targets Performance 

Financial Target Target Actual Variance 

 £000 £000 £)00 

Revenue Resource Limit 58,223 61,587 (3,364) 

Capital Resource Limit 3,795 2,650 1,145 

Cash Requirement 62,018 61,627 391 

50. NHS Western Isles’ actual outturn for 2006/7 was a deficit of £0.880 million. This does represent 

some improvement on 2005/6, when an in-year deficit of £1.746 million was recorded, but its 

cumulative deficit now stands at £3.364 million.  

51. The level of deficit for 2006/07 may in part derive from the lack of reliable budgetary information 

during the year. The severity of this issue later became apparent during 2006/7, when it was found 

that budgets had been overstated in the ledger system, and in management reports, by £1.631 million 

during the first part of the year. 

52. There is evidence that the Board’s underlying financial position is in fact more serious than suggested 

by the overall deficit. Taking into account other income sources and the results of a corporate savings 

programme, there is evidence to suggest that the Board has an underlying deficit of £8 million, as 

illustrated in Table 3 below. 

 

Table 3 - Funding Position 2006/07 

 £ Million £ Million 

Recurring income 56  

Recurring expenditure (64)  

Underlying recurring deficit  (8) 

Non-recurring income 2  

Non-recurring expenditure (2)  

Balance of non-recurring 0  

Difference  (8) 

Other income sources 3  

Non-recurring SEHD income/year-end support 0  

Corporate savings programme 2  

Total other income  5 

Financial deficit  (3) 
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53. A revised Recovery Plan was approved by the Board in March 2007. This aims to achieve an annual 

surplus, from 2007/08 onwards, of around £800K. This would mean that it would eliminate its 

cumulative deficit by the end of 2010/11.  

54. Already, however, this new Recovery Plan does not look to be achievable. Our review, covered in 

more detail at paragraphs 64 to 68,  identified a number of concerns including: 

 a programme of cost saving schemes has been compiled, with each being identified as high, 

medium, or low risk. However, no allowance is made for these risk factors in the total projected 

savings.  This has been regularly reported to the Board; and 

 in order to meet the planned surplus of £800K for 2007/08, savings of £286K have still to be 

identified... 

55. Latest estimates now suggest that, instead of achieving a surplus of £0.8 million, the Board is more 

likely to record a further deficit of £0.3 million for 2007/8. It has been asked to provide a further 

financial plan to SEHD, setting out proposals to achieve an in-year revenue balance and therafter 

reduce the cumulative deficit.   

56. The Board continues to be exposed to significant risks particularly in achieving financial balance in the 

face of significant additional recurring cost pressures, and reliance on non-recurring funding streams. 

These increase the risk that the Board will not achieve financial balance by 2010/11. 

Action Point 1 

Issues arising from the audit 

57. Significant improvements were made by finance staff in the working papers provided to support the 

draft accounts. A number of presentational and accounting issues were identified during the audit but 

these were resolved in discussion with senior financial officials.  We reported the following main 

issues to the Audit Committee on 21 June 2007.  

 Capitalisation of Staff Costs:  Testing of Fixed Assets identified that the Board were 

capitalising £300k of staff costs relating to finance and IT staff in the draft accounts. There was 

insufficient evidence to show that all of these costs were directly related to specific capital 

projects, as required in the Capital Accounting Manual. 

 

 Resolution: The 2006/07 accounts have been amended, with £80k of the proposed costs 

being treated as capital expenditure, and the remaining amounts being charged to revenue in-

year. 
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 Family Health Services:  Testing of Family Health Services and discussion with finance staff 

identified that the Board were over-accruing on Pharmaceutical Services by approximately 

£370k.  

 Resolution: The 2006/07 accounts have been amended, improving the financial position, and 

the Pharmaceutical Services accrual is now estimated correctly. 

 Agenda for change accrual:  We draw specific attention to the accrual for costs of the 

Agenda for Change programme for the period October 2004 to March 2007.  Provision is 

necessary to reflect the costs attributable to the thirty month period ended 31 March 2007, but 

as yet not fully determined by the Board.  A national methodology was developed to provide a 

basis for calculating these costs.   Within this framework, the figure included within Western 

Isles Health Board’s financial statements (£948k) has largely been arrived at by estimation 

using the national model.  We have asked the Board for formal assurances, in a letter of 

representation, that the provision, in their judgement, represents a prudent estimate of 

anticipated costs.   

 Resolution: Appropriate disclosure in Letter of Representation.  

 Outstanding balances with Comhairle nan Eilean Siar:  The Health Board is currently in 

discussions with Comhairle nan Eilean Siar over resource transfer payments between the 

organisations, and consequently payments to and from Comhairle nan Eilean Siar had been 

frozen. There are consequently large Creditor and Debtor balances within the accounts relating 

to outstanding payments between the organisations.  

 Resolution: We understand that a formal agreement on resource transfer payments has now 

been reached and that financial transactions between the two organisations have been 

resolved. 

Statement on internal control 

58. The Statement on Internal Control provided by the Accountable Officer reflected the main findings 

from both external and internal audit work.  

59. It is important to note that the review by the Board’s internal auditors concluded that NHS Western 

Isles “has not had an adequate and effective framework of controls in place” during the year to 31st 

March 2007. Their report lists 28 ‘Priority 1’ recommendations, which require urgent attention from 

management. These relate to control weaknesses in a range of systems, such as corporate 

governance arrangements, budgetary control, consultant contracts, and GP payments. The Board has 

significantly improved its financial and accounting controls over the past year, but clearly needs to 

continue to focus on these key areas of control and ensure that priority areas are fully addressed. 

60. These issues have been acknowledged and disclosed in the Statement on internal Control. 
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Performance Management 
Introduction 

61. This section covers our assessment of the way in which NHS Western Isles secures value for money 

in the use of its resources.  This year we focused primarily on performance management and 

partnership working. 

Performance management 

62. The Scottish Executive Health Department introduced new delivery and performance arrangements 

for NHSScotland during 2005/06.  One of the key building blocks of these new arrangements is the 

introduction of local delivery plans (LDP).  The LDP focuses on a core set of objectives, targets and 

measures that reflect Ministers’ key priorities for the Health portfolio. 

63. A key component of the SEHD’s new performance arrangements was the introduction of statutory 

HEAT (Health Improvement, Efficiency, Access to Services and Treatment) targets that all health 

boards are required to measure and report their performance against.   NHS Western Isles is 

reporting on its HEAT target performance, however, it has not yet agreed its corporate objectives, nor 

has it yet established a performance management framework to provide assurances to the Board on 

the delivery of objectives. We have referred elsewhere in this report that there were no systems in 

place to record and report the benefits realised from pay modernisation.  These issues were 

underlined in the recent report by NHS QIS who also indicated that the Board had not demonstrated 

that its approach to performance management was being implemented or monitored across the whole 

Board area. 

Action Point 6 

64. As part of the 2007/08 audit we will be reviewing the progress that NHS Western Isles have made in 

strengthening their arrangements for securing Best Value since our baseline review work in 2005/06. 

Over the next year we will also be developing and refining our approach to the audit of public bodies’ 

arrangements to secure economy, efficiency and effectiveness in the use of resources, as this is one 

of our key objectives as auditors, set out within the new Code of Audit Practice approved by the 

Auditor General. This will inform our ongoing work to develop an approach to the audit of Best Value 

across the Scottish public sector. We intend to consult with both clients and stakeholders at key 

stages of these initiatives. 
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Community Health and Social Care Partnership 

65. The National Health Service Reform (Scotland) Act 2004 required every Health Board to establish 

Community Health Partnerships (CHPs). These are seen as the key building blocks in the 

modernisation of the NHS in Scotland through the development of community-based healthcare 

services and facilities. 

66. NHS Western Isles were unable to comply with the original target dates for establishing a CHP during 

2005, as it was unable to reach a formal agreement with Comhairle Nan Eilean Siar (the Comhairle). 

However, following much negotiation, agreement has now been reached and a Community Health 

and Social Care Partnership (CHaSCP) has recently been put in place. 

67. A Scheme of Establishment was approved by Scottish Ministers in April 2007, with the CHaSCP to act 

as a “health improvement” organisation with delegated resources, staff and services, aimed at making 

a difference to the health of the population while reducing inequalities. The CHaSCP, unlike the more 

conventional CHPs developed in most other NHS Board areas, also encompasses Social Care 

Services. 

68. Delegated authority for the provision of a full range of community health services has now been 

approved. The first meetings of the Joint Services Committee and the CHaSCP Committee, as well as 

that of the CHaSCP Management Team, were held in early July 2007. The second phase of these 

shared services, due to be completed by the end of January 2008, will see a wide range of Social 

Care functions delegated to the CHaSCP. 

69. Once the various organisational arrangements are completed, a key challenge for the new CHaSCP 

will be developing a sound approach to performance management and being able to demonstrate that 

there have been improvements in the services being provided to patients. 

Action Point 7 

National studies 

70. In 2006/7, Audit Scotland published three national studies:  

 Informed to Care: Managing IT to deliver information in the NHS in Scotland (November 2006); 

 Catering for Patients: A follow-up report (November 2006); and 

 Planning ward nursing – legacy or design? (January 2007). 
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In December 2006 an overview report was published: Overview of the financial performance of the 

NHS in Scotland, and two publications to assist NHS Boards and their members were published: 

 Health and community care bulletin (May 2006), a summary of the key findings from the 

2005/06 national studies; and 

 How the NHS works: Governance in Community Health Partnerships; a self-assessment tool 

(May 2006). 

Informed to Care: managing IT to deliver information in the NHS in Scotland 

71. This national study sought to provide a high-level overview of the national picture at a time when new 

structures were being put in place across the NHS (unified boards and community health 

partnerships), new staff contracts are being implemented, there is increasing joint working with other 

parties, such a local authorities, and there is increasing opportunity for innovation in service delivery 

and data management with developments in Information Management and Technology (IM&T).   

72. The report concluded that ‘Delivering for Health’, published by the SEHD, signalled a more corporate 

approach for IM&T, with a shift away from local autonomy for strategic planning and associated 

decision-making, and that the SEHD recognised the need to review governance and management 

arrangements for IM&T throughout the NHS and was taking steps to improve them.  Nevertheless 

there is still the need to develop an overarching information framework or strategy to inform the 

development of integrated IT solutions for the NHS in Scotland, taking account of all information 

needs and recent policy initiatives.   

73. The report highlighted that the NHS does not know how much it spends on IM&T overall, but 

recognises that it falls short of the Wanless target of 3-4% of total health spend and should it seek to 

do so the SEHD will have to consider the future funding of IM&T developments.  It was felt that 

greater stakeholder engagement is required to ensure all information needs are effectively addressed, 

and, finally, best practice in identifying, monitoring and reporting expected benefits from IM&T projects 

has to be adopted consistently across the service. 

Catering for patients – a follow up report 

74. This follow-up study assessed progress in implementing recommendations made in a baseline report, 

published November 2003, in the areas of nutrition, quality, patient satisfaction, costs and 

management of the catering service. 

75. The key findings were that catering services are offering an improved level of choice, there are 

improvements in collating the views of patients, there are improvements in associated management 

information systems and Boards have reduced the level of wastage.   
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76. However more work has yet to be done in the areas of: nutritional care of patients, conducting patient 

satisfaction surveys, and closer management of the level of subsidy for non-patient catering services.   

Planning ward nursing – legacy or design? – a follow up report 

77. This follow-up study assessed progress made in implementing recommendations made in a baseline 

report, published 2002, in the areas of: workload and workforce planning, recruitment and retention, 

the use of bank and agency nurses, information on the quality of nursing care, and information to 

inform workforce planning and management of resources at ward level. 

78. The key finding was that the SEHD has made progress in addressing the recommendations, thus 

laying the foundations for better ward nursing workload and workforce planning in the future.  A wide 

range of recruitment and retention programmes have been implemented, and dependency on agency 

nurses (i.e. external to the NHS) has reduced, whilst use of bank nurses (i.e. internal to the NHS) has 

increased. 

79. Areas for further improvement were identified in respect of: management information on workload and 

workforce; planning establishment to take account of annual leave, average sickness cover, study 

time, protected time for senior nursing staff, etc; closer management on the use of bank nurses and 

the development of quality indicators.    
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Governance 
Introduction 

80. This section sets out our main findings arising from our review of NHS Western Isles’ governance 

arrangements as they relate to: 

 clinical governance; and 

 corporate governance. 

Clinical governance 

81. Clinical governance is a key activity of any health board.  A Corporate Governance Committee is well 

established, but a recent report from NHS Quality Improvement Scotland (QIS) has identified some 

significant failings. These include a lack of clear strategic priorities, a lack of performance monitoring, 

and no clear links between corporate objectives and risk management priorities. A Clinical 

governance strategy has been drafted and is currently out for consultation. The Board have also 

drawn up an action plan to address the issues raised by QIS who are to carry out a follow-up review 

during 2007/8. 

Action Point 8 

Corporate governance 

82. Our work on corporate governance focused on our Code of Audit Practice responsibilities as they 

relate to systems of internal control; prevention and detection of fraud and irregularity; standards of 

conduct and the Board’s financial position.  We have made comment on the financial position at 

paragraphs 50 to 58, and 64 to 68. 

83. We carried out a review of the work of Internal Audit, which is provided by Deloitte and Touche, and 

were able to conclude that the service operates fully in accordance with the NHS Internal Audit 

Standards. As a result, we relied on the work of Internal Audit to give us assurance in relation to 

aspects of our governance responsibilities, particularly those relating to systems of internal control, 

such as: 

 Budgetary Control; 

 Payroll; and 

 Fixed Assets. 
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84. During 2006/7, the Board has reviewed and revised a wide range of key arrangements, issuing 

updated versions of its Standing Orders, Standing Financial Instructions, Scheme of Delegation, Code 

of Conduct, and Appointment Procedures. 

85. Despite these improvements, there are still serious concerns about the overall system of internal 

control. Internal Audit’s Annual Report for 2006/7 concludes that NHS Western Isles ‘“has not had an 

adequate and effective framework of controls in place” during the year. Their report lists 28 ‘Priority 1’ 

recommendations, which require urgent attention from management. These relate to control 

weaknesses in a range of systems, such as budgetary control, consultant contracts, and GP 

payments. These issues are discussed with the Audit Committee on an ongoing basis. 

Action Point 5 

86. Some progress has been made in developing risk management. Divisional risk registers are in place, 

and a corporate risk register, strategy, and action plan are currently under development.  But 

arrangements are not consistent across the organisation or effectively reviewed by management or 

the Board.  It is recognised that these will now need to take into account new national guidelines 

provided by NHS Quality Improvement Scotland.  

87. Perhaps more fundamentally, the Board has yet to show that it is able to consistently provide the 

strong leadership and make the difficult decisions needed to achieve its financial recovery. It has 

made some progress in improving the quality of reports provided for members, but there is still a risk 

that its discussions could tend to focus on matters of operational detail.  However, under its new 

Chairmanship, there is an opportunity to refocus the activities of the Board and provide NHS Western 

Isles with the strong leadership required.  

Financial management 

88. During the year we carried out a review of the Board’s financial position and financial management 

arrangements.  This review, which was carried out across all NHS bodies audited directly by Audit 

Scotland, considered whether: financial planning is integrated with the overall strategic aims of the 

Board, the budget setting processes are robust; and there is adequate scrutiny of financial plans and 

budget monitoring undertaken across the Board.   

89. To address those objectives we conducted interviews and reviewed documentation in respect of: 

planning and budgets, budget setting and budget monitoring, reporting and scrutiny, and, finally, 

forward planning. 
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90. Our overall conclusion was that financial management within NHS Western Isles presents a real and 

on-going challenge to the Board. The pressure to meet the ever increasing challenge of delivering 

high quality services within budget, in a demand-led environment is one that the Board is striving to 

achieve. The continued under-achievement against financial recovery targets, however, cannot be 

sustained over the medium term.  

91. In 2006/7 the Board returned a deficit of £0.88 million against its RRL, reducing their in-year 

overspend against a prior year deficit of £1.7 million. The Board must ensure realistic and achievable 

financial recovery targets are set, with specific efficiency saving schemes being identified. Close 

monitoring of financial performance against budget is vital in 2007/8 if the Board are to achieve their 

highly demanding financial recovery targets. 

92. Our main conclusions are: 

 the current Recovery Plan, approved by the Board in early 2007 is unrealistic and the planned 

savings are unlikely to be achieved. A surplus of £0.8 million was planned for 2007/8; latest 

estimates suggest that the Board is heading towards a deficit of £0.3 million; and 

 there are concerns that a general lack of financial management expertise and financial focus at 

board level, and weaknesses in the monitoring reports provided to members, may result in an 

insufficient level of scrutiny and monitoring of progress towards financial recovery. 

National Fraud Initiative 

93. The National Fraud Initiative (NFI) was extended to cover the National Health Service in Scotland by 

HDL (2006) 44.  The NFI is a biennial data matching exercise whereby computerised techniques are 

used to compare and match information about individuals held by various public bodies and on 

various financial systems to identify potential fraud, error or anomalies for investigation. 

94. Under the NFI, payroll data is downloaded and provided to the Audit Commission’s NFI appointed 

auditor (who process the data for Audit Scotland) who matches this information against other data 

sets such as housing benefit applicants, local authority pensioners, students, deceased persons, etc.  

The results are passed back to Boards for further investigation and analysis. 

95. Auditors are required to monitor the Board’s progress in implementing the National Fraud Initiative 

and we undertook this as part of our audit.  The results of our review were that: 

 NHS Western Isles has reviewed the information received from the NFI; and 

 no potential frauds were identified. 
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Looking Forward 
96. NHS Western Isles  faces significant challenges in 2007/8 which include: 

 achieving a financial recovery which at least avoids incurring a further in-year deficit for 2007/8 

and starts to reduce the cumulative deficit of £3.4 million; 

 developing a clinical service strategy to help ensure that safe and sustainable health services 

are delivered within available resources for the people of the Western Isles; 

 addressing the concerns raised by NHS Quality Improvement Scotland particularly on the lack 

of progress in developing, implementing, and embedding clinical governance structures and 

practices, and performance management; 

 ensuring that the new CHaSCP is fully established and can demonstrate that it has lead to 

measurable improvements in patient services; 

 ensuring that the high number of priority audit recommendations are properly addressed; 

 continuing to develop and enhance its corporate governance arrangements to help ensure that 

the Board provides strong leadership, is able to effectively monitor and scrutinise performance, 

and is able to make the necessary difficult decisions to resolve any areas of under-

performance; and 

 a number of actions and initiatives were put in place during 2006/07 by the support team under 

the Interim Chief Executive.  It is of the highest importance that the Board maintains the 

momentum of change which was set in progress by those initiatives. 

97. The Board recognises these challenges and is taking steps through its planning processes to address 

them but the severity of these challenges must be recognised and the actions to be taken by the 

Board need to be appropriately focused and robustly carried through.  We will continue to monitor the 

progress that the Board is making on these key issues. 
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Appendix A: Action Plan 
Key Risk Areas and Planned Management Action 

Action 
Point 

Risk Identified Planned Action Responsible 
Officer 

Target 
Date 

1 The Board’s cumulative deficit 
has risen to £3.4 million and 
there are doubts that the current 
Recovery Plan will deliver the 
necessary savings. There is a 
significant risk that a further 
deficit will be incurred in 2007/8 
and that the cumulative deficit 
will not be eliminated by 
2010/11. 

The CEO is leading the 
Executive Team to ensure 
robust action plans are 
developed and implemented. 
The CEO will take difficult 
decisions where necessary to 
ensure that the target is met. 

Chief 
Executive  

Ongoing 

2 In the absence of a clinical 
service strategy, there is risk 
that the health services being 
provided are unsafe or 
unsustainable within the 
available resources. 

This risk is acknowledged and is 
being addressed via Clinical 
Governance processes. The 
Clinical Governance Committee 
reports to the Board regularly. 

Chief 
Executive  

Ongoing 

3 The cost of equal pay claims 
could be higher than anticipated 
which would increase the risk to 
the achievement of the financial 
plan.  

NHSWI does not anticipate a 
significant level of claims arising 
due to its history of paying all 
staff on an equal basis. The 
Board will work with the Scottish 
Government to establish the 
likely value of claims during 
2007/08. 

Chief 
Executive  

March 
2008 

4 The continuing absence of ICT 
disaster recovery plans presents 
a risk that, in the event of an 
incident, services will not be 
restored in a timely fashion. 

NHSWI will be developing and 
implementing disaster recovery 
plans over the next 6 months. In 
parallel we are actively 
optimising and simplifying our IT 
infrastructure and working 
towards improving data back-up 
processes. 

Director of 
Finance 

January 
2008 

5 There is a risk that the high 
number of ‘Priority 1’ 
recommendations from Internal 
Audit, identifying significant 
gaps in internal controls, will not 
be quickly addressed. 

Progress is reported to each 
Risk Monitoring and Audit 
Committee meeting and the 
CEO will hold responsible 
officers to account for any lack 
of progress. 

 

 

 

Chief 
Executive 

October 
2007 
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Action 
Point 

Risk Identified Planned Action Responsible 
Officer 

Target 
Date 

6 The Board has yet to develop 
satisfactory performance 
management arrangements.  
There is a risk that members 
and management are not fully 
apprised of performance issues 
and that key decisions are not 
appropriately informed. 

A progress report on all 
performance targets identified in 
the Local Delivery Plan is now 
presented to the Board on a 
regular basis. At present, 
responsibility is spread across 
three Executive Directors. It is 
intended that responsibility will 
be given to a single Executive 
Director to ensure that all 
performance management 
issues are co-ordinated and 
reported together. 

Chief 
Executive  

October 
2007 

7 There is a risk that the new 
CHaSCP will not be able to 
demonstrate improvements in 
the services provided to 
patients. 

The CHaSCP is overseen by the 
Joint Services Committee which 
is chaired by a NHSWI Non 
Executive Director. Regular 
reports will be made to WI Health 
Board. 

Chief 
Executive  

Ongoing 

8 There has been a lack of 
progress in developing, 
implementing, and embedding 
clinical governance structures 
and practices. There is a risk to 
the delivery of high quality 
health services.  

The Board has a formal action 
plan for implementing the 
recommendations of the recent 
QIS report on risk management 
and clinical governance. The 
Executive Team will be closely 
monitoring progress. 

Chief 
Executive  

For 
review 
December 
2007 

 



AU/S3/08/1/3 
 

 1

 
A REPORT BY THE AUDITOR GENERAL FOR SCOTLAND UNDER 
SECTION 22(3) OF THE PUBLIC FINANCE AND ACCOUNTABILITY 
(SCOTLAND) ACT 2000 

 
THE 2006/07 AUDIT OF WESTERN ISLES HEALTH BOARD 

 
 
1. I submit the audited accounts of Western Isles Health Board and the 

auditor’s report in terms of section 22(4) of the Public Finance and 
Accountability (Scotland) Act 2000, together with this report which I have 
prepared under section 22(3) of the Act. 

 
2. The auditor’s report highlights a failure to meet a financial target although 

the auditor’s opinion is not qualified in this respect.  An NHS board’s 
annual revenue expenditure, its ‘net resource outturn’, should not exceed 
its Revenue Resource Limit (RRL).  In 2006/07 Western Isles Health 
Board recorded an in-year deficit of £880,000, giving a cumulative deficit 
of £3,364,000 against the RRL.  This represents six per cent of the total 
RRL.   

 
3. This is the third consecutive year that I have prepared a report on the 

accounts of the Western Isles Health Board. While the Board has 
developed a financial recovery plan, the auditor, in his report, expressed 
concerns that the targets appeared unrealistic and planned savings were 
unlikely to be achieved. The latest forecasts are that the Board could 
return an in-year deficit of £0.3 million in 2007/08.  

 
4. The auditor was also concerned that the lack of financial management 

expertise and financial focus at Board level may result in insufficient 
scrutiny and monitoring of progress towards the achievement of financial 
recovery.  

 
5. The auditor’s report highlighted a number of serious weaknesses 

concerning the Board’s corporate governance arrangements.  The Board’s 
Internal Audit Service has concluded that, as in the previous year, the 
Board did not have an adequate or effective system of internal controls in 
place during 2006/07.  Particular concerns were raised about a lapse in 
budgetary control during the year, which led to the over-statement of the 
Board’s budget by £1.6 million. Some progress has been made to 
strengthen the Board’s corporate governance arrangements, but the 
auditor continues to have significant concerns.  

 
6. The Board has no comprehensive performance management framework in 

place and corporate objectives were not agreed during 2006/07. There is 
no committee to oversee performance and no system in place to record 
and report benefits from pay modernisation.  Furthermore, a recent report 
by NHS Quality Improvement Scotland on clinical governance identified 
some significant failings, including a lack of clear strategic priorities and a 
lack of performance monitoring. 
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7. In August 2006 the then Health Minister appointed an interim Chair 
supported by an interim senior managerial and clinical support team. The 
Board subsequently appointed a Chairman and Chief Executive early in 
2007. Despite this, the auditor highlighted the risk that management 
capacity may be insufficient to support the measures and initiatives 
identified as necessary to sustain services, and that the Board had still to 
show that it was able to provide the strong leadership needed to achieve 
financial recovery. On 7th September 2007 the Chief Executive was 
suspended, and an Acting Chief Executive has since been appointed. This 
further change is likely to put at risk the momentum of any improvement 
which was set by the interim support team. 

 
8. I am submitting this report because of the Board’s failure to meet a 

financial target and to draw attention to the continuing issues around 
governance arrangements. I will also prepare an overview report on the 
NHS which will comment on significant issues arising from the 2006/07 
audits of NHS bodies, including financial performance and governance. 

 
 
 
 
ROBERT W BLACK 
Auditor General for Scotland 
23 October 2007 
 



 

Audit Committee 
Convener: Hugh Henry MSP 

 
Mr John Turner 
Chief Executive,  
Western Isles Health Board 
37 South Beach Street 
Stornoway 
Isle of Lewis 
HS1 2BB 
 
 
 

c/- Room T3.60
The Scottish Parliament

EDINBURGH
EH99 1SP

Direct Tel: (0131) 348 5390
(RNID Typetalk calls welcome)

Fax: (0131) 348 5600
(Central) Textphone: (0131) 348 5415

hugh.henry.msp@scottish.parliament.uk

15 November 2007
 
Dear Mr Turner, 
 
AUDITOR GENERAL FOR SCOTLAND – SECTION 22 REPORT ON WESTERN 
ISLES HEALTH BOARD 
 
At its meeting on 7 November, the Audit Committee agreed to hold an inquiry into 
the Auditor General for Scotland’s Section 22 report entitled “The 2006/07 Audit of 
Western Isles Health board.”  I attach an extract of the official report of the meeting 
for your information. 
 
On December 5, the Committee will agree more detailed arrangements for the 
inquiry, including which witnesses it will invite, where and when to hold oral evidence 
sessions and what the major lines of inquiry will be. 
 
In the meantime, I would be grateful if you could forward the following written 
evidence to assist the Committee with its initial deliberations: 

• A copy of the Health Board’s current financial recovery plan;  
• A copy of the 2007/08 corporate objectives which I understand have now 

been agreed; and  
• Any further relevant documents which relate to the development of the 

Board’s performance management framework. 
 
I would be grateful for a response by close of Wednesday 28 November 2007. 
Please do let me know if this time frame presents you with any difficulties.  
 

 
 

 
 
   



 

Should you require any further information please do not hesitate to contact the 
Clerk, Tracey Reilly on 0131 348 5390 or by email at 
audit.committee@scottish.parliament.uk. 
 
 
 
Yours sincerely 
 
 
 
 
 

 
 

Convener 
 
CC: John Mackay, Chair, Western Isles Health Board 
 
 

 
 

 
 
   



 

Mr Black: As the committee will know, a key financial target for any national health 
service body is that it should not exceed its revenue resource limit, which is the 
amount of money that a board is allocated to spend on the day-to-day operations 
during a financial year. For 2006-07, the auditors reported that only one board failed 
to meet that target—NHS Western Isles. The auditor's opinion for the board 
highlighted that failure, although the opinion is not qualified. 

The board had an in-year deficit of £880,000 in 2006-07 and a brought-forward 
deficit of £2.484 million from 2005-06, which resulted in a cumulative deficit of 
£3.364 million at the end of 2006-07. That sum represents 6 per cent of the board's 
total revenue resource limit. The board has developed a financial recovery plan, but 
the final annual audit report contains an expression of concern by the auditor that the 
targets appeared to be unrealistic and that the planned savings were unlikely to be 
achieved. At the time of the audit, the board forecasted an in-year deficit for 2007-
08—the current year—of £300,000; the current forecast for that is now at £430,000. I 
understand  
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that the board is continuing to work on a recovery plan. 

This is the third year in a row that I have prepared a section 22 report on the 
Western Isles NHS Board accounts. As well as highlighting the board's failure to 
meet a financial target, my previous section 22 reports on the board have drawn 
attention to the auditors' concerns about the board's governance arrangements. In 
2006-07, the auditor's report highlighted several serious weaknesses in the board's 
corporate governance arrangements, including particular concerns over a lapse in 
budgetary control during the year. I have drawn attention to those in my report to 
Parliament. An acting chief executive was appointed from 7 September 2007, 
following the suspension of the previous chief executive. The acting chief executive 
was therefore not in post during the financial year 2006-07, to which my report 
relates. 

Again, I am happy to attempt to answer any questions, with the assistance of the 
Audit Scotland team. 

The Convener: Western Isles NHS is clearly a troubled organisation and I am 
concerned that the organisation shows no sign of making things work, either at 
present or in the future—it seems to stumble from one crisis to the next. From the 
report that we have just heard and from what we have read, it seems that there are 
worries about its deficit increasing even further. 

I am not sure that it is sufficient for us just to note the report in the hope that we will 
not receive a fourth section 22 report next year on top of the three reports that we 
have already received. Given the contents of the current report, we can anticipate 
that the same issues will arise again. I am worried about the concerns that the 
Auditor General has expressed about the governance arrangements and the lapses 
in budgetary controls. I believe that the issue is sufficiently serious for us to consider 
further action, including perhaps an inquiry at some point. 

 
 

 
 
   



 

The report raises concerns not just about the individuals involved—although, clearly, 
they have a huge influence—but about the viability of small organisations such as 
Western Isles NHS Board and whether such organisations are sufficiently big to 
attract the skilled personnel who are required to manage big budgets and important 
functions. Questions need to be asked about the viability of such organisations, 
which are clearly struggling. We also need to look at the quality of their 
management. 

From an audit perspective—I know that some issues might be for the Health and 
Sport Committee—I want to assured that public resources are used effectively and 
managed well.  
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I want to know what measures are now in place to ensure that we will not need to 
discuss a similar section 22 report next year. I am afraid that what I have heard and 
read so far does not fill me with any great confidence, so I think that we need to 
return to the issue. 

Stuart McMillan (West of Scotland) (SNP): A comparison could be drawn between 
Western Isles NHS Board and the former Argyll and Clyde NHS Board. I accept that 
the two health boards are different in size but—as the convener will know, being 
MSP for Paisley South—the former Argyll and Clyde NHS Board got into severe 
financial difficulties to the extent that it was no longer viable. Most of its functions 
were then subsumed into what is now Greater Glasgow and Clyde NHS Board, 
although the jury is still out as to whether that arrangement is the best way forward. I 
certainly do not advocate that the functions of Western Isles NHS Board be 
subsumed into another greater health board area, but we should look at other 
examples—Argyll and Clyde is one, but there are surely others—to establish what 
problems occurred, what lessons were learned and what measures could be 
implemented to ensure that the situation in Western Isles NHS Board is fixed and 
sorted out. The governance issue is probably the most important, but many other 
aspects will also need to be considered. 

Whatever solution comes into play, the underlying issue is to ensure that the health 
services that are available to the population are not severely restricted, cut or 
hampered to the extent that people are left without sufficient services in their area. 

Andrew Welsh: The issue is all about providing services for the people in the most 
efficient and effective way—clearly, that has been a problem in this case. As the 
convener outlined, the board has very serious problems: continuing deficits; being 
the subject of a section 22 report for a third consecutive year; serious weaknesses in 
its governance arrangements; a chief executive who has been suspended; 
unrealistic targets; and savings that are unlikely to be achieved. There is a catalogue 
of fundamental problems and our response must match its seriousness. 

The matter deserves serious investigation by this committee, because it is difficult to 
see how the board can even begin to cure—never mind address—the problems, 
given the fundamental organisational and management defects that have been 
uncovered by the report; for example, there is no corporate management strategy or 
agreed objectives. Unless that is sorted out, we will be letting down the people whom 

 
 

 
 
   



 

this board is meant to serve. It is all about services, and if this committee can, by 
investigating the matter, point  
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the way to a cure or to improving the situation, we will have done our duty. I think we 
ought to do that. 

10:30 

The Convener: Thank you. I have no confidence that we will see an improvement if 
things are left as they are. 

George Foulkes: I do not disagree with what the convener and other members have 
said, particularly in relation to Western Isles Health Board. However, the general 
problem is that such boards receive their money from the Scottish Executive. That 
money is limited—it is finite—and the Scottish Executive requires the boards to do 
things that are impossible within those cash limits. That is happening, and it will 
happen in Ayrshire and Arran—that board has been told to keep the accident and 
emergency unit open, but also to go ahead with the alternative plans that it was 
going to implement if the unit was closed. It is getting no extra money—it is being 
told to do all that within the same budget. We must consider the Scottish Executive's 
responsibility to make the finances available to health boards so that they can carry 
out the requirements that central Government—the Scottish Government—imposes 
on them. That is a cautionary note. 

The Convener: That is an important point, and I hope that it would form part of any 
investigation or inquiry that we undertake. Do health boards have sufficient 
resources; are they using them properly; and what are the reasons for the failures? 
Notwithstanding your more general point, there are issues with the board around 
management structures and governance. However, your point will be an important 
part of any further consideration. 

Jim Hume: When a company gets into trouble, its deficit tends to accumulate 
through finance charges. It would be interesting to know how much of the deficit in 
this case is due to finance charges that were imposed because the board was in 
deficit the year before. Is this a situation in which the board is in trouble, which has 
led it into a downward spiral that will affect services and be difficult to get out of? 
Does the auditor know? 

Mr Black: I doubt that we have information on finance charges to hand, but the 
straightforward answer is that that would have had only a marginal impact on the 
situation. Part of the problem in the Western Isles has undoubtedly been the board's 
inability to put together a financial recovery plan year on year. In 2006-07, the year in 
question, it also had a serious problem with end-year budget reporting around 
September, when it found that it was £1.6 million out. That is not a stable position for 
a board to be in, and that is an issue. 
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To help the committee's understanding, I remind members that Western Isles is the 
only board in Scotland that is running a deficit this year. In previous years, I have 
prepared overview reports on the health service and quite a number of boards have 

 

 
 
   



 

been under severe financial pressures. We have attempted, in our overview reports, 
to provide the Parliament with an analysis of the true underlying cost of running 
services, and then we have compared that with what we were seeing in the 
accounts. A lot of progress has been made in getting the books to balance 
throughout Scotland. One board seems to have particular difficulty for whatever 
reason at this point in time. 

The Convener: When you say that it is the only board running a deficit, do you 
mean that it is the only one running a current deficit or the only one showing any 
historical deficit? 

Mr Black: That is a good question. I think that Barbara Hurst can help on that. 

Barbara Hurst (Audit Scotland): It is the only board that has a current deficit. A 
number of boards might have an underlying deficit, but they are coping with it. The 
issue is that the board is having problems coping with its underlying deficit. 

The Convener: That is fine. That is what I suspected. 

Mr Black: Another board that comes to mind is NHS Greater Glasgow and Clyde. It 
is managing through a recovery process as a result of the deficit, which, as Mr 
McMillan said, it inherited from the former NHS Argyll and Clyde. 

The Convener: I want to follow up the point that George Foulkes made. When you 
conduct your investigations into some of the problems with financial control, are you 
able—as part of your remit and with the information that is provided to you—to 
determine whether part of the problem is that which was identified earlier, which is 
that there is required expenditure that cannot be met by the allocation of budgets? 
Alternatively, do you simply consider the budget that is allocated and ask how 
boards manage within it? 

Mr Black: In the annual audit, we look at the management of the budget within the 
resource allocation. That is what we have done in this case. When we undertake 
wider-ranging overviews of the health service, we attempt to provide information on 
the underlying cost pressures on the basis of the information that is available to us. 
Previous Audit Committees took a lot of evidence from the Health Department at the 
time on such matters. 

The Convener: Is enough information available about the Western Isles Health 
Board for you to say whether such pressures might be a contributory factor? 
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Mr Black: The audit report says that the pressures on Western Isles Health Board 
are very much what one would expect to see in a health board. They include agenda 
for change, the costs of the consultant contract and the general medical services 
contract. They are similar to pressures felt elsewhere. Given the relative remoteness 
and size of the Western Isles, the board has experienced difficulty for a long time in 
recruiting and retaining suitably qualified professionals on both the clinical side and 
the management side. However, we have received no indication that there are 
special circumstances over and above that of which you would need to be aware. 

 
 

 
 
   



 

The Convener: I will take a question from Willie Coffey, after which I will close off 
this item. 

Willie Coffey: The most worrying comment in the summary report is in paragraph 7, 
which states that the appointment of an acting chief executive 

"is likely to put at risk the momentum of any improvement." 

Will you expand on that? Is there any assurance that whatever measures the interim 
team have put in place are proving effective in meeting the targets that we want to 
achieve? 

Mr Black: The obvious point to make is that we are talking about a moving picture; 
the situation will change week by week. However, the auditor has advised that the 
projected deficit is likely to be higher than it was at the start of the year. Given that 
the board has had three chairs and three chief executives since the middle of 2006, 
it would be reasonable to conclude that the board is at risk. Such turnover does not 
make for strong leadership. There can be little doubt that, to effect a recovery in a 
challenging situation, the board needs strong, consistent and well-informed 
leadership. 

The Convener: Is your question one that cannot wait until we deal with item 7, 
Andrew? 

Andrew Welsh: I just want to follow up on the important point that George Foulkes 
made. There is a difference between adequacy of finance—in other words, whether 
the finances that are allocated are sufficient for the task for which they are 
required—and how resources are used. A board could be adequately financed but if 
there is overstatement of budgets and a lack of effective internal controls, financial 
management expertise and financial focus, that is more about how the resources are 
not being used properly. Adequate finance comes under the Finance Committee's 
remit. However, we cannot ask people to make bricks without straw and an element 
of audit is to ensure that the resources are adequate. The more important thing is 
whether there is a corporate management strategy and agreed objectives, and how 
boards use the resources that they have. That is part of the work of Audit Scotland. If 
we  
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can help cure the management problems, George Foulkes's point about whether the 
overall resources are adequate can be judged on its merits. There are management 
problems that have to be sorted out. 

The Convener: Thank you. We will return to the matter under item 7. I thank the 
Auditor General for his report. 
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Date: 28th November 2007  
Your Ref:  
Our Ref:  
Enquiries to: Michelle McPhail 
Extension:  3044 
 
Direct Line:  01851 708044 

 

                Email: michelle.mcphail@wihb.scot.nhs.uk 

Hugh Henry MSP 
Convenor 
Audit Committee 
Scottish Parliament 
Edinburgh EH99 1SP 
 

Dear Mr Henry 
 
AUDITOR GENERAL FOR SCOTLAND – SECTION 22 REPORT ON WESTERN ISLES HEALTH BOARD 
 
Thank you for your recent letter (dated 15th November) regarding the Audit Committee’s decision to hold an inquiry 
into the Auditor General for Scotland’s Section 22 report. 
 
I note that the Committee will agree the more detailed arrangements for the inquiry on December 5th.  I look forward to 
hearing of these arrangements subsequently, and can confirm that there will be full co-operation from Western Isles 
Health Board with the inquiry. 
 
As requested please find attached: 
 

i) a copy of Western Isles Health Board’s current financial recovery plan 
ii) a copy of the Western Isles Health Board corporate objectives 2007/08 
iii) with regards to performance management, we currently assess our performance against the 28 HEAT 

targets which the Scottish Government Health Department requires to be delivered by all territorial NHS 
Boards.  This is regularly reviewed and updated by the Board’s Executive Team, and formally reported to 
the Board.   Please find attached a copy of a report describing our current position, which will be 
considered at our forthcoming December Board Meeting.   

 
Please do not hesitate to be in further contact if you require any further information. 
 
Yours sincerely 
 
 
John Turner 
Acting Chief Executive 



 

 

 



NHS WESTERN ISLES CORPORATE OBJECTIVES 2007/2008 
(with related NHS Scotland objectives) 
 
NHS Scotland Objective 1: 
Health Improvement for the people of Scotland - improving life expectancy and healthy 
life expectancy 
 
NHS Western Isles Corporate Objectives: 
1.1  Improve and safeguard the health of the population of the Western Isles, 

achieving national targets through partnership working 
1.2  Develop a Clinical Strategy for NHS Western Isles which embodies the national 

strategies of 'Fit for the Future' and 'Delivering for Health' 
 
NHS Scotland Objective 2: 
Efficiency and Governance Improvements - continually improve the efficiency and 
effectiveness of the NHS 
 
NHS Western Isles Corporate Objectives: 
2.1 Ensure effective use of resources to maximise patient benefit.  
2.2 Achieve financial balance in year and eliminate the inherited historic deficit 

through progressive reductions over four years 
2.3 Conduct corporate business in accordance with the values of public service, 

leadership, integrity, objectivity, openness, accountability, honesty and respect. 
 
NHS Scotland Objective 3: 
Access to Services - recognising patients' need for quicker and easier use of NHS 
services 
 
NHS Western Isles Corporate Objectives: 
3.1 Continue to reduce the time people wait for NHS services in the Western Isles - 

achieving national performance targets 
3.2 Invest capital funds to ensure community and primary care premises/facilities are 

modern and fit for purpose 
 
NHS Scotland Objective 4: 
Treatment Appropriate to Individuals: ensure patients receive high quality services that 
meet their needs 
 
NHS Western Isles Corporate Objectives: 
4.1 Ensure our population receives safe, high quality services which meet evidence-

based standards and are delivered in the most appropriate setting for the patient. 
4.2 Strengthen partnership working with patients, the public, staff and other agencies, 

in particular the CnES through the Community Health and Social Care 
Partnership  

. 
 
 
Laurence Irvine 
Chief Executive,  June 2007 













NHS Western Isles 
 

Report to Scottish Government Health Directorate: Financial Recovery Plan 
 

October 2007 
 
1. Introduction 

 
NHS Western Isles has incurred revenue deficits from 2003/04 to 2006/07 and 
during that time has struggled to implement a recovery plan to fully restore 
financial balance and recover the accumulated deficit, although some inroads were 
made during 2006/07. This report describes the opening position for 2007/08, the 
current financial position and the ongoing recovery plan. 

 
 
2. Accumulated Deficit to date 

 
The Board has accumulated a deficit if £3.363 million as at 31st March 2007, as 
illustrated in the table below: 
 

  Actual Actual Actual Actual 
  2003/04 2004/05 2005/06 2006/07 
In-year deficit £000 294 444 1746 880 
Accumulated deficit £000 294 738 2484 3363 

 
Financial balance in the years prior to 2003/04 had largely been achieved through 
using capital to revenue transfers, ring-fenced monies and one-off allocations and 
so it is clear that the Health Board has had an underlying financial problem for a 
very long time. 

 
 
3. Original Plan 

 
The original plan put forward by the CEO for 2007/08 onwards was to achieve 
break-even and recover £800k of the accumulated deficit. The opening expenditure 
budgets for 2007/08 identified a shortfall against anticipated revenue resource 
allocation of £2.929 million. Therefore the required savings target was £ 3.729 
million and plans were based on achieving this. However the Board has failed to 
satisfy the Scottish Government Health Directorate (SGHD) that the original plan 
was achievable or that plans were sufficiently robust. 

 
 
4. Current Financial Position 

 
At month 5 (31st August 2007) the Board is reporting an in-year income and 
expenditure deficit of £77k.  



Taking the original plan to recover £800k accumulated deficit into account, the 
distance from target becomes £410k at month 5. 
There are two key areas of high expenditure, namely medical locum costs and 
prescribing. By the year end these two areas are forecast to generate a deficit of 
£919k against the budgets currently set and it is clear that both areas need to be 
better controlled. 
 
 

5. Current forecast out-turn from Ledger 
 
Using actual budgetary performance together with evidence-based knowledge for 
future months, the Board’s current forecast out-turn is an in-year income and 
expenditure deficit of £243k. 
Taking the original plan to recover £800k accumulated deficit into account, the 
distance from target savings would be £1.043 million. 

 
 
6. Revised Plan for 2007/08 

 
It is clear that the original plan to break-even and recover £800k of the accumulated 
deficit was far too optimistic. The Acting CEO has directed that the Board must 
focus on seeking to achieve break-even in 2007/08.  
 
 

7. Review of FRP Schemes 
 
7.1 Original Schemes 

 
Performance against the originally identified schemes has generally been poor and 
this has been documented in other reports. The plan has now been re-assessed and 
this is shown in Appendix A together with a revised risk rating. Most of the benefits 
accruing from these schemes are already reflected in the forecast out-turn above and 
we need to focus on new areas in order to close the gap. 
 

7.2 Opportunities for Further Financial Recovery 
 
There are a small number of areas where we have identified an opportunity to make 
further contributions to financial recovery. These are listed in Appendix B. These 
are being explored and actioned as a priority. 

 
 



8. Risk 
 
There are some key risks in the system which may affect the Board’s ability to 
achieve break-even. These include: 

 
• The increasing likelihood that locum expenditure may escalate 
• The potential financial effects of the winter planning period (the forecast out-

turn includes expenditure estimates based on recent years) 
• Clinical governance issues 
• Organisational development changes  

 
9. Summary 

 
We have identified potential opportunities that might assist the Board to move 
towards a balanced financial position for 2007/08. However there are a number of 
unquantified risks existing which mean that we can currently only be cautiously 
hopeful of achieving break-even. 

 
 
10. Future Years 

 
It should be noted that the potential to break even in 2007/08 will only be achieved 
through significant use of non-recurrent measures. The financial focus for 2008/09 
will therefore be to achieve recurrent balance. This will coincide with finalisation of 
the Board’s Clinical Strategy and there will be some non-recurrent costs associated 
with the Clinical Strategy’s implementation although these have yet to be identified. 
We recognise the need for future discussions with the SGHD in relation to the 
accumulated deficit. 

 
 
 
 



Appendix A: Review of Existing Financial Recovery Plan 
 

Revised Plan 
As at August 

2007
Based on August 

Actuals Comment

Total   £000s
Total           
£000s

From Original 
FRP            

£000s
From Actuals 

£000s

Other identified 
savings         
£000s Total            £000s

1 Staff travel ALL L 100 224 100 120 0 220 Currently being delivered & in forecast out-turn
2 Expenditure control continuation from 2006/07 ALL L 100 10 0 10 0 10 Currently being delivered & in forecast out-turn
3 Medical locum posts BM H 0 -265 100 -265 0 -165 Overspending and in forecast out-turn
4 Consultant payments inc on-costs BM L 0 217 0 220 0 220 Underspending and in forecast out-turn

5 Prescribing BM H 150 -429 0 0 0 0

Overspending and in forecast out-turn. Savings depend 
on the appointment of a suitably qualified prescribing 
advisor.

6 GP payments BM L 0 60 0 60 0 60 Complete and in forecast out-turn

7 Mainland referrals and UNPACS BM L 100 100 100 0 0 100 Still potentially achievable. Not in forecast out-turn
8 Referral protocols BM L 0 183 0 200 0 200 Not in forecast out-turn
9 Energy Efficiency CC L 29 50 29 21 0 50 Currently being delivered & in forecast out-turn

10 Use of Golden Jubilee CC H 100 -160 0 -160 160 0
Capacity not currently being utilised. Need to review 
usage and renegotiate.

11 Further energy efficiency - plate heat exch CC L 45 0 0 0 0 0 Merge with 9. above

12 Catering Review - nil subsidy CC L 0 32 0 32 0 32
Facilities savings will offset pressures within the 
department - see 13 below.

13 Domestic and Laundry Review CC L 0 -22 0 -22 0 -22 
Facilities savings will offset pressures within the 
department - see 12 above.

14 Individual savings targets - Hospital CC - 0 0 0 0 0 0 Currently being delivered & in forecast out-turn

15
Diversion of new renal patients from Glasgow to 
Stornoway & holiday dialysis? JA - 0 0 0 0 0 0 Unlikely to generate any income on 2007/08.

16 Efficiencies through benchmarking JA - 0 0 0 0 0 0

Benchmarking informs and drives other schemes and 
therefore we cannot attribute savings directly to it. It 
should not be included as a savings scheme but as a 
supporting action.

17 Individual savings targets - Risk Management JA L 20 0 0 0 110 110 Complete and in forecast out-turn

18 Overtime LD - 0 0 0 0 0 0

Provision of overtime policy, management support and 
performance statistics informs and drives other 
schemes and therefore we cannot attribute savings 
directly to it. It should not be included as a savings 
scheme but as a supporting action.

19 Locum Ts&Cs LD M 20 0 0 0 0 0
Still potential for savings, not yet quantified, although 
depends on controlling use of locums.

20 Managing absence LD - 0 0 0 0 0 0

Provision of a managing absence policy, management 
support and performance statistics informs and drives 
other schemes and therefore we cannot attribute 
savings directly to it. It should not be included as a 
savings scheme but as a supporting action.

21 Vacancy control JT L 600 600 600 0 0 600 Complete and in forecast out-turn
22 Individual savings targets - HR LD L 25 0 0 0 0 0 Complete and in forecast out-turn
23 Individual savings targets - CEO JT L 30 409 0 0 70 70 Complete and in forecast out-turn
24 Review of Community Care shared provision MC L 125 110 110 0 0 110 Complete and in forecast out-turn
25 Staffing arrangements at St Brendan's MC - 0 -54 0 -50 0 -50 In forecast out-turn

26 Review of Voluntary Sector Payments MC - 0 2 0 0 0 0

No savings can be generated in this area - rather costs 
need to be contained. This scheme should be removed 
from the plan.

27 Individual savings targets - Community MC L 470 0 0 0 233 233 Complete and in forecast out-turn
28 Telecoms MF L 0 23 0 23 0 23 Complete and in forecast out-turn

29 Connected Communities Renegotiation MF M 100 -15 100 0 120 220
Depends on external technical support and negotiation 
with providers

30 Nursery MF - 15 -7 0 0 0 0

No savings can be generated in this area - rather costs 
need to be contained. This scheme should be removed 
from the plan.

31 Review of HQ costs MF - 0 0 0 0 0 0

Benchmarking informs and drives other schemes and 
therefore we cannot attribute savings directly to it. It 
should not be included as a savings scheme but as a 
supporting action.

32 Re-organisation of Health Board Accommodation MF - 0 0 0 0 0 0

A comprehensive review of space utilisation is requred 
across the board as part of the clinical strategy 
process. Any savings identified will not be generated 
until at least 2008/09.

33 Review of Staff & Patient Travel/cashiering MF L 20 20 20 0 0 20 Complete and in forecast out-turn
34 Procurement MF M 100 -124 0 0 0 0 Overspending and in forecast out-turn

35 Capitalisation of salaries MF - 0 0 0 0 0 0
Highly unlikely to be approved by External Audit. This 
scheme should be removed from the plan.

36 Individual savings targets - Finance MF L 85 20 0 0 50 50 Complete and in forecast out-turn
37 Individual savings targets - Public Health SS L 81 73 0 0 73 Complete and in forecast out-turn
38 Further potential underspending against reserves MF L 0 0 60 60 In forecast out-turn

39 Reducing overspend on materials and equipment MF L 0 0 85 85
Not in forecast out-turn, links to no. 34 and depends on 
the appointment of a procurement officer.

40 Other staff savings JT L 889 0 890 0 890 Complete and in forecast out-turn
Grand Total 2,315 1,873 1,232 1,079 888 3,199

Proposed plan August 2007Lead 
ExecSaving Scheme Details Risk 

rating

 



Appendix B: Opportunities for Further Financial Recovery 
 
Item Comments 
Mainland referrals and UNPACs £100k of current budget has not needed to be accessed to date. There is potential for this to 

continue dependent on specific patient referrals, although this also has the potential to overspend. 
SLAs SLAs require to be formalised and signed off. There is some potential that the final agreements 

will be lower in total than the provision currently being made in the forecast out-turn although 
this also has the potential to overspend. 

Connected Communities This is a highly technical area which needs further input to ascertain whether any savings can be 
generated. 

Additional allocations There is potential to maximise benefit from additional allocations which may be available to 
assist with meeting specific targets. 

Prescribing This area of high expenditure could be brought back under control with input from a prescribing 
advisor. This is a ‘spend to save’ scenario and so if the Board is successful in appointing to this 
role there will be a period of payback before any real savings might accrue. However this is 
unlikely to have a significant impact in 2007/08. 

Procurement The Board has been working with National Procurement (NP) to identify a solution to the current 
lack of professional procurement expertise. Currently NP are seeking to appoint a procurement 
officer that would provide a service to NHSWI. This is a ‘spend to save’ scenario and so if we are 
successful in appointing to this role there will be a period of payback before any real savings 
might accrue. However this is unlikely to have a significant impact in 2007/08. 

Air Discount Scheme  The use of personal air discounts for staff travel could generate some savings although staffing 
resource would be required to implement and run the system. It should be noted that use of air 
miles would take priority over use of air discounts and so the potential for savings may be 
limited. However this is unlikely to have a significant impact in 2007/08. 
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Audit Committee 
Convener: Hugh Henry MSP 

Ms Marion Fordham 
Director of Finance  
Western Isles Health Board 
37 South Beach Street 
Stornoway 
Isle of Lewis 
HS1 2BB 
 

c/- Room T3.60
The Scottish Parliament

EDINBURGH
EH99 1SP

Direct Tel: (0131) 348 5390
(RNID Typetalk calls welcome)

Fax: (0131) 348 5600
(Central) Textphone: (0131) 348 5415

audit.committee@scottish.parliament.uk

19 December 2007
 
Dear Ms Fordham, 
 
AUDITOR GENERAL FOR SCOTLAND – SECTION 22 REPORT ON WESTERN 
ISLES HEALTH BOARD 
 
As you will be aware, the Audit Committee has agreed to hold an inquiry into the 
Auditor General for Scotland’s report entitled “The 2006/07 Audit of Western Isles 
Health board.”  As part of this inquiry, the Committee will be holding an oral evidence 
session in Stornoway on 11 January.   
 
As you will know, members have already received copies of the Board’s current 
financial recovery plan, the 2007/08 corporate objectives and information on the 
Board’s performance against the HEAT targets.  The Committee has agreed that I 
should write to you, as the Board’s Director of Finance, to offer you the opportunity to 
make any further written submission to the committee in advance of the meeting.  
Should you wish to submit any written evidence, I would be grateful to receive it by 
close of Monday 7 January 2008.  
 
Should you require any further information please do not hesitate to contact the 
Clerk, Tracey Reilly on 0131 348 5390 or by email at 
audit.committee@scottish.parliament.uk. 
 
Yours sincerely 
 
Hugh Henry 
 
Convener 
CC: John Angus Mackay, Chair and John Turner, Acting Chief Executive, 
Western Isles Health Board 
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 NHS Western Isles 
 

Update on Financial Position as at 30th November 2007 
 
1. Introduction 

 
The Parliamentary Audit Committee has been provided with a report on the Financial Recovery 
Plan from October 2007 (which was based on the financial position as at 31st August 2007). To 
further assist the inquiry this report provides an update on the financial position (as at 30th 
November 2007). This is the latest available position for the oral evidence session being held in 
Stornoway on 11th January 2008.  

 
2. Current Financial Position 

 
The in-year position has improved as a result of work by the Executive Team resulting in a small 
surplus position at 30th November.  Indications are that by the end of the year NHS Western Isles 
will break even against the budget plan. 
 
Surplus/(Deficit) Month 5 

(as at 31st Aug) 
£’000 

Month 6 
(as at 30th Sep) 

£’000 

Month 7 
(as at 31st Oct) 

£’000 

Month 8 
(as at 30th Nov) 

£’000 
In-year position (77) (47) (37) 8
Forecast Out-turn (243) (430) (342) 0

 
Whilst this improvement in position is encouraging, the two key areas of high expenditure 
described previously, namely medical locum costs and prescribing, continue to be a concern.  By 
the year-end these two areas are now forecast to generate an overspend of £1,135k against the 
budgets currently set. This overspend has increased by over £200k since month 5 and represents 
realisation of the risk identified in earlier reports. These increased costs are being offset by 
measures taken elsewhere and both areas are the subject of focused attention by the Executive 
Team.   
 

3. Current Forecast Out-turn 
 
The table above illustrates that the forecast out-turn showed a sharp upward trend at month 6. 
This was due to: 

• the worsening position relating to unplanned medical locum costs; and 
• the notification of a cluster of ‘UNPAC’s (unplanned) activity which relates to highly 

specialist treatments required on the mainland. This is high-cost low-volume activity 
which is difficult to predict for all smaller Boards. 

 
The current forecast indicates that NHS Western Isles will achieve break-even by the end of the 
year. This follows identification of cost reductions  relating to patients receiving treatment on the 
mainland and expected savings on prescribing in the final six months of the year.  
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4. Financial Recovery Plan 
 
4.1 Original Schemes 

 
As reported earlier any savings identified from the schemes originally identified are already 
reflected in the forecast out-turn above and we need to focus on new areas in order to ensure 
break-even in 2007/08. 
 

4.2 Opportunities for Further Financial Recovery 
 
There are some further areas where we have identified an opportunity to make savings in 
2007/08. Whilst many of these relate to mainland SLAs, measures to curtail non-essential 
expenditure continue. 

 
5. Risk 

 
There are some key risks in the system which may affect the Board’s ability to achieve break-
even. These include: 

 
• the potential financial effects of the winter planning period (the forecast out-turn includes 

expenditure estimates based on recent years); 
• further high cost specialist episodes of care provided by mainland Boards; 
• prescribing costs continue to be difficult to predict, although it appears likely they will 

reduce slightly;  
• clinical governance issues; and 
• organisational development changes.  

 
6. Summary 

 
We have identified potential opportunities that might assist the Board to move towards a 
balanced financial position for 2007/08. The position is now more optimistic than previously 
reported although there remain a number of unquantified risks. 

 
7. Future Years 

 
The position for future years has not changed. The potential to break even in 2007/08 will only 
be achieved through significant use of non-recurrent measures. The financial focus for 2008/09 
will therefore need to be on achieving recurrent balance and there will need to be future 
discussions with the SGHD in relation to the accumulated deficit. 
 
 
 
 
Marion Fordham 
Director of Finance  
7th January 2008 
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