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Summary
A vital component of a successful health service is that everybody wherever they live should
have ready access to a high standard of care through a network of acute hospitals that are
subject to strong clinical and financial governance. The Department of Health (the
Department) sees self-governing foundation status as necessary if hospitals are to succeed
in a financially demanding environment. Becoming a foundation trust requires strong
governance, long-term financial viability, and a framework to secure delivery of quality
services. NHS foundation trusts were first created in 2004 and, between then and the end of
September 2011, 139 NHS trusts attained foundation status. The Government intends that
the majority of the remaining 113 NHS trusts will become foundation trusts by April 2014.
It is already clear that this will be extremely difficult to achieve.
The challenges facing those hospitals which have still to attain foundation status are more
severe than previously thought. Four out of five now face financial difficulties; 78% say they
have to tackle strategic issues; two thirds acknowledge they have performance and quality
challenges and nearly 40% say they need to strengthen their governance and their
leadership.
Creating a national network of hospital trusts which are autonomous and financially viable
presents hugely difficult challenges. It remains unclear whether all the problems trusts have
highlighted can be resolved. Making all trusts viable will involve reconfiguration of some
services, including through mergers. It is critical that local communities are consulted on
these decisions and benefit from them. Where changes are proposed, trusts will need to
demonstrate how merging organisations will create healthcare benefits to local
communities while addressing the root causes of the financial problems that exist. Many of
these trusts are in deprived areas and solutions should not reduce access to services for
vulnerable people, thereby exacerbating health inequalities.
We are particularly alarmed that the healthcare system in London has been allowed to
deteriorate despite its problems having been known about for many years. At least half of
the acute trusts in London are not viable in their current form. The Department reassured
us that none of trusts’ current plans involve closing hospitals, but some trusts are in such a
poor financial state it is difficult to see why other organisations would want to take them
on. The Chief Executive of the NHS is only “moderately confident” that London’s hospital
system can be turned round, and acknowledged the unique challenges and obstacles to be
overcome.
Strong leadership is urgently needed if those trusts facing clinical and financial difficulties
are to meet the challenge of achieving foundation status. The flow of trusts through the
‘pipeline’ towards foundation trust status is already behind schedule. Decisions about
changes to services, need to be taken promptly but wisely, and some trusts are still putting
off difficult decisions. A particular problem is the quality of leadership, but prolonged
uncertainty makes it harder to recruit good board members and clinical staff. The
Department has made an explicit commitment to intervene if trusts fail to tackle problems
on their own.
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The cost of private finance schemes is an additional challenge for a limited number of
hospitals. Analysis commissioned by the Department has identified six trusts that are
unviable largely because of their PFI charges. Long term Private Finance Initiatives (PFI)
deals reduce the Department’s ability to establish a level playing field of financially
sustainable, autonomous trusts. In many cases efficiency savings alone will not be enough
to make unviable trusts financially sustainable. The Department faces a particular dilemma
about how to manage the debt of these hospitals as their long term financial commitments
make reconfiguration more difficult.
On the basis of a report by the Comptroller and Auditor General,1 we took evidence from
the Department of Health and the Chief Executive of the NHS, and from the Chief
Executives of Ealing Hospital NHS Trust, North Middlesex University Hospital NHS
Trust, and Winchester and Eastleigh Healthcare NHS Trust, about the responsibility for
dealing with this huge challenge, and what is being done to protect taxpayers and patients
when trusts need external help.

1

C&AG’s report, Achievement of foundation trust status by NHS hospital trusts, HC (2010-12) 1516.
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Conclusions and recommendations
1.

Twenty hospital trusts have declared themselves unviable in their current form.
In many cases, this is a consequence of a failure to face up to and resolve problems
that have been evident for over a decade. Moreover, half of all trusts are not yet
foundation trusts and more are likely to conclude they are unviable. A particular
concern is what will happen to trusts that are unable to achieve foundation status but
nevertheless provide an essential service to local people. In most of these cases,
mergers and reconfigurations will be inevitable. The Department should require
each trust in difficulty to provide the local community with a clear explanation of the
problems it faces and what the proposed changes will mean for patients. Trusts must
consult staff and the local community on how they intend to resolve these issues.

2.

Failure of trusts to meet the commitments in their TFAs is likely to damage their
financial and clinical viability and make the achievement of foundation status
more difficult. Should a trust fail to carry out the actions agreed with the
Department and SHAs they may be forced to shed services or to undertake mergers.
Where such action is taken by necessity rather than design it seems inevitable that
patients will suffer. Sir David Nicholson made a promise that SHAs and the
Department would intervene if trusts failed to deliver the commitments made in
their TFAs. We expect the Department to honour this promise, and to carefully
monitor progress so that it can take timely and robust action to address risks to the
provision of important services. The Department should report back to us by the end
of 2012 on the progress of all trusts still in the pipeline and what further action it is
taking to help those trusts which continue to be unviable.

3.

The situation in many parts of London is unacceptable and long-standing
problems need to be tackled urgently. At least half of non-specialist acute hospitals
in London are not viable in their current form, with some heavily indebted trusts
providing poor services. We remain to be convinced that combining struggling
hospitals into larger trusts - as with South London – is a realistic way to create viable
organisations which provide equal access to good quality healthcare to everybody.
The Department and NHS London are aware of the difficulties facing London’s
healthcare system, but they cannot just leave this problem to individual trusts, and
they need to develop a clear strategy and appropriate support for the creation of a
sustainable, safe and efficiently delivered health system, and communicate it clearly
to Londoners.

4.

Reconfiguration of local services could disproportionally affect vulnerable
patients, particularly those who rely on public transport. Reconfiguration will
inevitably reduce the range of services provided by some hospitals. The Department
will have to support otherwise unviable services in some parts of the country so that
all local people have access to the healthcare they have a right to expect. In
considering how to reconfigure services the Department and the SHAs should assess
carefully the impact on the local population. They should ensure they protect the
interests of vulnerable people for whom travelling to hospital is difficult, so that
health inequalities are not exacerbated.
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5.

PFI is an additional challenge facing a few hospitals and PFI service charges are
contributing significantly to some trusts’ financial problems. Analysis
commissioned by the Department has identified six trusts where their PFI contract is
a major obstacle to them becoming financially viable. The Department recognises
that those financial commitments need to be met, but has not yet explained how it
will support these trusts without disadvantaging others. The Department will need to
ensure the long term sustainability of these hospitals whilst at the same time
minimising any extra financial support it offers.

6.

Nearly 40 % of trusts struggling to attain foundation trust status have identified
leadership and governance as a key problem. Strong leadership is vital for achieving
foundation trust status.. The Department should report back to the Committee, by
the end of April 2012 on:
•

what practical steps have been taken by successful foundation trusts to engage
higher calibre non executives, and to put in place more robust accountability
frameworks;

•

what action the 40 % of NHS trusts with acknowledged weaknesses have taken to
address the leadership and governance problems they are facing; and

•

what impact the new toolkit has had in helping those trusts struggling to attain
foundation status.
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1 The problems trusts are facing in
achieving foundation trust status
1. Since the first NHS foundation trusts were created in 2004 it has been government policy
that NHS hospitals should be more independent, running their own affairs and being
accountable to local people and patients.2 To achieve foundation status, trusts must be able
to show they are financially and clinically sustainable over the next few years, and that their
board and management have the skills to govern the trust as an autonomous body.3 The
Department of Health (the Department) believes that trusts need to attain foundation
status to succeed in a highly constrained financial environment where past increases will
not be continued.
2. By 1 October 2011 there were 139 NHS foundation trusts, and 113 NHS trusts at various
stages in the ‘pipeline’ towards foundation trust status. Only 14 trusts have achieved
foundation status since the end of 2009.4 The Department expects the majority of trusts to
achieve foundation trust status by 2014, but recognises that a small number may not do so
before 2016.5
3. The development of the ‘tripartite formal agreements’ (TFAs) signed by trusts, Strategic
Health Authorities (SHAs) and the Department has highlighted the extent of problems that
some trusts face in achieving foundation trust status. These challenges are far more severe
than trusts’ and SHAs’ initial assessment had suggested.6 The proportion of trusts which
stated that financial difficulties could be an obstacle to achieving foundation status, for
example, has increased from 49% in 2010 to 80% in 2011. In addition, 78% of trusts need to
tackle strategic issues, 65% have quality and performance issues; and 39% need to
strengthen their governance and leadership.7
4. Twenty trusts have already identified themselves as not viable in their current form.8
This number does not include some trusts, such as the South London Healthcare NHS
Trust, already known to be facing serious difficulties, and others whose Private Finance
Initiative (PFI) schemes have been identified by the Department’s consultants as
unaffordable.9 The Department accepts that more trusts will need to be added to the list,
but does not believe that the total number will grow because, as some trusts join, others will
become viable following merger or acquisition.10
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5. All NHS trusts have now agreed with their SHA and the Department the actions they
need to take to achieve foundation status. Not all trusts have so far published their TFA
documents or are prepared to release them when asked to do so. The Department
maintained that TFAs are locally owned and that, as soon as they have been approved by
trusts’ boards, they will be published by each trust so that communities can see what has
been agreed.11 It is essential that local people should be involved in decisions about what
services are available, and that trusts should gain the support of communities for the
changes they are proposing.12
6. The Department told us that responsibility for achieving foundation status, which will
depend on implementing the commitments set out in the TFAs, rests with the trust’s own
board. The SHA in its oversight role, and the Department in turn, nonetheless retain a
responsibility to ensure that adequate support is in place to enable trusts to achieve
foundation trust status.13 The Department confirmed that it would not let trusts pursue
strategies that were not viable, and would intervene to ensure that trusts reach foundation
status, either in their own right or as part of a larger organisation. The range of actions
included self-assessment tools to help trusts develop board capability, bringing new
expertise into the organisation, drawing in clinicians and clinical leaders from other
organisations and, if necessary, replacing the trust’s leadership team.14
7. The quality of leadership at board level, and particularly the ability of non executive
board members to hold the executive to account, is crucial to the trust’s success.15 The
independent regulator, Monitor, has identified the lack of quality on boards as being a
major impediment to applicants for foundation trust status, and 39% of trusts in the
pipeline identified board capacity and capability as an obstacle they need to overcome.16
Witnesses from three trusts also emphasised to us the importance of boards in providing
clear leadership in difficult times, and in ensuring that patients and clinicians understand
and support future plans.17 The Department told us that from January all trusts would be
expected to go through a process of board support and development which the
Department was piloting.18
8. It is not clear why an organisation would want to merge with, or take over some of the
most troubled trusts, some of which are very large and are facing severe financial problems,
including debt as well as poor performance.19 It is not a convincing solution that
combining trusts which are already challenged or unviable will somehow create a more
sustainable successor, without some form of further intervention.20 Ultimately, the
Secretary of State retains responsibility for ensuring the sustainability of healthcare services
11
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provided to local communities, but the Department has not yet developed a failure regime
to deal with trusts that prove unable to resolve their problems. 21

21
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2 Protecting taxpayers and patients
9. Where trusts merge they may not be able to continue to provide all their current
services.22 The Department argued that reorganising specialist services in particular can
lead to much better provision and, for these, people may be prepared to travel further to
access better care.23 However, most services must always be accessible locally and, for
people who are dependent on public transport, decisions about where services are provided
are critical to whether they are able to access them. For example, some patients may be put
off going to their hospital appointments if they are too far away and using public transport
is expensive or difficult.24 Inequality of access can only help to worsen the inequalities in
health that currently exist.
10. Nearly half of acute trusts in the pipeline have concerns about their current financial
position and nearly three quarters are concerned that they will not be able to achieve the
level of efficiencies required of them.25 Financial issues where trusts may need support
from the Department fall into three categories: repayment of loans received from the
Department; lack of cash to pay creditors or run day-to-day operations; and charges
associated with PFI-financed capital schemes.26 The current estimate of the amount of
additional working capital that trusts might need is £376m, although the Department
conceded that the eventual figure could be higher.27
11. The Private Finance Initiative (PFI) provided much needed replacement of antiquated
hospital buildings and facilities28 but the ongoing long-term cost to trusts, however, has
been as high as 20% of income in some cases.29 The Department’s examination of twentytwo trusts with PFI debts has identified around six where, in addition to other financial
difficulties, obligations under their PFI contract are a major obstacle to them becoming
financially viable.30 The Department and witnesses from NHS trusts told us that one reason
for the problem was that, at the time PFI deals were signed, trusts had anticipated
continued growth.31 Long term PFI commitments can make reconfigurations more
difficult, and the Department may have to offer support once other opportunities for
efficiencies have been explored.32
12. There are wide regional variations in the proportion of hospitals which have become
foundation trusts. By October 2011 all but one trust in the North East had achieved
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foundation trust status, while in London 62% of trusts were not foundation trusts.33 At
least half of non-specialist acute hospitals in the capital cannot achieve foundation trust
status in their current form.34 The Chief Executive of the NHS explained that part of the
problem in London was a relatively unproductive secondary care system, and an
underdeveloped community system, which means that far more people go to hospital for
relatively minor healthcare needs than in other parts of the country.35 The Department
gave assurances that planned solutions for London do not involve closing hospitals and
would improve clinical services, but were not wholly confident that trusts would deliver on
their plans.36
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Oral evidence
Taken before the Committee of Public Accounts
on Wednesday 19 October 2011
Members present:
Margaret Hodge (Chair)
Mr Richard Bacon
Jackie Doyle-Price
Joseph Johnson
Mrs Anne McGuire

Austin Mitchell
Ian Swales
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________________

Mark Davies, Director of Health Value for Money Audit, NAO, Marius Gallaher, HM Treasury, Alternate
Treasury Officer of Accounts, and Amyas Morse, Comptroller and Auditor General, were in attendance.
REPORT BY THE COMPTROLLER AND AUDITOR GENERAL
Achievement of Foundation Trust Status by NHS Providers of Secondary Care
Examination of Witnesses
Witnesses: Dr Chris Gordon, Chief Executive, Winchester and Eastleigh Healthcare NHS Trust, Julie Lowe,
Chief Executive, Ealing Hospital NHS Trust, Clare Panniker, Chief Executive, North Middlesex University
Hospital NHS Trust, gave evidence.
Q1 Chair: Our paperwork is not in the best of order
this afternoon. Although I know who you are, usually
we have a biography of each of you before we proceed
with the questions. I wonder whether you would start,
Julie Lowe, by telling us who you are and what your
job is so that people have an awareness.
Julie Lowe: My name is Julie Lowe, and I am chief
executive of Ealing Hospital NHS Trust, which also
incorporates the community services of the boroughs
of Brent, Harrow and Ealing.
Dr Gordon: I am Dr Chris Gordon, and I am acting
chief executive of Winchester and Eastleigh NHS
Trust.
Clare Panniker: I am Clare Panniker, and I am chief
executive of North Middlesex University Hospital.
Ian Swales: Can I be clear whether these witnesses
are from foundation trusts?
Q2 Chair: No, they are all in the group of 20 that
have declared that they cannot be, in their current
form—I chose them for that reason—but they are all
doing slightly different things. I chose them because
they are in the self-declared group of 20, but it is selfdeclared not assessed. This part of the afternoon will
be a shortish part and we want to get as much
information as we can out of you, but equally if you
can be direct and succinct in your answers that would
help the Committee enormously in our work.
Can I ask, first of all, were you all briefed by the
Department of Health before you came to us this
afternoon?
All witnesses: Yes.
Q3 Chair: Why was that?
Dr Gordon: Why was there a briefing? I think to
understand the functions of the Committee.

Q4 Chair: Or was it to ensure that you all spoke
with one voice?
Dr Gordon: I can only speak with my own voice—
Mr Bacon: You can try to speak in everyone’s voices;
it might be quite interesting.
Clare Panniker: It was clear that we must give our
own opinion, but that we should understand what the
Committee is about.
Q5 Chair: Okay, but it was not in the context of
sticking to Department of Health or Government
policy.
All witnesses: No.
Q6 Chair: You have some independence from that.
Yes? Good. You are all doing rather different things,
so the reason I chose to have evidence from the three
of you is that you are all in the group of 20 that have
declared that they do not think they can achieve
foundation trust status, but you are approaching it in
very different ways. Can you briefly, starting with
Julie Lowe, tell us how you are approaching it?
Austin Mitchell: Chair, why are they self-relegated?
What is the problem in each case?
Chair: We can ask that. Let us find out who they are.
Austin Mitchell: We need to start with that.
Chair: I was going to give them the opportunity to
speak, because they are all going in slightly different
directions, and then you can come in on that. Just let
them explain who they are.
Julie Lowe: It will probably come out when we
explain where we are. Ealing hospital, as some of you
may know, is a small district general hospital in west
London. It was built about 30 years ago and serves a
population of some 300,000, but a lot of that
population look to our neighbours because it is quite
a crowded pitch in north-west London. There are lots
of hospitals.
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As health care moves forward and becomes
increasingly sub-specialised, and as we move into a
world in which more care is delivered directly by
consultants and very senior staff, rather than by junior
doctors, we are struggling cost-effectively to provide
such cover and such a level of specialism 24/7. We
originally applied to be a foundation trust, but in
discussion with our neighbours and NHS London—
Q7 Chair: You failed.
Julie Lowe: No, we didn’t fail. We applied to be a
foundation trust. We discussed what the long-term
future, beyond four or five years, would look like, and
we felt that on our own we would not be able to
provide a high level, modern standard of health care
as health care becomes increasingly sub-specialised,
so we decided that we needed to do something
different. The first thing we did that was different was
to take on the management of the three community
wings of the three boroughs, as I explained, because
we believe that the future of health care is increasingly
in providing care closer to people’s homes and in
community settings.
Q8 Chair: You are going to stop being a hospital—
I am hurrying you up—that is my understanding.
Julie Lowe: Okay, so we have got the community
services. We need, then, to look at what we do around
our acute services, especially—
Q9 Chair: You are going to stop being a hospital.
Julie Lowe: No, we’re not; we are going to work with
North West London Hospitals to see whether a merger
between us is viable so that we can continue to
provide hospital services where appropriate for us to
do so.
Q10 Chair: But the reason I have chosen you is that
my understanding is that you are going to stop being
a hospital and you are going to focus on communitybased health services.
Julie Lowe: It would be wrong for us to stop being
a hospital, because there is still a need for hospitalbased services.
Q11 Chair: What are you going to provide that I
and we would understand as a hospital?
Julie Lowe: We are working through what that will
look like at the moment.
Q12 Chair: Give us some idea. What sort of things?
If I were a resident in your area, in Ealing, what would
I use you, as a hospital, for?
Julie Lowe: We are keen that there is a front door
that—
Q13 Chair: Will you deliver babies?
Julie Lowe: At the moment, we deliver 3,000 babies
a year—
Q14 Chair: What will you do?
Julie Lowe:—and we need to work through whether
it is appropriate for us to continue to deliver babies in
the long term.

Q15 Chair: Will you deliver babies? It sounds to me
as though you won’t.
Julie Lowe: We don’t know that yet. We cannot
categorically say whether we will or won’t.
Q16 Chair: I understand that you are going to cease
hospital services, and that is why you are here.
Actually, you have taken a decision, more or less, just
to do community-based services.
Julie Lowe: No. That is not the decision we have
reached, because if it were, we would stop, at the
point we are at, running three boroughs of community
services and a hospital—
Q17 Chair: Are you going to have an A and E
there?
Julie Lowe: We have an A and E at the moment, and
North West London has two A and E departments. We
are committed to providing 24/7 access to services on
the site.
Q18 Q18 Chair: But what? As a walk-in centre, not
as an A and E.
Julie Lowe: No, we have an A and E department that
provides a full range of services.
Q19 Chair: I hope you are being honest with us—
Julie Lowe: I am being honest with you.
Q20
Chair:—because that was not my
understanding of where you were at.
Julie Lowe: I am sorry about that, but we do have a
24/7 A and E department that provides a full range
of services.
Q21 Ian Swales: But what will you have? That is
the question the Chair is asking. It is not about what
you have now; it is about what you will have.
Julie Lowe: Yes, and as I have said, I do not know
that yet, because we have entered the next phase of
our discussions, which are with North West London
Hospitals, about whether, by coming together, we can
provide a viable range of clinical services. The local
population, particularly in Ealing, is a big user of
hospital services and always has been, so we are keen
to make sure that there is accessibility in that locality
for them, because it would be difficult for them to
travel to any of the immediate neighbours for the full
range of services. What we cannot do is continue to
provide everything. For example, we closed our stroke
unit, because we were not—
Q22 Chair: I think this is getting too long; we have
lots to get over.
Dr Gordon: Winchester and Eastleigh Trust, after a
long period of consideration and a number of
discussions with the SHA around achieving
foundation trust status, has recognised that we were
unable to get there on the ability to generate a fiveyear plan that produced a long-term recurrent surplus.
So there was an ongoing financial issue.
Plus, because of the size of our organization, we need
to start getting together with other organisations on a
more consolidated basis so that we can account for
future clinical development, sub-specialisations,
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junior doctors’ rotas and various other things that we
think will make it more difficult for hospitals of our
size to provide a service in future. With the SHA and
the PCT supporting us, we went to develop a clinical
strategy, to look at our options, and to choose the sort
of partners that we wanted. We have chosen
Basingstoke and North Hampshire Foundation Trust
as our future partner, and we are going to become a
foundation trust by acquisition.
Q23 Chair: Okay. I understand that you are the most
advanced in that development.
Dr Gordon: That is correct.
Q24 Chair: Does that mean that we will end up with
three A and Es and three maternity units, or are you
going to reduce that?
Dr Gordon: There will be two emergency
departments and two maternity units.
Q25 Chair: From three to two.
Dr Gordon: No, there are only two at the moment. We
have two district hospitals and a community hospital.
Q26 Chair: Why does the merger make you viable?
Dr Gordon: The merger makes us viable for a number
of reasons. There are financial efficiencies from
absorbing back-office costs from two organisations
into one, which is really important, and estate
rationalisations. We will be able to get procurement
functions and greater critical mass; there is a simple
financial efficiency. There are clinical efficiencies,
because instead of there being seven radiologists on
one site and six on the other, we now have 13
radiologists with which to provide a 24/7 subspecialised rota. That goes through all the specialities.
We are on two distinctive sites, so it is not quite as
easy as it might seem, but we are also at increased
clinical viability. We now subtend a population of
around 500,000 to 600,000, which allows us to
develop those ranges of services.

E into an urgent care centre and removing the
consultant-led maternity services from there. That was
agreed back in 2007 and significant amounts of that
activity, because of the way the geography works,
would flow into North Middlesex hospital. We have
had some delays in implementing that strategy but, as
the chair said, the Secretary of State in September
agreed that we could go ahead. As a separate part of
that decision, he also asked us to look at the feasibility
of North Middlesex taking management responsibility
for the Chase Farm site—that is, separating it from
Barnet and coming under the wing of North
Middlesex. That piece of work is currently under way
and we will report back to the Secretary of State on
16 December.
Q30 Chair: Are you driven by the fact that you have
a PFI, so to fund the PFI and North Middlesex you
have had to merge with Chase Farm and close the
services there?
Clare Panniker: At the time we agreed the contract
for the PFI in 2007 we anticipated small amounts of
growth. The economic climate and the care close to
home—
Q31 Chair: Is it true? Is that driving the decision?
Clare Panniker: Decisions were made to invest in the
North Middlesex site knowing that the Chase Farm
site would downgrade, so the North Middlesex, with
the current economic climate, needs that additional
activity.
Q32 Chair: But to be fair, both the previous
Secretary of State and this Secretary of State promised
that they would not close Chase Farm.
Clare Panniker: Well, that is not my decision.
Q33 Chair: So you mean the decision was taken to
put a PFI in—
Clare Panniker: In 2007.

Q28 Chair: Okay. Clare Panniker. Again, the reason
I thought it would be interesting to hear from you is
that you are talking to another hospital that the
Secretary of State announced will no longer deliver
either A and E or maternity services—Chase Farm.
Clare Panniker: That is right.

Q34 Chair:—on the basis that you closed some
services at Chase Farm. I know that you said that it
will still be there, but it won’t be in five years. But let
us take that as given. Then both political parties—the
previous Government and this Government—agreed
to keep Chase Farm, knowing that the investment in
North Middlesex was predicated on the closure of
Chase Farm.
Clare Panniker: No. The decision to invest in the PFI
in 2007 was made independently. There was no
inference that Chase Farm needed to close to fund the
PFI. But things have moved on since then and the care
closer to home agenda has moved on. The economic
climate has moved on. The overprovision of hospital
services is a key factor in north London.

Q29 Chair: You are merging with a failing hospital,
whereas Chris Gordon is merging with a working
foundation trust?
Clare Panniker: Well, there are two distinct parts to
this. One is the clinical strategy that was agreed and
consulted upon publicly in 2007, which saw the
reduction of service at Chase Farm, turning the A and

Q35 Chair: It is not the overprovision of services.
What you have is the financial pressure emerging from
a £137 million PFI.
Clare Panniker: There is a PFI on the site. That was
a decision that was made some years ago. It provides
state of the art health care provision. Neither Chase
Farm nor the North Middlesex had sites that were fit

Q27 Chair: Even on two sites.
Dr Gordon: Even on the two sites, but with 250,000
each we would not be able to do that. Because of the
geographies of our two sites, it will be important for
us to continue to provide a wide range of acute
services on both sites. That has been said by the
acquiring foundation trust and by the current
commissioners, NHS Hampshire.
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for the future. They were both serving the population
in crumbling buildings.
Q36 Chair: What is going to be different with two
failing trusts to make them, when merged, a successful
foundation trust?
Clare Panniker: Well, I would challenge the label
“failing”. North Middlesex has delivered surpluses for
the last five years and has continued to improve
clinical quality, so I don’t regard North Middlesex as
a failing organisation. There may be some merit in
creating a hospital for Enfield people that is situated
at North Middlesex and at Chase Farm that works
closely with the Enfield commissioning group and
with the Enfield local authority. There may be merit
in that and that is what we are testing at the moment.
Q37 Chair: Okay. I just have to say that looking at
the NHS’s own publication under the quality of
services your performance is “under review”. Under
maternity services, late 2010 showed that “trust rated
worse than other trusts in nearly all categories.” In
March, “trust was warned that its neonatal unit was
dangerously understaffed” and under user experience,
you are “underperforming”. It was reported in
September that more than half of the patients seen at
North Middlesex university hospital trust in June had
waited more than 18 weeks for treatment.
Clare Panniker: In September, that position on
waiting times fully recovered.
Q38 Chair: But that is not a very good record from
the stuff that I have read out.
Clare Panniker: The issues that you identified are all
related to patient experience. We know that we have
some challenges in ensuring that we score well on
patient surveys for our very ethnically diverse and
mixed population. That is an agenda that the trust
board is prioritising and taking very seriously.
Q39 Chair: It is not patient experience; it is quality
issues.
Clare Panniker: Most of the drivers around that were
related to patient experience.
Q40 Chair: What you are there for is to offer a
service to patients. Whether it is maternity services,
neonatal or seeing people within 18 weeks of
treatment, you are not doing very well. That is a fact.
You can call it patient experience, but you are there
for patients to experience a good service.
Q41 Austin Mitchell: You are all in a state of
uncertainty—Dr Gordon least of all—but in this state
of uncertainty, while the future aims are decided, what
is the effect on recruitment and staff morale? It must
be disastrous to be in a hospital that has declared itself
failing and which is going to merge or lose services.
What is the effect?
Julie Lowe: Again, it is important to differentiate the
words “failing” and “unviable in its current form”. All
three of us have said that our current form is not the
right form to take our services forward for the future.
In the case of Ealing, one of the main drivers for us to
explore a merger with North West London Hospitals is

the fact that our clinical staff have told us that they
would feel happier in a bigger department in many
cases where there is sufficient expertise to subspecialise.
Q42 Austin Mitchell: Yes, but if the staff want to
get out, you must find it difficult to attract new staff.
Julie Lowe: Staff that are with us already are very
keen to work with us to develop the opportunity to
work in what will be a very big local organisation
caring for our local population. Recruiting staff is
always difficult when there is any uncertainty. One of
the things that we are keen to do is to get through
this—not as quickly as possible, but with due
process—in good time so that we are not prolonging
the period of time when there is uncertainty. You are
correct in terms of recruiting new staff; it can be very
difficult, particularly to attract senior staff, at a time
of uncertainty.
Q43 Austin Mitchell: If I were employed there, I
should be rushing to leave the sinking ship. Dr
Gordon, what is your advice?
Dr Gordon: I think you would be making a mistake,
Mr Mitchell. People are very loyal to their
organisation. They hate uncertainty; they want to
know what is going on. Once they know, they can
start working to that model. As soon as my people
understand that they are going to be working for a
new foundation trust with a new geographical area
and a new clinical model, they start working in their
own heads to understand how that will work for them
and for the patients they currently serve, so naturally
our clinicians will look for opportunities.
We have concentrated really hard on looking at the
opportunities that will come out of this, of which there
are many, and people can see those opportunities. We
have had fantastic support from our staff looking to
the future. It has been a very brave thing that people
have done—to be able to look above the parapet to
see what the future is for a stand-alone organisation
over the next five years and go for something that
feels initially at risk, but actually will turn out to be
something much better.
Q44 Austin Mitchell: Clare Panniker, any panickers
on your staff?
Clare Panniker: Very good. No, they are not
panicking at all because they see that the North
Middlesex is a fixed point in terms of providing acute
services to a very needy local population.
Q45 Ian Swales: I want to return to the PFI
question. Have you all got PFI hospitals?
Clare Panniker: Yes.
Dr Gordon: No
Julie Lowe: No
Q46 Ian Swales: One of you has. In your area, you
are self-declared as not being viable in your current
form. What proportion of your income goes in
servicing the PFI debt?
Clare Panniker: Eight per cent.
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Q47 Ian Swales: Okay. To what extent are your
services tied into the PFI contract?
Clare Panniker: Only the hard estate management is
tied into the PFI contract. We have separate contracts
for all the other facilities management, such as
cleaning and catering.
Q48 Ian Swales: You only have management of
what—maintenance of the building?
Clare Panniker: Just maintenance of the building.
Q49 Ian Swales: On the estate. You do not have
expensive contracts for other services?
Clare Panniker: No, we have separate contracts for
the other services.
Ian Swales: Okay. That is shorter than I expected.
Thank you.
Q50 Joseph Johnson: I want to ask each of the chief
executives what their understanding of the failure
regime is. If you do not make it by 2014 to foundation
trust status, Ms Lowe, what will happen to you?
Julie Lowe: If we try to stay alone and we don’t make
it, we would get into a situation where we needed to
be acquired by an NHS organisation that had achieved
foundation trust status. We are trying to get into a
merger and then through an FT process so that we are
able to achieve FT in a new organisational form. That
would be our preference.
Q51 Joseph Johnson: In other words, a shotgun
marriage with any institution that will take you,
come 2014.
Julie Lowe: That is one potential solution. The other
thing that could happen us to locally is that we lose
more and more services off the site.
Q52 Joseph Johnson: So you die on the vine. Dr
Gordon?
Dr Gordon: As an organisation, we looked at the
consequences of not moving a couple of years ago,
and none of them looked particularly attractive. A
gradual, progressive loss of services, worsening and
worsening financial instability, with clinical crises that
would follow—that is what has led us to this decision.
We are not going to be seeing a failure regime,
because very early in the new year we will be part of
a foundation trust.
Clare Panniker: Our TFA process takes us through
the various steps that we need to go through to
determine the best future for us. We do not have one
fixed point. We are exploring the “Enfield hospitals”
possibility, and if that is not feasible, there are other
options that we will look at—a range of other
partners.
Q53 Joseph Johnson: Ultimately, if your plan does
not work, you will be in the same position, potentially,
as Ms Lowe: you will either have to find a foundation
trust to take you on, or you will simply close.
Clare Panniker: It will be difficult to close, given that
we have a long-term commitment around a PFI. It will
be in everyone’s interests for the local trust, with the
support of the Department, to find a solution in
advance of that.

Q54 Joseph Johnson: Very quickly, can you each
say what your operating deficits are on an annual basis
at the moment?
Julie Lowe: I do not think that any of us have
operating deficits.
Clare Panniker: An operating surplus of £3 million
last year.
Q55 Joseph Johnson: You do not have a deficit?
Clare Panniker: None of us has a deficit.
Q56 Chair: Julie Lowe, I could not get hold of
your—what is this wonderful document called?—
tripartite formal agreement. What words! Why have
you not published yours?
Julie Lowe: Ours was signed with the SHA and the
Department only very recently because of the
discussions about the merger. It will be going to our
trust board next Thursday and will appear on our
website with our public trust board papers next week.
Q57 Chair: Yours was also signed recently, but you
got it out.
Clare Panniker: It is published, yes.
Q58 Mr Bacon: I want to ask Dr Gordon one
question arising out of what you said earlier. You
made what sounded like a very persuasive case for the
course of action that you are taking; you mentioned,
just as an example, 13 radiologists being a lot better
than six in one place and seven in another, and said
that that went across all disciplines. It prompts the
question: what is not to like? If you can do that and
get so much more bang for your buck, why was this
not done many years ago?
Dr Gordon: I think 21 miles of Hampshire is probably
the main cause of not having done it many years ago.
Q59 Mr Bacon: Twenty-one miles? Is that all?
Dr Gordon: It is 21 miles of the M3. People are very
proud of their organisations. We celebrated our 275th
anniversary as a hospital yesterday, so I think that
people like to retain their integrity. It takes a very
brave organisation to look at its organisational future,
and for a board to look at the possibility of
voluntarily—
Q60 Chair: It is 21 miles between Winchester and
Basingstoke?
Dr Gordon: Yes.
Q61 Chair: And Winchester and Andover?
Dr Gordon: 16 miles.
Q62 Mr Bacon: I represent a constituency in
Norfolk, so these seem very small distances to me.
Dr Gordon: I think it depends on your world view to
some extent, doesn’t it? It leads to a big decision from
any organisations, whether you are 20 miles, five
miles or 100 miles apart, to say, “We are viable now,
and we provide a really good quality of service now
but, in a few years’ time, that will be really difficult;
what is best for our patients?”, and for the board to
take the decision to go through a process that will
dissolve itself.

Ev 54 Committee of Public Accounts: Evidence

19 October 2011 NHS Trust

Q63 Mr Bacon: While I was asking my question a
minute ago, a chap behind you was smiling and
nodding sagely in agreement. At least I think he was.
Dr Gordon: That is my chairman.
Q64 Mr Bacon: That makes me wonder whether
you think that it is probably fair to say—I think this
is what you are saying, but perhaps you can confirm
it—that were it not for local chauvinism with a small
“c”, there are probably lots of things that could have
been done, especially when a lot of extra money was
going in, that might have improved service quite a lot
some time ago. However, they were not done because
we were not in a financial crisis. They were providing
a good service, they had other pressures, and it was
not top of mind, so it did not get done. It is rather
like how very profitable companies do not necessarily
think about how to become even more profitable
when, if they looked at their costs very hard, they
probably could be.
Dr Gordon: Sure. I do not think it is quite fair. I think
it’s really important to be—
Mr Bacon: I am not trying to be unfair.
Dr Gordon: No. I think it is important to say that the
world does not move in explosions too often,
hopefully. It moves gradually, in the way that we
change. If you think about the way that, over the past
10 years, we have come to look after cancer in
networks; the way that, over the past five years, we
have come to look after stroke through networks; and
at the vascular trauma networks, on which we are
going through a consultation process in Hampshire, it
is all about networking across different organisations.
It is a huge change in culture for many people.
Organisations that evolved before the NHS, into the
NHS and into the future are now grouping together
and working together in networks. It is only natural
that, for some organisations, that can be taken further,
into an organisational union to support those services.
Q65 Chair: Some of us represent slightly different
constituencies. It depends; if you have a car, you are
okay and another 10 miles might not kill you, but if
you are dependent on public transport, you are in
trouble.
Dr Gordon: Public transport links are good up and
down the M3 corridor. It is really important that local
services are provided. You have to find the balance
whereby you can provide local services to a local
hospital, but where critical mass makes it important,
for some services, people are sometimes prepared to
travel a little bit further.
Q66 Chair: So you will reconfigure services in this
new trust?
Dr Gordon: I cannot say that. There are no plans.
Q67 Chair: You will.
Dr Gordon: To take this back to the consultation
around stroke services, for instance, the proposal in
the public domain in the NHS Hampshire stroke
consultation is that the hyper-acute service for north
and mid-Hampshire will be centred for immediate
care around Winchester, for the Winchester and
Basingstoke area. For some extremely urgent things

where critical mass is really important, those
processes are already happening.
Q68 Mrs McGuire: I should declare an interest: my
husband was carted into the Royal Hampshire in the
back of an ambulance—you do not look as though you
recognise me, do you?—with a compound fracture in
his ankle. I can only say that the treatment he received
was excellent. I also have a niece and a nephew who
were born in the Royal Hampshire. I do not know if
that makes me biased. You might wonder why an MP
from Scotland has that connection with Hampshire—
Dr Gordon: I was wondering about that Hampshire
accent.
Mrs McGuire: I am happy to explain to you later.
I want to concentrate on the Winchester and
Basingstoke area, partly because I know it, but partly
because it replicates something that happened in my
constituency. We had two district hospitals, which
were effectively exporting medical cases and not
attracting some specialisms into the hospitals because
they could not provide the critical mass, training and
so on. In many ways, although there was an issue
about staff, the big issue was how to persuade the
local communities that they would still get a service
that met their needs.
Frankly, I think that people understand the need to
travel for specialist services. If you need a brain
surgeon or specialist cancer treatment, the chances are
that you will have to travel, but most people’s
interaction with a hospital is like the compound
fracture of the ankle at 12 o’clock at night. What are
you doing to ensure that you get the new “clinical
model”, as I think you called it, into some sort of
balance, so it is not just about the staff and their
personal and professional development, but also about
how the local community sees delivery of services
nearby? Like Richard, I have a large constituency in
which people travel more than 21 miles, but that does
not undermine the rationale of my question.
Dr Gordon: Absolutely. You are absolutely right.
There is a really important balance to be struck on
where we put services, but also on how the public
perceives what services might be available. If you are
going to what is an acquisition, people might think
that things are going to be moved away from an area.
For some services, such as unscheduled care, a very
large proportion of our patients over 80 are acutely
unwell and need to come in through an emergency
service in their local hospital, so it is important that
we are very clear that we provide that. We have gone
through this process with our current commissioners
and with our future clinical commissioners—the
GPCCs, as they were called at that stage.
Q69 Mrs McGuire: That might change in time.
Dr Gordon: They are CCGs now, or whatever. They
have been on board with this model, and they have
been involved in that process. We have also been in
consultation with Hampshire county council’s health
overview and scrutiny committee. My foundation trust
colleagues and I have been to speak with Andover
borough council, Test Valley borough council,
Eastleigh borough council and Winchester borough
council to understand what the population feel. There
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will still need to be an incredibly important
engagement process to continue to inform the
population as to what services are available at these
hospitals.
Q70 Mrs McGuire: Can I flip this on its head? So
far I have not heard people mentioned; I have heard
about councils and authorities, but I will give you one
word of advice that comes from my experience in the
Forth valley area: if the authorities go out and consult
with people on the ground—not the councils, not any
intermediary—and actually try to have an
understanding of what people are expecting from their
hospital services, you get a better model. It would
probably be one that is not that far removed from what
you are proposing. People need to understand it and,
frankly, I do not think that you can always work
through intermediaries such as councils or MPs or
whatever. Sometimes you actually need to meet real
people.
Dr Gordon: I am sure that you are absolutely right.
We talk to our patients a lot about this. We talk to the
local populations about how we can get through to
them. We are encouraging membership of the new
foundation trust, which will be an important part of
helping us to understand what patients want to
experience.
Q71 Jackie Doyle-Price: I have a few reflections
about leadership, because you, Dr Gordon, have
outlined a good example of leadership, where the
board has decided collectively on a course of action
and engaged the public to deal with it. Obviously,
going forward, the new trusts will have to depend
much more on good-quality NEDs and senior
management teams to take the institutions forward. It
is interesting to pick out the characteristics of good
leadership in this context. I want to ask each of you:
do any of you have clinical backgrounds?
Dr Gordon: Yes.
Clare Panniker: Yes.
Julie Lowe: I do not.
Q72 Jackie Doyle-Price: You do not; okay. In terms
of non-executive directors, could you, Dr Gordon, say
how easy it has been to attract a full complement of
NEDs of sufficient quality? Has that been a challenge?
From my perspective, it is patchy in different areas of
the country. With varying degrees of ease, do you get
the right skill sets?
Dr Gordon: I entirely echo your sentiments about the
need for leadership. Leadership at board level is
crucial. I have to say, given the audience, that my
chairman is a fantastic leader of our organisation. We
have an excellent team of NEDs. Under his leadership
we went through an awful lot of board development.
It is really important that non-executive directors from
a wide variety of places come together and really
understand the machinations of the NHS, how a
hospital works and the complexity of the organisation.
It is important that the executives and chief
executive—if they are clinical it makes it slightly
easier—illustrate what the underlying meaning is for
clinicians and what the strategy means for patients,
the staff and the service going forward. We are going

to need to ensure that our non-executive directors are
brought in carefully, inducted into the organisation
and given the level of knowledge that they need—I
should not say this—to be able to challenge the
executives on the information that they are given, and
to have provided the clarity of information that they
need to be able to make a judgment.
Q73 Jackie Doyle-Price: How long have you been
in post?
Dr Gordon: A year and a half.
Q74 Jackie Doyle-Price: And how long has your
chairman been in post?
Dr Gordon: Four years.
Q75 Chair: Julie?
Julie Lowe: I have been in post for four years, and
my chairman has been in post for three years, but he
has been a non-exec on the board for much longer
than that, because he was a non-exec before. I have
been very fortunate, in that all of my non-execs have
committed to staying with the process, subject to
terms of office, and working with our staff, our
patients and our local community to get us to our
sustainable long-term future.
Q76 Chair: And Clare Panniker?
Clare Panniker: I have been in post for almost eight
years, and the chair has been in post for almost five.
Q77 Chair: May I ask, in drawing this session to a
close, how you have dealt with financial cuts in
2010–11? Starting with Clare, for a change, what did
you cut? Were you forced to cut any front-line
services or front-line workers—midwives and other
workers whom we have been hearing about? This is
in the context of the King’s Fund publication, which
suggested that a lot of front-line services were
involved. Was that the case in your hospital?
Clare Panniker: On the contrary, actually; we have
been recruiting midwives. We have had at least eight
start in the past couple of months. We have also
increased our substantive clinical staff—both doctors
and nurses—over the past eight months or so. We
have done that through reducing our vacancy rates, so
that we have to depend far less on bank and agency.
We have almost eliminated agency use within the
organisation.
We have made our cost savings by reducing the
premium that we spend on temporary staff, but also
through implementing new models of care. Just this
week, we have started a new ambulatory service,
which means that patients can be treated as outpatients. Things that we might have kept people in
hospital for—IV antibiotics, for example—for weeks
on end, they can now come and have done in the
hospital on more of an out-patient-type basis, which
has reduced our need for some of our in-patient beds.
We have looked very much at other areas of
productivity and efficiency, such as theatres, outpatients and improving processes within hospitals.
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Q78 Chair: Thank you. Julie?
Julie Lowe: I do not want to repeat everything that
Clare said, but we spend a lot of money, as many
London trusts do, on agency staff, and we are
reducing that right down. On procurement, we are
buying things more efficiently. We are providing more
care at home, and building on our community links to
try to reduce length of stay.

Q84 Chair: Who are you getting in on that?
Councillors? I think that was Anne’s point.
Julie Lowe: When we started to go through the
foundation process in 2007–08, thousands of local
people signed up to be members and were really keen
to be involved, and they have remained involved,
despite the fact that we have not pursued FT status.
Chair: Do you want to add to that, Jackie?

Q79 Chair: Have you been forced to cut what would
be commonly accepted as front-line services or staff
working in front-line jobs?
Julie Lowe: No.

Q85 Jackie Doyle-Price: This is where we get into
the geographical discrepancies. Certainly with my local
foundation trust, getting governors of the right quality
to give appropriate accountability is a real challenge. To
put all your eggs in that basket to monitor performance
will not be enough; you will need to have better ways of
community engagement. That will not be the panacea.
Certainly, one issue for me is to make sure that Monitor
hoists that into the system.

Q80 Chair: And Dr Gordon?
Dr Gordon: There is no cut in front-line staff. We
have managed to make cost-efficiencies through backoffice savings, a reduction in management costs, using
our staff more efficiently by reducing agency use, and
making extra payments to consultants for extra work.
There are also all the things that make our work better,
including joint teams with social services and
community services to shorten length of stay and to
improve patient flow.
Q81 Chair: So you are all denying, for your
individual hospitals, the assertion from the King’s
Fund?
Dr Gordon: Absolutely.
Q82 Chair: Starting with Julie, do you feel more or
less secure in the new world, where you will have to
stand on your own feet, rather than being managed by
David Nicholson? Well, you might still be managed
by David Nicholson.
Julie Lowe: I think being a foundation trust is
tremendously exciting for a trust chief executive, and
for a community like the one that I work in. The
opportunity to be part of a local community and to
have greater community involvement will be a
tremendous benefit.
Q83 Chair: Will you get more community
involvement? I cannot see that with foundation
trusts. How?
Julie Lowe: By having a council of governors and by
having members, there is a real ability to engage.

Q86 Chair: Clare, are you looking forward to the
new world? The question was really whether you feel
more or less secure.
Clare Panniker: There is a big journey ahead, and
there is a lot to be done. The prize is worth having,
because the journey around developing the
governance and the financial control is—
Q87 Chair: You think you will get there, do you?
You have the toughest challenge.
Clare Panniker: Yes, I think we will get there.
Q88 Chair: By 2014?
Clare Panniker: I think during 2014.
Q89 Chair: And Chris Gordon?
Dr Gordon: Yes, I am confident that the chief
executive of foundation trusts in Basingstoke will
have the skills necessary to carry my services forward.
I look forward to handing them over to her in January.
Q90 Mr Bacon: What are you going to do?
Dr Gordon: That is a story yet to be told.
Q91 Mr Bacon: Will you come back and tell us?
Dr Gordon: I would love to.
Chair: Thank you very much, including for being
very concise. We now have to move on.

Examination of Witnesses
Witnesses: Ian Dalton, Managing Director of Provider Development, Department of Health, and Sir David
Nicholson, Chief Executive of the NHS, gave evidence.
Q92 Chair: Sir David, welcome to yet another
session, and welcome to Ian Dalton.
When I read the report—despite the very good
evidence that we have just had—the thing that really
shocked me was the massive size of the problem that
you face and the highly risky nature of the endeavour
on which you are engaged. Nearly half the trusts are
not yet foundation trusts. You are going to end up
running about half of those—about 60—and you will
set up this NHS trust development agency. Twenty

trusts have also self-admitted to having difficulty in
achieving foundation trust status. Is it realistic to think
that you will get there by 2014?
Sir David Nicholson: You are absolutely right to point
out the massive challenge that faces the NHS over the
next few years. Irrespective of foundation trust status,
the challenge, as you know, is great. We have never
existed on small amounts of real-terms growth for an
extended period. We have had the odd year of it, but
it has never been over an extended period, so the
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challenge is absolutely great, irrespective of the
foundation trust stuff.
We believe that we can get the bulk of foundation
trusts in place by 2014. You will have seen the
programme, and you will have seen the work that we
are doing on all of that. Originally, when the White
Paper was produced, we said that that was the date by
which everybody would be a foundation trust and that
we would abolish the status of NHS trust at that stage.
I think we listened to the conversations that we had
through the NHS Future Forum, and we looked at and
amended the position to allow a bit more time for a
certain number of trusts for which the challenge is so
great. We talked about the possibility of 2016 for a
small number.
Q93 Chair: 2016?
Sir David Nicholson: 2016.
Q94 Chair: Do you think the figure of 20 selfidentified trusts will grow? We are thinking of South
London Healthcare NHS Trust or Imperial College
Healthcare NHS Trust, which is in a mess. Quite a lot
of them are still in a mess. There are others that are
not in that list that could well have been included,
such as Portsmouth Hospitals NHS Trust or St
George’s Healthcare NHS Trust. I am just thinking of
a few.
Sir David Nicholson: There may be trusts that come
into that list, but there may also be trusts that go out.
Q95 Chair: Will the list grow?
Sir David Nicholson: We do not believe that the total
number will grow. We think some will come in and
some will come out, but it very much depends on the
detailed work that is being done now. As you know—
some of the organisations around PFI or the issue
around South London Healthcare—all of those issues
are being tackled at the moment. As we go forward,
we will refine the list, but the point of doing the list
is not to have a list; the point of the list is to focus
our attention, support and action to support those
organisations going forward.
Q96 Chair: I have great respect for you, but I looked
at figure 7 on page 21of the NAO Report, and you
made an assessment—you and Mr Dalton no doubt—
in November 2010 of the problems in the Department
of Health assessment. Yet now, when we have these—
I cannot bear this term. Can I call them TFAs? I do
not know who invented it.
Ian Dalton: That is mine.
Chair: God almighty. Okay, TFAs. Once they were
out, it was so ruddy wrong, and that was not after
even a year. On financial, you are up 63%. On quality
and performance, you have more than doubled—
120%. On governance and leadership, the increase is
nearly 120%, and we will come back to that, because
no doubt Jackie will want to pursue it. On strategic
issues, it is 32%. That is a huge difference. How could
you get it so wrong? And I do respect you.

Sir David Nicholson: We are getting better at it, and
we are getting more realistic.
Q97 Chair: But it is awful. When I think about the
risk, I look at that and think, “Blimey, that is what
they thought they had a year ago.” And, a year in, it
is far worse than even they imagined.
Ian Dalton: A couple of different things are going on.
The November 2010 exercise was in response to my
letter asking chief executives of NHS trusts and SHAs
for an informal view of the issues they faced at that
stage. Since then we have had a year’s worth of
activity with those organisations, and they have spent
a further year examining their position and
understanding the realities of what foundation trust
status means. We are, to a degree, comparing apples
and pears. Figure 7 reflects a year’s activity, and a lot
of thinking in a lot of organisations, that has led them
to that position. That is a positive in the sense that it
identifies the issues that the organisations know they
now need to deal with.
Chair: You might have known before.
Q98 Joseph Johnson: The Chair has explained that
the list is self-identifying. The trusts have to say
whether they think they will meet foundation trust
status by 2014. Is that good enough? I am puzzled as
to why South London Healthcare Trust is not on the
list. It appears to have the largest annual operating
deficit of any trust in the system. Surely that should
be qualification enough.
Ian Dalton: Fundamentally, the whole exercise is
about boards of NHS organisations, supported by the
SHA and the Department of Health, leading the
process of determining whether they are able to
become a foundation trust and taking responsibility
for that. Being a successful foundation trust is, in large
measure, about having a board that is appropriately
set up and appropriately run to govern its organisation.
We start from a position in which the board has to
take responsibility. Clearly, the SHA in its oversight
role—and we in our oversight of SHAs—has to assure
itself that the appropriate support is in place.
Q99 Joseph Johnson: South London Healthcare
Trust doesn’t even have a chairman.
Ian Dalton: In its process, South London Healthcare
Trust has identified a decision point at the end of
December and a second point at the end of March
2012, at which it will be clear whether the trust has a
way through to foundation status. The trust has put
that point to us in its TFA. We have signed up, and
we and NHS London—particularly NHS London—
will be working with the trust between now and 31
December to ensure that the assessment is sustainable
and credible. We will see where that takes us. The
range of options that come from that will then be
determined.
Q100 Joseph Johnson: In your view, what are the
key elements as to whether South London Healthcare
Trust can achieve foundation trust status?
Ian Dalton: The key elements for foundation status
are fairly general and apply not only to South London
Healthcare Trust but to trusts generally. Those
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elements include a credible financial position; a
credible position on quality and performance; an
established board that has the skills to govern the
organisation and manage the extra level of autonomy
that foundation status brings; and, importantly, a
forward-looking clinical strategy that gives confidence
to the regulator, as well as to local people, that
services will be in place and will be financially and
qualitatively sound for the next few years. So they are
the normal set of things that you would expect. Those
are the assessments that we expect boards to address
and to form a view upon.
Q101 Joseph Johnson: I want to address two of
those four metrics. On having a credible financial
position, South London Healthcare Trust has the
largest, and from my understanding it has consistently
had the largest, operating deficit in the system. On the
point about the board and governance, it presently has
a good chief executive in Dr Chris Streather, but it
doesn’t have a chairman at the moment. The trust has
an acting chairman. Over the past few years, the trust
has suffered an incredible turnover in chief executives
and chairmen, so I don’t think we can really give it a
tick in the governance box. I have no comment on
quality—the clinical strategies seem to be adequate,
but I am not an expert, so I cannot say. But on at least
two of the four metrics, the trust is not up to scratch.
Ian Dalton: South London Healthcare Trust has to
address some significant issues of the sort you are
talking about. It is not yet in a position to reach a
conclusion on its deliberations and discussions with
NHS London. What we wanted to see—and what it
put in the TFA—is that there will be a decision point,
where it will take account of all those things in
discussion with NHS London, and will determine
whether there is a route to move through in its current
form to foundation status. That is the nature of the
process. The plans are not locked down, in the sense
that you have written your plan, there is a timetable
there, that’s the end of it, go away and tell us when
you have become a foundation trust. They are
describing a journey that the organisations have to
go on.
Q102 Amyas Morse: That last remark is helpful. I
wanted to be clear. My understanding is that there
might be this and one other trust where you could say
that they are still deciding, that it is still very much
in question whether they are going to be able to be
foundation trusts, and you have given them more time
to consider that question.
Ian Dalton: That particular one put in its document a
point at which that decision is reached. There are
other organisations that have other issues to deal with
before they can determine whether they can become
a foundation status organisation. There will be other
organisations, as they go through this journey, that
have to keep those things under consideration. That
seems an appropriate way to describe it.
Q103 Amyas Morse: I was not trying to suggest
that it wasn’t. I was just trying to understand what
proportion you would say would fall into the same
category as that one at the moment.

Ian Dalton: The vast bulk of organisations in that
category have already taken that decision by putting
themselves on the list of 20. They have already
considered the issues that we have heard about from
the three chief executives, and therefore have put
themselves in that place. But there are other
organisations, including the one raised by Mr Johnson,
that have to go through that process and reach a
conclusion.
Q104 Joseph Johnson: I have two quick follow-up
questions. On or before 31 December, you will come
to a view collectively with SLHT as to whether it will
get to foundation trust status. If you decide it is not
going to get there under the current plan and it goes
on this list, then what? Do you then sit in a room and
devise a new strategy?
Ian Dalton: Fundamentally, I think the responsibility
still stays with the trust board, clearly with the support
of the system if it is struggling to find an answer. As
we have heard in these three cases—and you will see
in at least 17 of the 20 cases on the list already
engaged in this—it is the board’s responsibility to find
a way forward, not just to achieve the badge of FT,
but to provide a credible clinical strategy to give the
sustainability the patients need. As we have heard
from the three chief executives, this is fundamentally
about the sustainability of clinical services; far less
about the acquisition of a badge.
Q105 Joseph Johnson: Thank you. The last
question is on PFI. Like many other trusts, the SLHT
is particularly burdened by PFI on two of its hospitals.
It is awaiting news on the status of the PFI debt. What
is your thinking at the moment about what to do with
the PFI debt, which is lumbering so many hospitals in
our system with a very difficult cost base?
Sir David Nicholson: We are going through a process
that we have not yet completed—using outside
support and advice to enable us to do it, as we do not
have the skills within the Department—to identify
each of the organisations that identified PFIs as being
a potential issue in relation to their foundation trust
status. South London is one of them. We will get to a
position relatively soon to identify the list of
organisations that we think that by their own methods
will not be able to deal with the scale of the issue.
Then we will have to talk to the Treasury or whoever
about what we do about that. We expect that to be a
relatively small group.
Q106 Joseph Johnson: How are you analysing that?
Are you saying that, if PFI interest costs are more than
x% of income, we will shift it back to the Treasury?
How are you looking at that?
Sir David Nicholson: No. It isn’t as simple as looking
at the amount or proportion of turnover going to PFI,
because some organisations work well with relatively
high numbers, higher even than South London
Healthcare. We look at the potential for efficiency or
productivity gains, so we look forward on how they
can do that. We look at the clinical strategy: is it
possible to bring more services into the building to
utilise it? Finally, we look at whether there is a
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possibility of some other support to be given to them.
We look at those things.
Q107 Joseph Johnson: Lastly, when will we have
an announcement?
Sir David Nicholson: It is quite difficult to tell at the
moment, but hopefully, as soon as possible. We want
it by the end of the year, in the sense of it linking with
decisions about the future of South London
Healthcare. Some of it is out of our control.
Q108 Chair: I am conscious that Anne wants to
come in on PFI, but I will bring her in later, because
I think there are a whole lot of questions on that. I
have James, Ian, Austin, and Anne, but one thing
arises from what Jo said; you push it all to the trust,
but at what point will the Department intervene, and
what action will you take?
Sir David Nicholson: In a sense, that is the whole
point. They have identified that, on their own, these
organisations do not feel that they can support it.
Q109 Chair: When will you intervene? West
Middlesex—when will you say, “You cannot reach
foundation trust status”? Like South London.
Ian Dalton: It is not at a set point in time. What the
SHAs will do—they are ultimately the first line of
oversight here—is keep a monthly engagement with
these organisations. At the stage that they, in
discussion with us—if it were to happen—felt that
things were going off-track, a local intervention would
take place. We are not simply saying, “The plans are
here. Go away and come up with the answer.”
Q110 Chair: The SHA, as the DH regional body,
will decide whether a hospital can achieve foundation
trust status, and if your judgment is, “No” you will
intervene.
Ian Dalton: We and the SHAs will keep that under
continual review and we will not let organisations
pursue strategies that are not viable.
Q111 Chair: So, you will intervene.
Ian Dalton: Yes.
Q112 Chair: What will your intervention be?
Ian Dalton: It will be that which is required. It
depends on the nature of the problem, does it not? The
aim fundamentally is to help boards be successful and
my intent would be that intervention is not needed
because we support boards to make the right
decisions. That, I think, is why you have 17 of the
organisations—
Q113 Chair: That’s obviously where you want to
be, but let’s assume that there are some. I might think
of mine, which we will come back to later. It appears
to have hit every criteria of non-sustainability. There
must be a point at which you intervene and take
action. I then want to know, in particular, what you
will do to safeguard local services. Will you safeguard
them? Who will be responsible? For all sorts of issues
it does not work at the local level, so where does the
buck stop?

Sir David Nicholson: The responsibility for
safeguarding local service in those circumstances is
the commissioner, and the buck stops here for
commissioning.
Q114 Chair: Right. So, you will have to intervene,
and you will have a menu of options—merger,
takeover, or privatisation.
Sir David Nicholson: We will have a menu of
options: we will have development support; we can
put people in with expertise; we can bring in clinicians
and clinical leaders from other organisations to
support and help; we can replace the leadership of the
organisation if we think that is necessary.
Q115 Chair: Can you?
Sir David Nicholson: Yes, of course.
Q116 Mrs McGuire: If they’re independent?
Chair: No, this is pre-foundation trust.
Sir David Nicholson: We can replace the leadership
if we think that is necessary.
Q117 James Wharton: To satisfy my curiosity,
following your answers to Mr Johnson’s questions,
could you tell us which trust pays the highest
percentage proportion of its income to PFI and what
percentage that is?
Ian Dalton: From memory, I think it might be
Dartford and Gravesham at over 18%.
Q118 Mr Bacon: The report says that 20.1% of
turnover is the highest, in paragraph 2.14. Which one
is that?
Mark Davies: It is Dartford and Gravesham.
Q119 James Wharton: We have this list of 20
which are not viable. What assessment have you made
of how high that number would get before the pipeline
process itself becomes unmanageable? Have you
made any assessment, or any contingency planning on
that? If you found it were 40, because something had
gone very wrong, or 60, at which point would you
need to seriously revisit the whole plan?
Ian Dalton: The aim is that the number remains
relatively small, and the advantages of the process we
are going through are that as trusts go into the sort of
arrangements that 17 of the 20 are currently already
talking about, that number should fall away as those
arrangements, whether it is through acquisition merger
or whatever, take hold. The aim is to get the number
below that if at all possible.
Q120 James Wharton: I accept that, Mr Dalton, but
if it increases, have you made any assessment of the
level at which the whole process will not be
manageable by the Department? I appreciate that the
aim is to bring the number down, but what happens if
it goes wrong?
Ian Dalton: It is not a question of oversight by the
Department; it is a question of organisations doing the
things that they need to do to become a foundation
trust because they need to do them anyway to be
viable clinically in the current arrangement. I do not
think it is a question of the FT pipeline; the FT
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pipeline is a reflection of the activities that they have
to undertake. They have to do those things because
they are working in an environment that is
characterised by less growth than they have previously
had. I do not think that there is a number at which the
pipeline gets drawn into question.
Q121 James Wharton: And your consultants have
identified six for which the PFI scheme was a major
obstacle, is that right?
Ian Dalton: That is correct.
Q122 James Wharton: Are those six in the list that
we have got of the 20 trusts that are not viable?
Ian Dalton: Some of them are.
Q123 James Wharton: So they may be added later,
but it may be that although it is a major obstacle it is
not significant enough to put them into that 20?
Ian Dalton: There are some in the category that are
going through to consider their future—I refer to the
question raised by Mr Johnson, for instance.
Q124 James Wharton: Are you concerned—are
they concerned—because when PFI schemes are
signed off, both the Department and the trust would
have said that they were affordable? Obviously, if we
are in a position where six are being identified as
being a major obstacle, the affordability of those
schemes is clearly being brought into question. Are
you concerned that something went wrong when they
were signed off, and have you any idea why they were
signed off if they are now a major obstacle to the
transition that the trusts need to make?
Sir David Nicholson: That part of the process that we
are going through at the moment is to identify what
assumptions were made at the time they were signed
off and what has changed about those assumptions.
The most obvious assumption that was made at the
time with many of them was that growth in health
expenditure would continue into the future for a long
time, and of course that is not the case.
Q125 Mr Bacon: You say “obviously”, but is that
right—the basis of most of the PFI negotiations was
that at financial close they had x, but they were
expecting in the years ahead continued, steady growth
in health expenditure?
Sir David Nicholson: No, what I am talking about
is—there are a lot of PFIs that we have done, but we
are talking about six.
Q126 James Wharton: Twenty two is a lot.
Sir David Nicholson: No, we believe it will be fewer
than six—less than a handful, I think I have said—so
we are looking at those six in particular. What it meant
was they assumed larger increases in activity, and the
income associated with that, than they will probably
get in practice. That is probably the major reason, but
we are examining each one individually to look at
what the assumptions were, because it is important for
us to do that before we make a judgment about
whether any support or help might be needed by
these organisations.

Q127 James Wharton: One of the things that the
report indicates that the Department is looking at is
loans to some of the trusts, or helping them to
reorganise their loans, and it references discussions
with the Treasury about that—I think the figure was
£375 million.
Sir David Nicholson: This is for liquidity.
Q128 James Wharton: If you identify more
problems, what contingency is there for that figure
going up, and how flexible do you think the Treasury
will be if you say that you want to extend that even
further? Additionally, when you answer that—I am
conscious to make this my final question—is there a
danger that in sorting out such restructuring problems
you actually cover up long-term organisational
problems, which will just resurface when they have
gone through the period of grace that you have bought
them with Treasury money?
Sir David Nicholson: Yes, can I say that the purpose
of the Treasury money is this whole issue—I am sure
Ian will be able to explain it better than me—about
liquidity. They have to have in their bank balances 15
days’ operating money, and of course NHS trusts do
not necessarily need to have that because they have
the whole of the NHS behind them. Each individual
organisation needs that money; it will not count
against our revenue expenditure, but it is cash that
they will need. It will be counted against the totality
of the Government’s cash position. We are hopeful
that we can get a solution with the Treasury. I think
the figure in here is £370 million—it might be slightly
more than that when we do it, but we think it is worth
doing. If you are saying that there is another issue
about the costs of change, some organisations will
need some resource to make the clinical change that
they need. If we are going to invest in organisations
to help them and support them to change we need
to be pretty hard-nosed about what we get in return
for that.
Q129 Chair: Is the Treasury going to help?
Marius Gallaher: We are going to listen to what the
NHS and the Department of Health come up with and
we won’t make decisions—
Q130 Chair: And what is your final bid? It is up
from £376 million. You have put that in, but £376
million ain’t enough, I heard. What is it now?
Sir David Nicholson: I don’t think—
Q131 Chair: Well, you just said that it would be a
bit more. So I thought that this was about that.
Sir David Nicholson: It might be. But at the end of
the day it is implementing Government policy so I
assume the Treasury will be helpful.
Q132 Chair: So it could be £500 million or £600
million?
Ian Dalton: It will also depend on the time of
authorisation of each of the trusts. So this is what we
have done on one occasion so far. Southampton,
which is mentioned in the report, is a trust that is
ready to be an FT. It is making a recurrent surplus. It
is meeting all the objectives, but its balance sheet is
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at the time of application not strong enough to meet
the monitor tests—the 15 days’ liquidity and the 10
days’ cash. A one-off injection of resource into the
balance sheet to help them do that is payable at the
day they become authorised, not in advance, for the
purposes of strengthening a balance sheet. So it
depends on the process as we go forward. We are at a
stage of having to have those conversations with
HMT.
Q133 Mrs McGuire: Sometimes in this Committee
we talk figures but we do not paint pictures. So I
would quite like to give you an opportunity to paint a
picture and to tell me what Dartford NHS trust’s
facilities were like before the PFI project and what
they are like now.
Sir David Nicholson: I couldn’t tell you that.
Q134 Mrs McGuire: I assume that they are better.
Ian Dalton: I would imagine that they would be.
Q135 Mrs McGuire: I think for that amount of
money—
Ian Dalton: The purpose of a PFI hospital is normally
to replace out-dated buildings that are no longer
suitable for modern health care. I do not know that
particular scheme, but I am aware that through the
PFI programme a large number of state-of-the-art new
hospitals have been built and often they replaced
facilities that dated back many, many decades. I just
do not happen to know that particular scheme.
Q136 Mrs McGuire: So it is a fair assumption that
what we had was part of the Victorian estate prior to
PFI in Dartford and some of the other areas where PFI
was used as a financial tool to renovate or rebuild the
estate. Is that a fair comment? I do not ask you to
be specific.
Ian Dalton: Whether it is Victorian or Edwardian, a
lot of the buildings were extremely old. Some of them
dated from before the NHS was created.
Q137 Mrs McGuire: Downton Abbey would
probably have recognised most of our hospitals. Let
us put it that way. Right, we have spent a great deal
of time talking about PFI and the numbers. Sir David,
I think it was lost at one point in your answer: how
many trusts are in difficulties with PFI being part of
the problem?
Sir David Nicholson: When we asked all NHS trusts,
“Do you believe that PFI is contributing to your
inability to become a foundation trust?”—is it 22?
Ian Dalton: It is 23 individual organisations, which
are likely to become 22 trusts because two of them
are coming together.
Q138 Mrs McGuire: And that figure came down to
six and you suspect it may be even fewer.
Sir David Nicholson: And our analysis, based on
looking at productivity benefits, service change and
all the rest, is that we are down to about six. It may
be smaller by the time we end.
Q139 Mrs McGuire: And the NAO report said that
there were up to six. It may be fewer or it may be

slightly more. It said that PFI payments sat alongside
a variety of other financial problems. That indicates to
me that it was not just a PFI problem in some of those
trusts but that there were other financial issues. Would
that be fair?
Ian Dalton: That would be fair. It varies from
organisation to organisation, but the purpose of the
PFI work is to understand whether those trusts have
excess costs specifically related to the PFI. They may
have other financial problems as well, which would
need to be fixed to allow them to become
foundations trusts.
Q140 Mrs McGuire: So you can extract PFI, but
again it would be fair to say that the PFI difficulties
sit alongside other financial difficulties in those up to
six trusts, give or take—
Ian Dalton: It varies from organisation to
organisation. The purpose of the work we are going
through now, looking at the opportunities for
efficiency improvements in these organisations and
the costs of the buildings and the way they pay for
them, aims to split out the excess costs, if any, from
the PFI exercise. If there are other financial problems
that other hospitals without PFIs are having and these
also have, they would necessarily need also to be fixed
by the organisation as part of the journey towards
foundation trust status.
Q141 Mrs McGuire: We have heard a wee bit this
afternoon about being able to support financially some
of the trusts that might be in difficulties, but I notice
that paragraph 20 on page 9 of the NAO report states:
“Interventions using public money to increase
aspirants’ apparent viability would also risk distorting
competition and undermining the policy objective to
increase hospitals’ financial sustainability.” Can you
explain what the implications of that sentence might
be for some of the trusts that might find themselves in
financial difficulties?
Ian Dalton: I would have used slightly different
language, but the issue is that we are looking at
different things. There are three different categories of
potential problems that we could be talking about,
which need to be treated differently. Briefly, at one
end, we could be talking about trusts that are currently
not in an acceptable financial position, because they
are not in recurrent balance at the moment. There are
some there. Where that is a local performance issue,
that needs to be dealt with locally.
There are other organisations that have liquidity
problems but are fundamentally sound financially and
performing well on a day-to-day basis, and then, as I
have mentioned earlier, we would be looking at how
we would need to help them become foundation trusts.
Then there is a third category—a small number of
organisations that have issues around the PFI costs.
We need to dissect those different things, because they
are different. The aim is to look relatively
sympathetically at issues of liquidity and the trusts
that genuinely have a PFI problem.
Q142 Mrs McGuire: Right. I want to park PFI. My
question was about interventions that would distort
competition. What would happen if you assessed that
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a
public
support
intervention—a
financial
intervention—would distort competition? What would
be the outcome for the NHS trust involved? Would it
just be allowed to collapse? Would it disappear?
Ian Dalton: I don’t recognise the language.
Q143 Mrs McGuire: Do you recognise the concept?
Ian Dalton: If there are a small number of trusts that
have real problems in being financially sustainable
because of PFI, that is the conversation that we want
to have with them. It is about levelling the playing
field.
Q144 Mrs McGuire: In that case, I will have to
ask Mark Davies to explain his language, because I
understand the language. It is at the foot of page 9,
paragraph 20.
Mark Davies: What we are saying, in a nutshell, is
that you cannot continue to inject finance into
organisations in a way that makes them overly
competitive in the marketplace. You have to inject
sufficient money in ways that would not distort
competition in the marketplace going forward.
Amyas Morse: Let me add a bit. The point we are
making is that it is a stated intention that there will
be competition to supply services. That’s right, isn’t
it, David?
Sir David Nicholson: Yes.
Amyas Morse: If you are going to have various
hospitals competing to provide services, and some of
them have been given additional financial support to
be viable, and they are winning competitions to
provide services, it is at least something to be
considered, because it might be seen as distortive of
competition. We are not saying it is unavoidable or
cannot be managed. We are simply saying that it is
something to be borne in mind. For example, if you
had one trust with a large PFI liability that was viable
bearing the whole of that, and another had had some
sort of assistance, you can see that there might be an
argument about whether it was fair for the two to be
fighting it out in competition terms as to who was
delivering services. We are simply saying that it is
something that needs to be considered. We think there
is time to consider that, so we are not regarding it as
a killer argument, but it is worth bearing in mind. That
is why it is in the Report.
Q145 Mrs McGuire: Let me be clear. Even if there
is a social and clinical need for a trust to exist in that
area, and if there is an influx of public sector finance,
it could be said that that is distorting competition. Is
that a fair analysis?
Sir David Nicholson: All that could be said. It is
absolutely true, but we are only talking about a
relatively tiny number of organisations. This is not a
big thing, but in the new, post-Bill world, subject to
Parliament and all the rest of it, it is perfectly possible
to give organisations subsidies. Commissioners and
the economic regulator could agree that a subsidy was
needed. It might be for a variety of reasons: because
the particular services are geographically isolated and
so cost more; it could be an arrangement that we did
around the PFI to keep the service going because our
responsibility is to make sure that the services are

continuous. You can do it, but you have to do it openly
and transparently so that everyone can see what you
are doing.
Q146 Mr Bacon: On this point, Sir David, can I just
check one thing? Let us imagine a situation where a
contractor was unable to meet its contractual
obligations, and you said, “You can’t meet your
contractual obligations. We have looked at this hard
and there is no way you are ever going to meet your
contractual obligations. But if we give you enough of
a subsidy, you may be able to develop a product that
you could go out and sell in the market and compete
with others who develop their products without that
subsidy.” Would you regard that as unfair, distorting
competition?
Mrs McGuire: Do you have an EU competition
lawyer with you somewhere?
Q147 Mr Bacon: It is not a hypothetical example.
Sir David Nicholson: I know that is not hypothetical.
Q148 Mr Bacon: You know what I am talking
about. I am talking about CSC, aren’t I?
Sir David Nicholson: I know exactly what you are
talking about.
Q149 Mr Bacon: And that is exactly what you have
just done, isn’t it? That is exactly what you have just
done.
Sir David Nicholson: I am saying that, in the NHS
perspective, as long as the subsidy is there to protect
services and to give us something that we need for
future patients and communities and it is done
transparently—
Q150 Mr Bacon: You could justify it—
Sir David Nicholson: It is possible to do it.
Q151 Mr Bacon: But if it were in a situation where
it is not to protect services and not particularly
transparent, and the only aim was to give the
contractor which failed to meet its contractual
obligations the possibility one day of producing a
product that it could then use to compete with others
who have managed to produce successful products
without subsidy, it would be unfair, wouldn’t it?
Sir David Nicholson: But—
Q152 Mr Bacon: Sorry, what is the answer? That
would be unfair, wouldn’t it?
Sir David Nicholson: The answer is that you pay
when you get the product.
Q153 Mr Bacon: All evidence to the contrary in the
past eight or nine years of the NPfiT.
Sir David Nicholson: That is subject to a whole
different set of arguments.
Q154 Ian Swales: One of the features of the NHS
at the moment is that we are playing against a moving
target. In fact, it is worse than that. You can imagine
all sorts of analogies. I would like to pick up one
issue, which is the future of the PCT estate,
particularly things like district hospitals and
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community health centres. My understanding is that
the default position is that those assets will go to the
local acute trust. Is that true?
Sir David Nicholson: The arrangements for the estate
are that the first port of call is whoever is currently
providing the majority of the service. If a community
health service were providing the service, it goes to
the community health service. If an acute hospital has
taken over those services as part of an integrated
organisation, it will go to the integrated organisation.
It will go to who currently provides the service.
Q155 Ian Swales: I need to come back to that when
I think about my local scene, but my question relates
to the Report in the sense that we are looking at the
ability to achieve foundation trust status at various
hospitals, but the target is moving because around
those hospitals there will be other services like district
hospitals. To what extent do you see that complicating
this in the post-PCT world?
Sir David Nicholson: What do you mean by “district
hospital”?
Q156 Ian Swales: The difference between an acute
hospital and a hospital that provides local, secondarytype services. It might have an A and E; it might have
clinics and so on.
Ian Dalton: To be a successful applicant for
foundation status, a hospital needs to be able to set
out in some detail and subject to considerable
challenge by the SHA, then by ourselves and
ultimately by Monitor, how it will operate its clinical
model, how that will deliver high-quality care and
how it will be financially sound over the next few
years.
As we heard from the chief execs, things are changing
clinically in the NHS at a very fast rate. Ownership
of the estate is a relatively minor part of those
changes, but it is going on at the same time. It seems
that, when a hospital is engaged in turning itself into
an organisation that also provides community
services, as a number of acutes are, its strategy must
set that out. Within that strategy, it must be clear about
things like the ownership of buildings and the assets
necessary to deliver that service. So, yes, there are
some changes, but that is the sort of thing that the
management team and the board of that organisation
must be able to explain and understand, otherwise the
hospital will struggle to become a foundation trust.
Q157 Ian Swales: Are you saying that all the
hospitals that we are talking about are making
applications that cover the entire clinical delivery in
their whole area?
Ian Dalton: When a hospital makes an application, it
covers the delivery within its organisational
boundaries. Increasing numbers of those have become
providers of both hospital and community services.
As David said, if they provide both in relation to the
critical clinical infrastructure, as it is called, certainly
the areas of the estate owned by PCTs that directly
provide care to patients will have the first opportunity
to acquire those assets.

Q158 Ian Swales: But what if they are not providers
of both? If people are applying to become foundation
trusts and there are community assets in their area that
they currently do not control, what is the future of
those community assets?
Sir David Nicholson: They would normally go to the
organisation that is providing the community service.
Q159 Ian Swales: This is very important, because I
have been told the opposite by a Minister—no
pressure. Are you saying, therefore, that assets such
as community hospitals and community health centres
could be the subject of community trusts, of the new
organisations? I am talking about after the PCT
goes—community foundations.
Ian Dalton: We are not anticipating new community
organisations coming forward. From memory, I think
around 16 organisations are already progressing
towards community foundation trust status.
Q160 Ian Swales: But what happens to the parts of
the country in which there are community assets that
are falling between the stools? What about those that
are not an acute trust? They are not going to be picked
up—I understand from your answers—by the process
of becoming foundation trusts. What happens to
them?
Ian Dalton: My understanding is that the first port
of call for acquiring ownership of assets is with the
organisation, as David says, that is providing the
service from them1. If they do not decide to take
them on to their balance sheets, I believe they will be
managed as part of a national arrangement so that they
can still be used by local health services.
Q161 Ian Swales: But with the assets I am talking
about, the services are provided and commissioned
through the PCTs. That is the point—the organisations
that run them will not be there any more.
Sir David Nicholson: But their community services
will be there and will be provided by someone.
Ian Dalton: Community services have not been
provided by PCTs in most parts of the country for
some months; they have transferred to new provider
organisations.
Q162 Ian Swales: That comes to the nub of it,
because I know that has happened since April.
Sir David, you said that one of the ways to get out of
the PFI and financial binds was to bring more services
into the building. How will you prevent the big acute
trusts, essentially, closing down community
operations in order to bring more services into the
building to help deal with a financial crisis?
Sir David Nicholson: First, that must be dealt with
locally. The people who are particularly responsible
1

If the provider of community services is an NHS Trust (as a
prelude to becoming a Community Foundation Trust), or
NHS Foundation Trust then the assets would transfer to the
provider. The current policy is that community assets would
not transfer to non-NHS providers, i.e. private providers,
charities, or social enterprises (including Right to Request
social enterprises). Such non-NHS providers would be able
to lease those community assets they need to deliver
contracted community services from the relevant PCT and
from whatever future national arrangements is agreed.
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for making sure that services are provided in the best
way for patients are the commissioners. So it is the
PCT’s responsibility.
Chair: It’s you.
Q163 Ian Swales: But we are not going to have a
PCT—that’s the point.
Sir David Nicholson: It is the commissioner’s
responsibility to ensure that services are provided and
that there is a range in location of services. But of
course there will be local discussions, because people
will make trade-offs around all that.
Ian Swales: I have probably asked enough questions,
but I am trying to flag something up. You made the
point that only a handful of trusts are in this position
and so on, but if you live in a particular area and it is
one of your trusts, you don’t care if it is a handful; it
is your trust. I have a particular problem with a PFI
new hospital in the town that I represent, which the
acute trust, effectively, manages now. It does not want
to put sufficient services in for the design of the new
hospital. It is already happening—there is a real issue.
Q164 Austin Mitchell: I want to recap, because all
the earlier talk about perfect competition left me a
little lost. Are you going to help out the trusts—you
have said that there are about half a dozen—that,
because of the costs of PFI, cannot meet foundation
status financially in any way?
Sir David Nicholson: If we are convinced that there
is absolutely nothing they can do about it in terms of
efficiency, moving services, service configuration and
all of that, we will consider the possibility of
providing a subsidy for them, but we will have to talk
to the Treasury and everybody else about all that.
What we do not want to do is to set people up to fail.
If we think that a particular organisation has so many
problems because of the scale of the PFI that they
have to deal with, and we know that is the case, the
wrong thing for us to do is to pretend that that is okay
and to watch them fail.
Q165 Austin Mitchell: So you are going to let them
twist in the wind, but you will probably in the end
give them the—our—money.
Ian Dalton: Potentially, we have to look at levelling
the playing field, not so that they make a profit from
it, but so that they have no disadvantage they cannot
deal with, because if they carry that into an FT
application, they will be financially unsound and they
will not be successful.
Q166 Chair: In that case, why, in relation to the
Barking, Havering and Redbridge University
Hospitals NHS Trust—or whatever it now calls
itself—did you refuse to give David Varney, when he
was chair for a brief six months—the only time I
thought something might sort itself out—the money
he requested to provide him with a clean sheet of
paper so that he could run a viable, sustainable service
for my constituents and for six or so other MPs in
the area?
Sir David Nicholson: We do not give out subsidies of
this level because a chairman says that he wants them.

Q167 Chair: Obviously not. It was a perfectly
rational plan to get rid of a long-term problem, which
is what you have been talking about, that might have
given the hospital a chance to be sustainable. You
turned him down; he resigned as chairman. He is
probably the only good chairman we have had.
Sir David Nicholson: I cannot comment on David
Varney’s plan, which I did not see, but if you think
about what we are doing now, that is exactly what we
are doing now.
Q168 Chair: Why didn’t you do it then? What has
changed that you are doing it now? That was two or
three years ago—I cannot remember when he was
there.
Sir David Nicholson: Because we are doing the
analysis now, not then.
Q169 Chair: Why?
Ian Dalton: We are looking at this in the light of
the changing financial circumstances of the NHS, the
changing clinical practice and the need to have
organisations that are sustainable in that environment
for the next five years. We are looking right across the
whole of the FT pipeline and we are trying to deal
with the problems that we have to face—
Q170 Chair: You set him up to fail. He then walked
away—I do not blame him—and he was our only
hope of sorting out a decent bit of health infrastructure
in north-east London.
Sir David Nicholson: Irrespective of that, we have the
opportunity now to put it right.
Q171 Austin Mitchell: I take it that so far we have
a definite maybe that you will help them financially?
Sir David Nicholson: A small number.
Q172 Austin Mitchell: Right. Just let me move on,
because I do not want to get bogged down in London.
Why is it that the proportion of hospitals that have
already gone to foundation trust is so much higher in
the north than it is in, say, London? Are there any
peculiar difficulties in London or those areas, like the
west Midlands and east Midlands, that have a low
proportion of hospitals that already have foundation
status—have been foundationised, or whatever you
call it—which are going to make it more difficult to
carry the programme through in those areas? Is the
north just naturally more compliant, nicer and ready
to fall in line with Government policy?
Sir David Nicholson: It is difficult. If I generalise, I
know I will upset somebody. The point I would make
about particularly the north of England is that it has
had more growth than the south of England over the
past few years, and it has also tackled many of the big
reconfiguration issues that have not, for a whole
variety of reasons, been tackled in the south, so in that
sense it has a more sustainable, established hospital
system. When you get down to London and the southeast, many of the kinds of reconfiguration decisions
that have been taken in the rest of the country, for a
whole variety of reasons have not been taken in
London and the south-east. Hence you have got these
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issues, and the delay in moving people to foundation
trust status.
Ian Dalton: I just want to give an illustration—and I
declare an interest as a former north-east trust chief
executive and as substantive chief executive of NHS
North East. The north-east is the region that has
probably got most of its trusts through—just the
ambulance trust is currently with Monitor, but it has
got all its mental health and acutes through. If you
look back over the last 10 to 15-year period there have
been significant organisational changes, organisations
coming together, hospital trusts now providing
services from more than one site, and clinical changes.
Those things, combined with the factors that David is
talking about, make it perhaps easier for those
organisations to get through. That is one of the reasons
we are having a look, on the list of 20, at whether
some of the organisations need to come together. They
then create a viable organisation—
Q173 Chair: What do you mean by viable? Viable
in whose terms? Financially?
Ian Dalton: Ultimately, finance is invariably a
product of clinical viability.
Chair: And what about patients? Anne said
something earlier about how the whole argument is
driven. I can see there are financial issues that you
have got to confront, but at least be open about that;
is it finance, is it clinicians, and where are patients?
Ian Dalton: I think patients want sustainable, highquality services.
Q174 Chair: No, patients also want a service that is
accessible. Particularly in the London context, where
we have got the biggest problems—I am sorry I am
the only one here; Jo is now gone—if you allow all
the outer London hospitals to close or be forced into
merger, you create inaccessible services. I am telling
you there will be inequality in health, and more people
will die in poor areas than elsewhere, because they
just will not go to their hospital appointments, because
they are too far and too expensive to get to on public
transport. That is what you are creating.
Sir David Nicholson: Yes—
Austin Mitchell: I agree with the Chair, as usual; I
was going to move on to another question now.
Q175 Chair: Can I just get an answer to that ?
Sir David Nicholson: I do not really understand what
the question was.
Q176 Mr Bacon: You said, “Yeah”. Were you
agreeing with what the Chairman said?
Sir David Nicholson: No, I was just trying to work
out how I was going to respond to it, because there
were such a lot of things in all of that.
It is perfectly possible to change services and to
change with the consent and support of patients. I was
thinking as you were talking about Grimsby and
Scunthorpe and the work that was done between those
two hospitals. People said the population would not
accept those things, but they did. In London I think
we have got some really difficult decisions to take.

Q177 Chair: I will come back later, because I have
stopped Austin, but I do not accept what you just said.
It is not accepting. The whole point is if you are poor,
you have not got a car and you are being forced into
the centre of London for a hospital appointment, you
will not go, and you will then die earlier, whereas if
you have a decent service close to where you are you
are far more likely to go to the early appointments.
Sir David Nicholson: Absolutely right; it very much
depends on the services doesn’t it? People were saying
that about stroke services only four or five years ago
in London. There are some services that you need to
concentrate and centralise but there are lots and lots of
services that you need to make absolutely accessible
locally—out-patients, diagnostics, all those sorts of
things. That is what people are trying to do in the
different parts of London at the moment—to configure
their services to provide exactly what you described.
In none of the tripartite agreements, and the work that
I have seen there, has anyone suggested the closure of
any sites.
Chair: That is most interesting, because despite
having asked my trust three times for a copy of the
tripartite agreement, it has been refused to me.
Q178 Mr Bacon: Will you send it to the Chair?
Sir David Nicholson: I am very happy to.
Ian Dalton: It will be in the public domain, on their
website.
Chair: It’s not.
Mr Bacon: It will be after this hearing.
Q179 Austin Mitchell: To follow up the example of
Grimsby and Scunthorpe, there has not been 100%
acceptance of contraction of services, but let us
move on.
We are now in a situation where it is no longer going
to be the primary care trusts but the GP
commissioners—this is the great constitutional
innovation in this country: we introduce the situation
before the legislation is actually passed. Are not the
GP commissioners going to take a rather meaner
attitude towards providing services and money for the
hospital, and want to do more themselves, which is
going to make it more difficult for hospitals to move
on to foundation status?
Sir David Nicholson: I would not say it quite like
that, but there is no doubt that we know that, with
better long-term condition care and with better support
in the community, quite a lot of people who are
currently sitting in our hospital beds would not need
to be admitted. That is true, and clinical
commissioners will do quite a lot in relation to all
of that.
In terms of this process here, the commissioners—in
the terms we are talking about—who are signing up
are the PCTs. What we are saying to them is that they
must talk to their clinical commissioners to get their
views on all that and, in time, get them signed up to
the outcomes that we want here, because it is in all of
their interests to get these organisations—
Q180 Austin Mitchell: You mean that they will tie
it up in advance.
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Sir David Nicholson: I would not say tie it up. We
want to ensure that, when commissioners sign this,
there is consistency among the commissioning
community about what the strategy is and what they
want to happen. You could describe it as tying it up
in advance, but I would not say it like that, because
there is a consistency between what the PCTs and the
clinical commissioners want in terms of these
organisations.
Q181 Austin Mitchell: Okay. I have one final
question. We have 20 trusts that have described
themselves as unable to reach foundation status. Will
that number not grow as we feel the effects of the
present wave of cuts and economies, particularly on
management? Is there not a danger that you will have
far more who cannot reach foundation status?
Sir David Nicholson: These are 20 that have said that
they are unviable and that they need support and help
from outside. Undoubtedly, as we go through the
process, all NHS organisations, including existing
foundation trusts, will be under financial pressure to
deliver the improvement in services that we want for
the money that they have. That is absolutely true.
Q182 Austin Mitchell: It might make people less
optimistic about the chances of delivering these
services if they know that there will be cuts and if they
have to endure management cuts at the same time.
Sir David Nicholson: From a national perspective, we
are reducing the management costs of the
commissioning system. We have said nothing about
the provider system at all. It is entirely a matter for
each individual hospital or trust to decide what it
invests in its management. We do not identify that
from the centre.
Q183 Jackie Doyle-Price: I am very concerned
about accountability and governance generally across
the board in the NHS. I think it contributes to the
postcode lottery, because clearly in some areas of the
country it is easier to recruit good-quality nonexecutive directors than in others.
What are you doing generally to improve standards of
governance across the board? We see in this report
that 39% of these aspirant trusts are reporting
weaknesses in governance and in board composition,
and that is still consistent with existing foundation
trusts as well, where a number are reporting serious
weaknesses. Frankly, less than a third of them have
governance that could be judged as satisfactory.
Ian Dalton: There are two things to say. First, I think
that reference talks about boards in the round—both
executives and non-executives—and that has been a
consistent theme from Monitor in those organisations
that have failed at the point of assessment. The
assessment was that their boards were not sufficiently
well-developed to take the extra responsibility to the
level of confidence that Monitor needed.
One thing that we are doing is that we are working up
for deployment in the new calendar year a support
package for trusts going through the foundation trust
process, which will aim to identify the strengths and
weaknesses of their boards and do that in a structured
way. We have been working with Monitor and with

six of the leading foundation trusts that have already
been through the process. We have put a lot effort into
governance to define what good looks like, and we are
going to ask that, from January, all organisations go
through that process before they apply for approval to
go forward as foundation trusts. It is obviously worth
ensuring that people are in a good position before they
come through us at the Department of Health, rather
than finding out that they are not in a good position at
the time they go in front of Monitor, which has been
an issue in some parts in the past. So there is a process
of developing whole boards.
There is a separate issue, however, which you have
discussed, about governor development, which is also
important in this and which applies to existing
foundation trusts as well as future ones. We are in
discussion with the relevant agencies, including the
Foundation Trust Network and the Foundation Trust
Governors’ Association, about what actions might be
useful in that regard.
Q184 Jackie Doyle-Price: You need to look at the
issue of governors and NEDs. In practice we will have
to rely on NEDs to hold trusts to account.
Ian Dalton: The NEDs are really important to the
whole concept of accountability that is necessary to
form an effective foundation trust and take sometimes
difficult decisions at a meeting round a table. That is
why our process wants to look at the way the board
functions.
Q185 Jackie Doyle-Price: On a scale between being
a light-touch regulator and being very interventionist,
how active do you expect Monitor to be to ensure that
governance is of the right calibre?
Sir David Nicholson: It is obviously responsible and
not at all light touch when identifying the success of
a foundation trust and giving it a licence and so on.
We expect Monitor to be heavily involved and
engaged in looking at a trust’s complete governance—
the people and all the rest of it—before it becomes a
foundation trust. That is at the heavy end. If a
foundation trust gets into difficulty, we would expect
Monitor to be interventionist, but we would expect it
to be light touch for the vast majority of foundation
trusts that continue to provide good services to the
satisfaction of their patients and commissioners. In a
sense we expect Monitor to be differential in the way
it deals with foundation trusts.
Q186 Jackie Doyle-Price: Ultimately, Monitor
relies on the NEDs as well, doesn’t it? You mentioned
in response to an earlier question that you can go in
and replace an entire leadership team if that was felt
necessary—
Sir David Nicholson: Not for FTs.
Q187 Jackie Doyle-Price: But Monitor reserves
that right.
Sir David Nicholson: Monitor can replace the chair.
Ian Dalton: Monitor is keeping that power for all
organisations until at least 2016, and for the first two
years of operation for trusts that are late in the
pipeline. It will keep a transitional oversight role with
a view to ensuring, particularly for relatively new and
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inexperienced trusts, an oversight of governance
during the first couple of critical years.
Q188 Jackie Doyle-Price: My concern is that if you
look at Monitor’s reports for existing foundation
trusts, there are some serious causes for concern, but
those trusts are obviously in a better state than those
that are aspirant. I am looking for some satisfaction
that perhaps Monitor might be more active. I say that
in reference to my own foundation trust in Basildon,
which was the subject of a parliamentary statement
two years ago and is still judged as red in terms of
governance. Monitor has worked actively with that
trust, but from my perspective as a user of the service
and the representative of my constituents, I am
impatient. Those problems will only get worse when
you look at this list of hospitals.
Sir David Nicholson: Monitor is an independent
regulator and we expect it to intervene when things
go wrong—I realise that they went wrong in your
trust—and we expect it to be light-touch in relation to
most other trusts.
Q189 Chair: But it is very scary that we have had
an appointments commission, yet in nearly 40% of
cases, you have concerns. Once you have moved to
foundation trust status, the foundation trust appoints
its own board. That is really scary—aren’t you scared
by that?
Sir David Nicholson: It is part of the Government’s
policy of autonomy and liberating the NHS. It is the
implication of what you do—
Q190 Chair: And what happens if it goes wrong?
We haven’t had your accountability statement, Sir
David.
Sir David Nicholson: There are two aspects to that.
One is the safeguards that we are putting on Monitor
by keeping its existing powers for longer and for the
first two years for any foundation trust that is given a
licence towards the end of that period. It gives us the
opportunity to do exactly what you say and strengthen
the foundation trust governor system and the people
who do it. In this process, they are the people
responsible for their organisation through the nonexecutives. In terms of service, that is a
commissioning responsibility. The sustainability of
services for patients is the responsibility of the local
commissioners, the commissioning board and,
ultimately, the Secretary of State. That continues.
Jackie Doyle-Price: There is a cultural issue.
Generally—Monitor is not the only regulator that
suffers from this—regulators tend to be risk averse in
using their powers. It tends to be more of a
collaborative relationship, which is helpful until you
get serious failure. To make another point on behalf
of my constituents, which supports the Chair’s point,
my constituents are served by Basildon and Thurrock.
Because of the reputation of that trust, they elect to
go to Havering and to Darent Valley, and they are both
on this list as being potentially non-viable. So I come
back to the point that unless we get the regulatory
system right, we will exacerbate the postcode lottery.
Chair: It is interesting. Around the table, we are
probably a representative group. We have so many

with problems in their own trust. It is a further issue.
We have had four of us with problems. Ian was the
other one. You are very confident about the majority,
Sir David.
Q191 Mrs McGuire: I, of course, come at it
objectively, representing a Scottish constituency. I
want to ask a couple of questions about the financial
plans. The NHS is in a state of change. One of the
elements of the triple alliance—someone needs to
come up with a better name for these TFAs—is due
to disappear. That is the PCTs. The NAO Report
commented on the robustness of the future financial
planning if you are changing the commissioning
agent, which means there is no security. What analysis
have you done on the impact of those changes on the
trusts?
Ian Dalton: I do not think it is a question of simply
accepting, if this were the premise, that, because of
the change in commissioning, trusts will not be able
to have commitments from their commissioners that
help them plan for their future. The issue is that the
commissioning role is transitioning across the journey
that some trusts have to make. Some trusts will be a
foundation trust before those changes; others will have
a journey that takes them longer.
The expectation we have is that PCTs, the aspirant
foundation trusts and, increasingly, the clinical
commissioners themselves will be having those
conversations while the PCTs are still on the patch, so
that the trust can have those conversations direct with
the new commissioners while the old ones are still
involved as well, so that there is a seamless transition.
A key issue in putting forward a successful foundation
bid is that there is a coming together of the plans of
commissioners with that of the provider. It is no good
making income assumptions that are not based on the
clinical aspirations of commissioners. That role is
changing. Those clinical commissioners need to be
involved in that conversation from the relatively early
stages of their development onwards, so that there is
not a sudden change.
Q192 Mrs McGuire: Is that making an assumption
that the aspirant commissioners as you call them will
have the same objectives as the current
commissioners?
Ian Dalton: My assumption is that commissioners
will be interested in having accessible, high-quality
hospital services and will therefore want to have that
conversation.
Q193
Mrs McGuire: Are the aspirant
commissioners going to be locked into decisions of
commissioners who are no longer going to be there?
Ian Dalton: I do not think it is a question of locking
people in. I do not think that PCTs are locked in. This
is about a broad convergence of strategy. That is what
we are looking for. Clearly a lot of this will be
determined by individual patients making choices. We
are not going to oblige patients to use individual
hospitals. It is about people conversing and there
being a coming together of strategy.
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Q194 Mr Bacon: A what of strategy?
Ian Dalton: A coming together of strategy. A
detailed, line-by-line lock-in.
Q195 Chair: There are two final issues, one of
which is a bit about London. You have a heck of a lot
of hospitals—113—that you want to get to foundation
trust status. Will Monitor be able to cope, particularly
with the peaks?
Sir David Nicholson: When we originally did the
work, Monitor was concerned that there was bunching
up in particular parts of the period where there seemed
to be lots coming together. It was concerned whether
it had the capacity. We have done some more work on
that and it is a much smoother transition now. Monitor
is more comfortable with its ability to deliver that, if
we deliver them in the order that we say.
Ian Dalton: That is an issue. The other issue that
Monitor has been concerned about is that it has
wanted to see a clear profile of when it can expect to
have trusts in front of it. They will speak for
themselves, but my assumption is now that we are
starting to set out some forward dates, and it will be
able to plan on that basis in scaling capacity.
Q196
Chair: Why, given the Government
commitment, did we have only seven trusts agreed
in 2011?
Ian Dalton: That is in the first six months.
Q197 Chair: Only in the first six months. Are you
meeting your target of the number of applications in
October?
Ian Dalton: I am trying to remember.
Q198 Chair: It was one of your peaks in the graph.
Ian Dalton: Yes, we have had some trusts that have
not been able to submit, for a range of reasons, and
we are following those up.
Chair: So you are behind.
Mr Bacon: Too busy looking after patients probably.
Q199 Chair: Can I ask about London? London is
where you have the biggest problems. You have made
heroic assumptions about half the trusts in London
making it to foundation trust status. The reason I say
heroic is that you assume that they achieve
productivity savings in the top quartile of their peers
or better. Am I right in saying that is your assumption?
How realistic are your projections?
Ian Dalton: Those are the assumptions that the
organisations themselves are making.
Q200 Chair: You in the end have said that you will
intervene, so presumably you are monitoring it. That
is just shoving it off on somebody else. Are you
confident that half of the 38 or whatever it is in
London—
Mark Davies: This is the modelling that is being done
at the moment, which does require productivity
savings. We are referring to paragraph 3.10 of the
Report. Productivity savings in the top quartile of their
peers are required to achieve, in respect of the 18 nonspecialist acute—

Q201 Chair: Thank you. Are you confident about
that, if we have you back in a year’s time, which we
will?
Ian Dalton: I think the evidence will be if they can
deliver it. That is what the analysis suggests they need
to do. There is a need to create efficiency.
Q202 Chair: Are you confident that they will
perform?
Ian Dalton: I think it’s too early to say. We will have
to see as it happens. If not, we will have to keep close
and intervene where necessary. That is the challenge
that those organisations face.
Q203 Chair: I take that as you are not confident.
Sir David Nicholson: I think it is clear that the biggest
challenge is around London, for all the sorts of
reasons that have been well-rehearsed before: the
difficulty of getting change in London; getting
agreement among people about what needs to be
done; and about the kind of decisions that need to
be made in the order. All of those things still apply.
Underpinning that is some service change.
Q204 Chair: Based on the fact that half of the trusts
that still do not have foundation trust status have to
be super-efficient at finding their savings, you are not
confident. You are either confident or not.
Sir David Nicholson: I am moderately confident. I am
in the middle of that. Changing health care in London
is a very difficult thing to do. Two of the chief
executives you heard earlier have been wrestling with
the issue. You know as well as I do that anything you
try to do with the health service in London suddenly
becomes a massive issue. We have some really
difficult decisions to make about the future of
London’s health care. We know, because we did the
analysis, that in London we have a relatively
unproductive secondary care system; we have an
underdeveloped community system, with far more
people going to hospital than parts of the country.
Slowly but surely the London health system is trying
to get itself together, hence the improvements in
stroke, cancer and trauma. Change in London is like
change nowhere else in the NHS. That is why I am
moderately hopeful. I can see how they can do it but
I can also see the obstacles that will be in place. To
give the sort of people you described earlier who live
in inner London the best health care we possibly can,
we must make those decisions.
Q205 Chair: But you might make the decisions not
by concentrating on health care in the centre of
London.
Sir David Nicholson: I agree. I—
Q206 Chair: Or you might think about relocating
one of the teaching hospitals. I would offer you the
Queen’s hospital site to relocate the Royal Free. That
would give you a jolly lucrative site in Hampstead
which you could flog.
May I say something else? It seems that your strategy
of viability depends on merging—that is what you’re

Committee of Public Accounts: Evidence Ev 69

19 October 2011 NHS Trust

doing—across London in particular. I’m looking again
at my area of London. There is a massive and
completely unsustainable PFI at Barts—I accept that
it was agreed by the previous Government—for £1.2
billion. It seems that the only reason you’re merging
two failing hospitals—Newham and Whipps Cross—
is to sustain the PFI at Barts. Rather than the stronger
supporting the weak, the weak is being sacrificed to
the PFI.
Sir David Nicholson: These organisations themselves
have come to that conclusion.
Q207 Chair: Sir David, you can’t get away with
that. I know the role that the regional structure has
played in forcing that against everyone’s desires. It
seems to me that, again, what is being sacrificed is
accessibility to NHS services in poor areas of the
capital.
Sir David Nicholson: On the contrary. They will
publish their business case, which will set out what
the benefits are for patients. I can say absolutely that
it’s not being driven by the PFI. What it’s being driven
by is making sure that everyone in that part of London
gets the best quality health care possible.
Q208 Chair: Every MP across the spectrum believes
that. What foundation trust that is viable at the
moment and in its right mind will take on a hospital
that is in financial difficulties? What on earth would
impel them to do that?
Sir David Nicholson: Sorry?
Q209 Chair: What foundation trust in its right mind
in London would take on one of the failing hospitals
in financial difficulties? Where on earth is there any
incentive in the system of competition and financial
sustainability to make that happen?
Sir David Nicholson: First, most of the mergers are
not driven in that way. Across the country as a whole,
they’re not driven by failing organisations being taken
over by others. They’re organisations coming together
across the whole country. You were talking about
mergers. There are many examples of successful
mergers across the NHS, but in London we
undoubtedly have some issues to tackle. Why would
a successful NHS trust in London take on an
organisation? They might do so because clinical
interests are involved. They might see benefits for
patients by bringing those two services together,
which might improve the quality for both sets of
organisations and patients. They might see a financial
advantage, or a mechanism by which to rationalise
services to deliver better across the piece. Some
organisations want to do that because they want to do
the best for their local community, and they have an
interest in being engaged in that across the system as
a whole.
Q210 Chair: You have a very sceptical view on
that—I just don’t believe that, and I cannot see in
some of the worst ones how on earth you’ll resolve it
to get foundation trust status, except by closing.
Sir David Nicholson: None of the plans that we have
around here involve closing hospitals.

Q211 Chair: Well they do in the medium term—
Sir David Nicholson: They don’t. The TFAs don’t
involve closing hospitals.
Chair: I’d bet many bottles of champagne that in
five years—
Mr Bacon: And you’re a champagne drinker.
Chair: Absolutely. A champagne socialist.
Q212 Mr Bacon: I’m someone who drinks Adnams
ale from Suffolk, or occasionally ale from one of the
more local microbreweries in south Norfolk.
May I ask you a more 100,000-foot question about the
nature of health care provision, and the number of
mergers going on? If you look at a range of different
commercial sectors over the past 50 years—whether
metal processing, trades unions, international
organisations and so on—there have been many
mergers of all kinds for perfectly good reasons, but
perhaps some of them for less good reasons. It is
something that you often see in different settings. Has
the Department done any work to determine the
optimum number of acute hospitals? If you had a
blank piece of paper, as we know you don’t, what
numbers might you come up with if you could ask,
“What would be the optimum number of acute
hospitals, and what would be the optimum number of
other kinds of provision in this country?” Would those
numbers be quite different from what we have now?
That is not impossible.
I hear the scepticism, not to say cynicism, in the
Chair’s voice, and we have all seen things that appear
to be happening for the worst possible reasons, but I
take at face value what you say about local hospitals
wanting to offer the best they can for their
communities. It is perfectly possible to imagine a
world in which the configuration of provision is quite
different, yet significantly better in many ways, on a
variety of metrics, than what we have now.
Have you done any work on that at a—I hate to say
it—blue-sky level? If you look at it from a long way
off and think about how things could be improved so
that the available resources are optimised, absent what
I know can be hideous political considerations, what
conclusions do you come to?
Sir David Nicholson: No, we haven’t done such bluesky thinking.
Q213 Mr Bacon: Just too dangerous, is it?
Sir David Nicholson: No, for good reason. Health is
not like the examples that you gave. The patient’s—
the community’s—relationship with their local
hospital is not like their relationship with other
organisations. The NHS is not a group of autonomous
organisations all operating together in a market. It is
owned by the population as a whole and—you know
this better than me—the population strongly feels part
of it. Whatever arrangements you put in place, local
accountability, and how you exercise that
accountability through foundation trust status, is
critical.
Great big plans from the sky that identify a blueprint
simply will not work in our environment, but, as we
look at specialty service by service, we can say that
there are better ways of delivering. We know that in
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London there were 30-odd different organisations
delivering acute stroke services, and now there are
seven or eight. You can see in terms of both clinical
and financial viability that that is a more efficient way
of delivering a better-quality service for patients. If

you start to look at that on a service-by-service basis,
you are much more likely to get a result for patients
than by simply looking at the number of buildings or
organisations that we have.
Chair: Okay. Thank you very much indeed.

Written evidence from the Chief Executive of the NHS
Public Accounts Committee—Achievement of Foundation Trust (FT) status
Further to the hearing on Wednesday 19 October, I agreed to send you a copy of the Tripartite Formal
Agreement (TFA) for Barking, Havering and Redbridge University Hospitals NHS Trust (BHRT).
As you aware, the TFA process is a locally owned one and as such, I am unable to provide a copy of the
document until it has been published by the Trust. Matthew Kershaw, Director of Provider Delivery has written
to the Chief Executive of BHRT to ask that you are provided with a copy of the TFA as soon as it has
been published.
I enclose a copy of the letter for your reference.
Letter from Director, Provider Delivery
Public Accounts Committee—Achievement of Foundation Trust (FT) status
As you may be aware, Sir David Nicholson and Ian Dalton were witnesses at a Public Accounts Committee
hearing on Wednesday 19 October. Three NHS Trust Chief Executives were also called upon as witnesses at
the hearing. Part of the discussion focussed upon Tripartite Formal Agreements (TFAs). The Chair, Margaret
Hodge MP, specifically asked about the TFA for your Trust, please find a copy of her request from the transcript:
Chair: That is most interesting, because despite having asked my trust three times for a copy of the tripartite
agreement, it has been refused to me.
We understand that you will be discussing the TFA at your next Board meeting and that following this the
TFA will be published. We would be grateful if you could send Margaret Hodge MP a copy as soon as possible
after the Board meeting has taken place.
27 October 2011
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