Appendix 1

Health and Social Care Integration

Public Bodies (Joint Working) (Scotland) Act 2014

Guidance for Integration Financial Assurance
Introduction and Purpose

The purpose of this note is to provide advice to Health Boards, Local Authorities and
Integration Joint Boards on a process of assurance to help make Integration a success.

The advice is based on a number of publications and on lessons learnt from the Highland
partnership, which partners may find a useful resource and the details are included at the
foot of the paper and in the annex.

Assurance and Integration

It has been noted" that many of the challenges of public sector mergers stem from the fact
that they tend to be externally imposed on the bodies and that Boards/Councils and senior
management teams often feel that they are being thrown into a process over which they
have little control. This introduces additional risks to the success of the new arrangements
and to existing operations during the transition period.

Audit Scotland’s June 2012? report emphasised a number of lessons that public sector
bodies can learn from to minimise these risks, including the importance of strong leadership,
effective planning for transition and implementation and assessing performance.

An effective assurance process should enable the host body (whether an Integration Joint
Board (IJB) in a corporate body arrangement; or a Health Board or Local Authority in a lead
agency arrangement) to identify the resources delegated to it and the financial, legal or
organisational risks involved; it should also help the delegating partners to quantify the risks
to their respective operations. If planned and implemented in a logical sequence, it should
allow the Health Board and Local Authority to maximise the benefits and minimise the risks
from integration.

Typically, an assurance process covers three main areas:

. Legal
. Financial
. Operational

The focus of this guidance is on financial assurance, but it is recommended that partners
coordinate their activities across the three domains as work in one area can often inform
work in another.

A formal process of financial assurance will typically involve an exhaustive review of all
relevant documents and records in an effort to assess the resources and risks associated



with them. A similar process will be required for integration but it should be possible for
partners to avoid some of the work by placing reliance on assurances from each other for
their respective delegated resources and on the existing operational and financial knowledge
of the shadow chief officer. This will clearly require a high degree of trust between the key
officers.

It is recommended that Health Boards and Local Authority Directors of Finance and the
shadow Chief Officer and shadow Chief Financial Officer of the 1JB foster an assurance
process based on mutual trust and confidence involving an open-book approach and an
honest sharing and discussion of the assumptions and risks associated with the delegated
services.

The assurance process should be proportionate to the potential risks and should cover the
whole transition period from pre-integration, implementation and post integration.

Financial Assurance

Integration Joint Boards will be established during 2015/16 and so will not be able to formally
participate in the financial assurance process until that point. One of most important items of
business for a newly established Integration Joint Board will be to obtain assurance that its
resources are adequate to allow it to carry out its functions and to assess the risks
associated with this. In order to facilitate this, it is recommended that:

e The shadow Chief Officer and the shadow Chief Finance Officer work with the Health
Board and Local Authority Directors of Finance in carrying out the assurance work up to
establishment of the Integration Joint Board. Where the shadow Chief Finance Officer
has not been identified, the Health Board and Local Authority Directors of Finance should
provide advice to the shadow Chief Officer;

e The shadow Integration Joint Board should receive regular reports on the assurance work
until the IIB is established and the IJB audit committee (or committee(s) carrying out
equivalent function) should receive them thereafter; and

e The Health Board and Local Authority internal auditors provide a report to the Health
Board and Local Authority audit committees (copied to the shadow Integration Joint
Board) on the assurance process that has been carried out by the Health Board and
Local Authority.

The financial assurance process should focus on two main areas: financial governance; and
financial assurance and risk assessment for the delegated resources.

1) Financial Governance
The legislation sets out the finance provisions that must be included in the Integration

Scheme and the Integrated Resource Advisory Group guidance (IRAG)and the model
integration scheme provide further information on these.

The Health Board accountable officer and the Local Authority section 95 officer must ensure
that these provisions enable them to discharge their responsibilities in respect of the
resources that will be delegated to the Integration Joint Board; similarly, the shadow Chief
Finance Officer must ensure that the provisions provide the 1JB with the financial information
and support systems to enable it to carry out its functions.

2) Financial assurance and risk assessment


http://www.scotland.gov.uk/Topics/Health/Policy/Adult-Health-SocialCare-Integration/About-the-Bill/Working-Groups/IRAG/Guidance
http://www.scotland.gov.uk/Topics/Health/Policy/Adult-Health-SocialCare-Integration/Implementation/IntegrationScheme/ModIntScheme
http://www.scotland.gov.uk/Topics/Health/Policy/Adult-Health-SocialCare-Integration/Implementation/IntegrationScheme/ModIntScheme

In order to assess whether the resources delegated to the Integration Joint Board are
adequate for it to carry out its functions, the shadow Chief Officer and shadow Chief Finance
Officer must review the provisions in the Integration Scheme that set out the method of
determining the payments and amounts to be made available to the 1JB; this should include
both the method for setting the initial sums and that to be followed in subsequent years.

Assurance for the Initial sums

It is recommended that the initial sums should be determined on the basis of existing Health
Board and Local Authority budgets, actual spend and financial plans for the delegated
services. It is important that the plans are tested against recent actual expenditure and that
the assumptions used in developing the plans and the associated risks are fully transparent.

To assist in this it is recommended that:

e The budget in the financial plan is assessed against actual expenditure reported in the
management accounts for the most recent two/three years. Ideally, the roll forward of the
budget for the delegated services and the actual expenditure over this period should be
understood;

e Material non-recurrent funding and expenditure budgets for the delegated services and
the associated risks are identified and assessed,

e The medium term financial forecast for the delegated services and associated
assumptions and risks is reviewed,;

e Savings and efficiency targets and any schemes identified are clearly identified and the
assumptions and risks are understood by all partners. This is a key part of the assurance
process and the experience from Highland partners is that it is a potential source of future
disagreement (see annex A); it is advised that partners devote sufficient time to
understand the targets, efficiency schemes and associated assumptions and risks;

e All risks should be quantified where possible and measures to mitigate risk identified.
Risks could be classified as delivery of efficiency savings; on-going risks; emerging risks;

e The amount set aside for the 1JB consumption of large hospital services is consistent with
the methods recommended in the IRAG guidance on the set aside resource and that the
assumptions and risks are assessed.

Partners should be aware that the financial regimes, cultures and terminology differ between
Health Boards and Local Authorities with the potential for confusion when reviewing the
budget-particularly in the definition of what represents a recurrently balanced budget. It is
recommended that partners are clear about the definitions of the terms used in their
assurance work.

In line with normal budget monitoring practice, it is advised that a review be carried out
during the post integration period to compare actual performance against the assumptions in
the plan.

A key lesson from the experience of Highland partnership is that partners may find it useful
to consider treating the first year as a transitional year and agree to a risk sharing



arrangement with adjustments being made through subsequent year’s allocations; if partners
adopt this approach, it is recommended that it is incorporated in the Integration Scheme.

Assurance for subsequent years

It is recommended that the method included in the Integration Scheme for determining the
payments to the I1JB in subsequent years is consistent with the approach set out in section
4.2 of the IRAG guidance. Similarly, it is recommended that the method included in the
Integration Scheme for determining the amount to be set aside in subsequent years for
consumption of large hospital services should be assessed against the methods
recommended in the separate IRAG guidance on the set aside resource.

Role of the Audit Committees (or committee(s) carrying out equivalent function)

The introduction of integration arrangements and the establishment of the IJB audit
committee (or committee(s) carrying out equivalent function) will have implications for the
ongoing work of the Health Board and Local Authority audit committees. Advice on this is
provided at section B2.6 of the IRAG guidance.

In addition, the audit committees will have an important role to play in the assurance process
through assessment of the objectives, risks, and post integration performance results of the
1JB.

Pre Integration-shadow period

The Health Board and Local Authority audit committees can help increase the likelihood for
success of the new arrangements by verifying that officers have effective assurance
processes in place. Preparations for integration may be too far advanced for full involvement
of the audit committees in the preparatory stage, but where this is practical, it is
recommended that they obtain assurance:

e On the finance provisions to be included in the Integration Scheme;
e On the plans for financial governance and financial assurance and risk;

e That lessons have been learnt from other integration projects (e.g. Highland partnership);
and

e That the predetermined financial metrics that officers will use in future to assess whether
integration has met its objectives have been identified and that a process for obtaining
baseline data is in place.

It is recommended that the audit committees are provided with a report, produced jointly by
the Health Board and Local Authority Chief Internal auditors (and copied to the shadow 1JB),
on the assurance work that has been carried out by the Health Board and Local Authority.
This report should be produced sufficiently in advance of the date of delegation of functions
and resources (published in the Strategic Plan) to allow for consideration by the audit
committees.

The arrangements for obtaining financial assurance should be set out in the Annual
Governance Statements of the Health Board, Local Authority and Integration Joint Board for
both the year prior to and the year of, delegation of functions and resources.



Implementation

The audit committee of the Integration Joint Board once established (or the committee(s)
carrying out an equivalent function) should be provided with the assurance report and
should:

e Review the finance provisions to be included in the Integration Scheme to ensure that
they enable the 1JB to carry out its functions;

e Formally assess whether the resources to be made available to the 1JB are adequate for
it to deliver its objectives and that the associated risks and assumptions are reasonable
and clearly understood,;

e That the respective risk management arrangements have been updated to incorporate
the risks introduced by integration. See IRAG guidance section B2.2.

Advice for cases where the 1JB cannot obtain assurance that its level of resources are
adequate will be provided by the policy team in due course.

Post Integration

The post-integration period is a critical stage of the change process and the audit
committees (or the committee(s) carrying out an equivalent function) have a key role in
assessing whether the objectives of integration are on line to be achieved. It is
recommended that the three audit committees (or the committee carrying out equivalent
function in the IJB) are provided with a post integration report within the first year of the
establishment of the 1JB to evaluate the actual risk and financial performance against the
pre-integration assumptions, performance on relevant integration milestones, identify
lessons learned and assess whether the IJB is on course to deliver the long-term benefits.

The results of the review should be shared with the Scottish Government to enable wider
learning.

Role for Internal Audit

It is recommended that the report (on the assurance process carried out by the Health Board
and Local Authority) is a joint report by the Chief internal Auditors of the Health Board and
Local Authority.

Further Resources

1. Audit Scotland: Learning the lessons of public body mergers. Good practice quide

2. Scott-Moncrieff Briefing: Mix with Care- Mergers in the Public sector

3. Deloiite: The role of the Audit Committee in the merger & Acquisition cycle.

4, Charities Commission: Checklist for due diligence

5. HEMA. Combining NHS bodies. A practical checklist for mergers and acquisitions

sSynopsis



http://www.audit-scotland.gov.uk/docs/central/2012/nr_120614_public_body_mergers_guide.pdf
http://www.scott-moncrieff.com/assets/publications/Public_sector_mergers_briefing.pdf
http://www.corpgov.deloitte.com/binary/com.epicentric.contentmanagement.servlet.ContentDeliveryServlet/USEng/Documents/Deloitte%20Periodicals/Audit%20Committee%20Brief/ACBrief_April2014.pdf
http://www.charitycommission.gov.uk/media/89310/chkduedil.pdf
http://hfma.us9.list-manage1.com/track/click?u=ba6db9c866150b22c823b9507&id=6faf0fb76b&e=2d8ec9288b
http://hfma.us9.list-manage1.com/track/click?u=ba6db9c866150b22c823b9507&id=6faf0fb76b&e=2d8ec9288b

