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Professional Certificate in Healthcare Finance and Accounting (United Kingdom)

Budgeting and Financial Planning in Healthcare

Budget refers to a systematic plan that estimates the expected income and expenditure of a health-care
organisation over a defined period, usually one financial year. It serves as a financial blueprint that guides
decision-making, resource allocation and performance monitoring. In the NHS context the budget is closely
linked to the allocation of public funds, and it must align with national policy directives, clinical priorities
and contractual obligations.

Operating Budget is the component of the overall budget that covers day-to-day expenses such as staff
salaries, medical supplies, utilities, and routine maintenance. It is distinct from the capital budget, which

funds long-term investments. An operating budget is typically prepared on a rolling basis, with quarterly
revisions to reflect changes in activity levels, tariff updates or unexpected cost pressures.

Capital Budget outlines the planned expenditure on assets that have a useful life extending beyond one
year, for example new hospital buildings, imaging equipment, or IT infrastructure. Capital projects are often
financed through borrowing, public-private partnerships or special grants, and they require a separate
approval process that includes cost-benefit analysis and strategic alignment with service delivery goals.

Revenue Forecasting is the process of estimating future income streams from a variety of sources, including
NHS contracts, private patient fees, research grants, and charitable donations. Accurate forecasting enables
managers to anticipate cash inflows, plan for contingencies, and negotiate funding arrangements with
commissioning groups. Techniques range from simple trend analysis to sophisticated econometric models
that incorporate demographic shifts, policy changes and service utilisation patterns.

Expenditure Projection involves predicting the outflow of funds required to sustain clinical and non-clinical
activities. It incorporates fixed costs such as rent and depreciation, variable costs tied to patient volumes,
and one-off expenses like recruitment drives. Expenditure projection is closely linked to activity-based
costing (ABC) because it allocates indirect costs to specific services based on actual resource consumption.

Cost Allocation is the method by which shared costs—such as administration, housekeeping, and IT support
—are distributed across departments or service lines. Common allocation bases include headcount, floor
space, or activity levels. Transparent cost allocation promotes accountability and helps identify high-cost
areas that may benefit from efficiency initiatives.

Activity-Based Costing (ABC) assigns costs to individual activities (e.G., Patient admissions, surgical
procedures, outpatient visits) rather than to broad cost centres. By tracing expenses to the processes that
generate them, ABC provides a more accurate picture of the true cost of delivering each service. For
example, the cost of an orthopaedic operation would include not only the operating theatre time but also
pre-operative assessments, post-operative physiotherapy and consumables.

Standard Costing establishes predetermined cost benchmarks for goods and services based on historical
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data, industry norms, or engineering estimates. During the budgeting cycle, standard costs are used to set
performance targets and to measure efficiency. When actual costs deviate from standards, variance analysis
is performed to investigate the underlying causes.

Variance Analysis compares budgeted (or standard) figures with actual results, highlighting differences that
are favourable (cost savings) or unfavourable (overspend). Variances are typically broken down into price
(rate) variances and quantity (efficiency) variances. For instance, a price variance might arise from a sudden
increase in the cost of a drug, while a quantity variance could reflect higher than expected patient
throughput. Timely variance analysis enables corrective action, such as renegotiating supplier contracts or
adjusting staffing levels.

Cash Flow Management ensures that an organisation has sufficient liquid resources to meet its short-term
obligations, such as payroll, supplier invoices and loan repayments. Cash flow forecasts are prepared on a
weekly or monthly basis, incorporating expected receipts from NHS payments, private patient billing, and
grant disbursements, as well as scheduled outlays. Effective cash flow management reduces the risk of
funding gaps, which in the NHS can trigger penalties or service reductions.

Financial Statements provide a formal record of an organisation’s financial performance and position. The
three principal statements are the income statement (or statement of comprehensive income), the balance
sheet, and the statement of cash flows. In the NHS, these statements are compiled in accordance with the
International Public Sector Accounting Standards (IPSAS) and are submitted to the NHS Business Services
Authority for audit and compliance verification.

Income Statement summarises revenues, expenses and the resulting surplus or deficit for a specific period.
It shows the net result of operating activities, non-operating income (such as investment returns) and
extraordinary items. A surplus indicates that revenue exceeded expenditure, while a deficit signals the
opposite. The income statement is a key tool for performance monitoring and for assessing the financial
sustainability of a trust.

Balance Sheet presents a snapshot of assets, liabilities and equity at a particular date. Assets include cash,
receivables, inventories and fixed assets; liabilities comprise borrowings, payables and accrued expenses.
Equity reflects the accumulated surplus or deficit retained in the organisation. The balance sheet is used by
senior managers to evaluate solvency, liquidity and the capacity to fund future investments.

Statement of Cash Flows reconciles the changes in cash and cash equivalents across operating, investing
and financing activities. It helps managers understand the sources of cash generation (e.G., Patient
payments) and the uses of cash (e.G., EQuipment purchases). In a public-sector setting, the statement also
highlights the impact of government grants and loan repayments on cash position.

Break-Even Analysis determines the point at which total revenue equals total cost, resulting in a zero profit
margin. In health-care, break-even analysis can be applied to specific services, such as a new diagnostic
clinic, to assess the volume of patients required to cover fixed and variable costs. The formula involves
dividing fixed costs by the contribution margin per case (price minus variable cost).

Margin Analysis examines the difference between revenue and cost at various levels—gross margin,
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operating margin and net margin. Gross margin focuses on direct costs of service delivery, operating
margin adds overheads, and net margin incorporates all non-operating items. Monitoring margins across
departments helps identify services that generate surplus and those that consistently run at a loss,
informing strategic decisions about service redesign or outsourcing.

Cost Per Case is the average expense incurred to treat a single patient episode, calculated by dividing total
departmental costs by the number of cases handled. This metric is essential for benchmarking, tariff
negotiations and performance improvement. For example, a cardiology unit may calculate its cost per case
for coronary artery bypass grafting and compare it with the national reference cost to assess efficiency.

Diagnosis-Related Group (DRG) is a classification system that groups patients with similar clinical
characteristics and resource use. In the NHS, the equivalent is the Healthcare Resource Group (HRG). DRG/
HRG rates determine the reimbursement level for each case, making them central to budgeting and revenue
forecasting. Understanding the case-mix index (CMI), which reflects the relative complexity of cases, allows
finance teams to predict income more accurately.

Case-Mix Index (CMI) quantifies the average DRG weight of patients treated by a provider. A higher CMI
indicates a more complex patient population and typically results in higher reimbursement per case.
Finance professionals monitor CMI trends to anticipate changes in revenue, especially when service lines
expand or contract.

Tariff is the set price that the NHS pays for a defined service, based on the HRG classification. Tariffs are
negotiated nationally and may be adjusted annually to reflect inflation, cost pressures or policy changes.
When budgeting, organisations must incorporate expected tariff levels for each service line, and they must
also consider any tariff uplift or discount mechanisms that may apply.

Funding Allocation describes how central or regional budgets are distributed to individual trusts, hospitals
or community health providers. Allocation formulas often include variables such as population size, age
profile, deprivation index and historical utilisation. Understanding the components of the allocation formula
helps finance teams to model future funding scenarios and to advocate for adjustments where needed.

Contractual Agreements are formal arrangements between NHS commissioning bodies and providers that
set out service specifications, performance targets, quality standards and payment terms. Contracts may be
block contracts (fixed annual sum) or activity-based contracts (payment per episode). The terms of the
contract directly influence budgeting because they define the revenue stream and the associated cost
responsibilities.

Performance Indicators (KPIs) are measurable values that demonstrate how effectively an organisation is
achieving its key objectives. Common financial KPIs in health-care include operating margin,
cash-conversion cycle, days cash on hand, and cost per weighted activity. Clinical KPIs—such as length of
stay, infection rates, and readmission rates—also impact financial performance, because they affect resource
utilisation and reimbursement.

Cost-Benefit Analysis (CBA) evaluates the economic justification for a proposed investment by comparing
the expected benefits (e.G., Improved patient outcomes, increased capacity) with the associated costs
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(capital outlay, operating expenses). In the NHS, CBA is required for major capital projects and is used to
secure approval from NHS England and the Department of Health.

Return on Investment (ROI) measures the profitability of an investment relative to its cost, expressed as a
percentage. ROI = (Net Benefit / Total Cost) x 100. While ROl is more common in private sector finance, it is
increasingly used in health-care to assess the value of technology upgrades, service redesigns and quality
improvement initiatives.

Depreciation is the systematic allocation of the cost of a fixed asset over its useful life. In NHS accounting,
depreciation is recognised on the balance sheet and impacts the income statement as a non-cash expense.
Common methods include straight-line depreciation and reducing-balance depreciation. Accurate
depreciation schedules are essential for realistic budgeting and for complying with IPSAS.

Amortisation is similar to depreciation but applies to intangible assets such as software licences, patents or
goodwill. Amortisation spreads the acquisition cost over the asset's expected life and is recorded as an
expense in the income statement.

Accrual Accounting records revenue and expenses when they are earned or incurred, regardless of when

cash is actually received or paid. This approach provides a more accurate picture of financial performance
than cash accounting, especially in health-care where payment cycles can be lengthy. Accrual accounting
underpins the preparation of statutory financial statements in the NHS.

Cash-Basis Accounting recognises transactions only when cash changes hands. Although simpler, cash-basis
accounting can distort the true financial position of a health-care provider, because it ignores receivables,
payables and accrued liabilities. Most NHS trusts use accrual accounting for statutory reporting, but
cash-basis information is still useful for short-term liquidity monitoring.

Revenue Cycle Management encompasses the entire process of capturing, billing, collecting and accounting
for patient services. Efficient revenue cycle management reduces days sales outstanding (DSO), improves
cash flow and minimises denied claims. In the NHS, revenue cycle management also involves ensuring
compliance with national coding standards and timely submission of activity data to the NHS Business
Services Authority.

Days Sales Outstanding (DSO) measures the average number of days that receivables remain outstanding
before they are collected. A high DSO indicates slower cash collection and can strain liquidity. Finance
teams monitor DSO closely, especially when dealing with private patient contracts or commercial
partnerships, and implement strategies such as early payment discounts or stricter credit controls to reduce
it.

Days Payable Outstanding (DPO) reflects the average time a provider takes to pay its suppliers. Extending
DPO can improve cash flow, but it may also affect supplier relationships and lead to penalties. The optimal
DPO balances liquidity needs with the desire to maintain good terms with vendors.

Working Capital is the difference between current assets (cash, receivables, inventories) and current
liabilities (payables, short-term borrowings). Positive working capital indicates that a organisation can meet

Read online: https://certificates.HealthCareCourses.org.uk/guides/ HealthCareCourses (An LSIB brand) - 10 Jul 2026
5172165/budgeting-and-financial-planning-in-healthcare



Healtheds GUIDE

its short-term obligations, while negative working capital signals potential liquidity problems. Budgeting for
adequate working capital is a core component of financial planning.

Funding Gap occurs when projected expenditures exceed available resources, creating a shortfall that must
be addressed through cost reductions, additional borrowing, or seeking supplemental funding. Identifying
potential funding gaps early in the budgeting cycle allows managers to develop mitigation strategies, such
as re-prioritising projects or negotiating temporary overdraft facilities.

Loan Covenant is a condition imposed by lenders that borrowers must satisfy, often relating to financial
ratios such as debt-to-equity or interest coverage. Breaching a covenant can trigger penalties or accelerate
repayment. Health-care organisations that rely on debt financing for capital projects must monitor covenant
compliance closely during budgeting and forecasting.

Interest Rate Risk is the potential for changes in market interest rates to affect the cost of borrowing.
Fixed-rate loans mitigate this risk, whereas variable-rate facilities expose the organisation to fluctuations.
Finance teams may use interest rate swaps or caps to hedge against adverse movements, especially when
planning long-term capital projects.

Capital Funding Cycle describes the periodic process by which capital projects are identified, appraised,
approved, funded and delivered. In the NHS, the capital funding cycle typically aligns with the government’s
multi-annual spending framework, and it includes stages such as business case development, strategic
priority setting, and post-implementation evaluation. Understanding the timing of the cycle helps finance
professionals to align budgeting with the availability of capital grants.

Strategic Planning is the long-term process of defining organisational goals, assessing internal and external
environments, and allocating resources to achieve desired outcomes. Financial planning is a core element of
strategic planning, linking the organisation’s vision with realistic budgetary targets and investment
priorities.

Operational Planning translates strategic objectives into detailed, short-term actions and resource
requirements. Operational plans are typically annual and are the basis for the operating budget. They
include staffing rosters, procurement schedules, and service delivery targets.

Budget Cycle comprises the stages of preparation, approval, implementation, monitoring and review of the
budget. In the NHS, the budget cycle often follows the fiscal year, with a pre-budget consultation phase, a
formal submission to the NHS Business Services Authority, and a post-budget performance review.

Zero-Based Budgeting (ZBB) requires each department to justify every line item from scratch, rather than
basing the new budget on the previous year's figures. ZBB can uncover hidden inefficiencies and promote a
culture of cost consciousness, but it is resource-intensive to implement. Some NHS trusts adopt ZBB for
specific high-cost areas such as pharmacy or procurement.

Incremental Budgeting builds the new budget by adjusting the prior year's numbers for inflation,
anticipated activity changes, or policy updates. This approach is simpler and faster than ZBB, but it may
perpetuate inefficiencies because it assumes that existing spending patterns are appropriate.
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Flexible Budget adjusts the budgeted amounts based on actual activity levels, allowing for more accurate
performance evaluation. For example, a flexible budget for an emergency department might vary with the
number of attendances, reflecting the variable nature of consumable usage.

Static Budget remains fixed regardless of changes in activity or volume. It is useful for evaluating fixed-cost
control but can be misleading when activity levels fluctuate significantly.

Budget Variance is the difference between budgeted and actual figures. Positive variance (favourable)
indicates that costs were lower or revenue higher than expected; negative variance (unfavourable) signals
the opposite. Regular variance analysis enables timely corrective actions.

Cost Driver is a factor that causes a change in the cost of an activity. Common cost drivers in health-care
include patient length of stay, number of procedures, and staff overtime hours. Identifying cost drivers is
essential for accurate activity-based costing and for developing cost-reduction strategies.

Benchmarking involves comparing an organisation’s performance against external standards or peer
institutions. Financial benchmarking may focus on metrics such as cost per weighted activity, operating
margin, or debt service coverage ratio. Benchmarking provides insight into relative efficiency and highlights
best practices that can be adopted.

Financial Modelling is the creation of a quantitative representation of a health-care organisation’s financial
performance under various scenarios. Models typically incorporate assumptions about activity growth, tariff
changes, cost inflation, and financing structures. They are used for scenario analysis, sensitivity testing, and
to support investment decisions.

Sensitivity Analysis tests how changes in key assumptions—such as a 5% increase in staffing costs or a 10%
rise in patient volume—affect the outcomes of a financial model. Sensitivity analysis helps managers
understand the robustness of their plans and identify variables that have the greatest impact on financial
results.

Scenario Planning extends sensitivity analysis by developing distinct future narratives (e.G., "Optimistic”,
“pessimistic”, “status-quo”) and modelling the financial implications of each. In health-care, scenarios may
reflect policy reforms such as changes to NHS funding formulas, introduction of new technology, or

demographic shifts.

Risk Management in financial planning involves identifying, assessing and mitigating financial risks,
including funding volatility, cost inflation, regulatory changes, and operational disruptions. A risk register
typically records each risk, its likelihood, impact, and mitigation actions. Effective risk management
contributes to more resilient budgeting.

Contingency Reserve is a budgeted amount set aside to cover unexpected costs or revenue shortfalls. It is
usually expressed as a percentage of total operating expenditure. The reserve is not a free fund; it is
released only after a formal approval process that validates the need for additional spending.

Cost Inflation refers to the general increase in prices of goods and services over time. In health-care, cost

Read online: https://certificates.HealthCareCourses.org.uk/guides/ HealthCareCourses (An LSIB brand) - 10 Jul 2026
5172165/budgeting-and-financial-planning-in-healthcare



Healtheds GUIDE

inflation may be driven by wage growth, pharmaceutical price hikes, or technology upgrades. Budgeting
must incorporate realistic inflation assumptions to avoid under-funding.

Revenue Inflation occurs when the value of income increases, often due to tariff uplifts, inflation-linked
contracts, or increased service volume. While revenue inflation can offset cost inflation, reliance on it
without sustainable activity growth may lead to financial instability.

Break-Even Point (BEP) is the level of activity at which total revenue equals total cost, resulting in zero profit.
In health-care, calculating the BEP for a new clinic helps determine the minimum patient load required to
justify the investment.

Contribution Margin is the amount remaining after variable costs are deducted from revenue; it contributes
toward covering fixed costs and generating profit. Contribution margin analysis assists in prioritising
high-margin services.

Fixed Cost remains constant regardless of activity level, such as building rent, salaried staff contracts, and
depreciation. Fixed costs are critical in break-even calculations because they must be covered before any
profit can be realised.

Variable Cost fluctuates with activity, such as consumables, overtime wages, and per-case medication
expenses. Understanding the proportion of variable to fixed costs helps managers assess the scalability of
services.

Mixed Cost contains both fixed and variable components. For example, a utility bill may have a base charge
(fixed) plus a usage charge (variable). Mixed costs are often separated using statistical techniques like
regression analysis to improve budgeting accuracy.

Cost-Volume-Profit (CVP) Analysis examines how changes in cost, volume and price affect profit. In
health-care, CVP analysis can be applied to evaluate the financial impact of increasing surgical throughput,
adjusting tariffs, or implementing cost-saving technology.

Financial Ratio Analysis uses mathematical relationships between financial statement items to assess
performance and financial health. Common ratios in health-care include the current ratio, debt-to-equity
ratio, operating margin, and days cash on hand. Ratio analysis provides a quick diagnostic tool for
managers and external auditors.

Current Ratio = Current Assets / Current Liabilities. It measures short-term liquidity; a ratio above 1
indicates that the organisation can meet its immediate obligations.

Debt-to-Equity Ratio = Total Debt / Total Equity. It indicates the degree of financial leverage. High leverage
may increase financial risk, especially when revenue streams are volatile.

Operating Margin = Operating Surplus / Operating Revenue. It reflects the efficiency of core health-care
activities, excluding financing costs and extraordinary items.

Days Cash on Hand = (Cash + Cash Equivalents) / (Operating Expenses / 365). This ratio shows how many
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days the organisation could continue operating using its cash reserves without additional income.

Financial Governance encompasses the policies, procedures and controls that ensure financial integrity,
accountability and compliance with statutory requirements. In the NHS, governance frameworks are
mandated by the NHS Governance Framework and include board oversight, audit committees, and internal
audit functions.

Internal Audit provides independent assurance that financial processes are operating effectively, that risks
are being managed, and that statutory reporting is accurate. Internal auditors review budgeting procedures,
cost allocation methods, and compliance with procurement regulations.

External Audit is conducted by an independent accounting firm to verify the truth and fairness of the
financial statements. External auditors assess whether the statements comply with IPSAS and whether the
organisation’s financial position is presented without material misstatement.

Compliance refers to adherence to laws, regulations, standards and contractual obligations. In health-care
finance, compliance includes meeting NHS financial reporting standards, data protection legislation, and
procurement rules. Non-compliance can result in penalties, loss of funding, or reputational damage.

Procurement Policy sets out the principles and procedures for acquiring goods and services. Effective
procurement can generate significant savings, especially for high-volume items such as pharmaceuticals,
medical devices and cleaning services. Finance teams collaborate closely with procurement to ensure that
cost savings are reflected in the budget.

Strategic Procurement aligns purchasing decisions with long-term organisational goals, such as
sustainability, innovation and value-based purchasing. By integrating procurement with budgeting, trusts
can achieve better cost predictability and avoid unexpected price escalations.

Value-Based Purchasing (VBP) links payment to quality and outcomes rather than volume alone. In the NHS,
VBP initiatives may reward providers for reducing readmission rates or improving patient satisfaction,
thereby influencing revenue forecasts and budgeting priorities.

Clinical Governance ensures that clinical services are delivered safely, effectively and ethically. Financial
implications of clinical governance include investment in staff training, quality improvement programmes,
and risk mitigation measures.

Health Technology Assessment (HTA) evaluates the clinical and economic impact of new medical
technologies. HTA reports inform budgeting decisions by estimating the cost-effectiveness of adopting a
new device or drug, often expressed as cost per quality-adjusted life year (QALY).

Quality-Adjusted Life Year (QALY) is a measure that combines length of life with quality of health. While
primarily used in health-economic evaluations, QALY calculations can influence budgeting when allocating
funds to interventions that deliver greater health gain per unit cost.

Cost-Effectiveness Analysis (CEA) compares the relative costs and outcomes of two or more interventions.
The result is often expressed as an incremental cost-effectiveness ratio (ICER). Finance professionals use CEA

Read online: https://certificates.HealthCareCourses.org.uk/guides/ HealthCareCourses (An LSIB brand) - 10 Jul 2026
5172165/budgeting-and-financial-planning-in-healthcare



Healtheds GUIDE

results to justify investment in high-value services within the budget.

Incremental Cost-Effectiveness Ratio (ICER) = (Cost_A — Cost_B) / (Effect_A — Effect_B). A lower ICER indicates
a more cost-effective option.

Funding Model describes the method by which resources are allocated to health-care providers. In England,
the primary funding model is the block contract, supplemented by activity-based payments such as the
NHS tariff. Understanding the funding model is essential for accurate budgeting and for predicting revenue
streams.

Block Contract provides a fixed annual sum to a provider for delivering a defined set of services. The
amount is negotiated based on historic activity, projected demand and national pricing. Block contracts
simplify cash flow management but may limit incentives for efficiency.

Activity-Based Funding (ABF) pays providers per episode of care, using HRG tariffs. ABF encourages
providers to increase activity and to manage costs, because revenue is directly linked to service delivery.

Risk-Sharing Arrangements involve agreements where financial risk is distributed between commissioners
and providers. Examples include bundled payments for a care pathway or shared savings models. These
arrangements affect budgeting because they introduce performance-related payments that can fluctuate.

Bundled Payment is a single, comprehensive payment for all services related to a specific treatment episode,
such as a hip replacement. The provider must manage the total cost within the bundle amount, creating
strong incentives for cost control and care coordination.

Shared Savings Model allows a provider to retain a portion of the savings achieved when actual costs fall
below a predetermined benchmark. This model aligns financial incentives with efficiency improvements but
requires robust measurement and reporting systems.

Financial Dashboard is a visual tool that displays key financial metrics in real-time, often using graphs,
gauges and colour-coded indicators. Dashboards enable senior leaders to monitor budget performance,
cash flow, and variance trends at a glance, facilitating rapid decision-making.

Key Performance Indicator (KPI) Targets are the specific levels of performance that an organisation aims to
achieve. Setting realistic KPI targets during budgeting ensures that financial goals are aligned with clinical
objectives and that resources are allocated appropriately.

Budget Owner is the individual or department responsible for preparing and managing a specific portion of
the budget. Budget owners are accountable for variance analysis, cost control and reporting to senior
management. Clear ownership promotes accountability and improves the accuracy of financial data.

Cost Recovery refers to the process of recouping expenses through revenues generated from services. In
the NHS, cost recovery is limited by the block contract model, but private patient services or research grants
can provide additional income to offset costs.

Grant Funding is financial support provided by governmental bodies, charitable organisations or research
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councils for specific projects. Grants often have strict reporting requirements, and they may be restricted
(must be used for a defined purpose) or unrestricted. Budgeting for grant-related activities requires careful
tracking of eligible costs.

Restricted Funds are monies that must be used for a specific purpose, as stipulated by the donor. In
budgeting, restricted funds are recorded separately from unrestricted income to ensure compliance and to
avoid misallocation.

Unrestricted Funds can be applied to any organisational need. They provide flexibility for covering
operating deficits, investing in infrastructure or responding to emergent priorities.

Capital Lease is a financing arrangement where an asset is leased for most of its useful life, after which
ownership may transfer to the lessee. Capital leases are recorded as assets and liabilities on the balance
sheet, affecting both depreciation expense and debt ratios.

Operating Lease is a short-term rental agreement that does not transfer ownership. Operating leases are
expensed as rental payments and do not appear on the balance sheet, though recent accounting standards
require disclosure of lease liabilities.

Lease-back Arrangement involves selling an asset to a third party and immediately leasing it back. This can
free up cash while retaining use of the asset, but it introduces new lease obligations that must be reflected
in budgeting and financial statements.

Depreciation Policy sets out the method, useful life and residual value for each class of asset. Consistent
application of the depreciation policy ensures comparability across periods and compliance with accounting
standards.

Cost Allocation Base is the factor used to distribute shared costs, such as square footage for facility costs or
full-time equivalents for administrative overhead. Selecting an appropriate allocation base is essential for
accurate cost reporting and for avoiding distortions in departmental budgets.

Indirect Cost Rate is the percentage applied to direct costs to calculate the amount of overhead that can be
charged to a grant or research project. In the NHS, the indirect cost rate is negotiated with funders and
must be justified in the budget.

Cost Recovery Rate measures the proportion of total costs that are covered by revenue. A high cost
recovery rate indicates that the organisation is financially self-sustaining, while a low rate may signal
reliance on subsidies or the need for efficiency improvements.

Break-Even Utilisation is the level of service volume required for a department to cover its fixed and variable
costs. For a diagnostic imaging department, break-even utilisation can be expressed as the number of scans
per week needed to achieve a zero deficit.

Revenue Cycle encompasses all activities from patient registration to final payment collection. Optimising
the revenue cycle reduces days sales outstanding, improves cash flow and enhances the accuracy of
revenue forecasts used in budgeting.
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Cost per Weighted Activity (CWA) is the average cost incurred for each weighted activity unit, where
weighting reflects the relative complexity of services. CWA is used by NHS trusts to benchmark against
national reference costs and to assess efficiency.

Reference Cost is the average unit cost of delivering a specific HRG activity across the NHS. Trusts compare
their own costs to reference costs to identify areas of over- or under-spending.

Cost Transparency refers to the openness with which an organisation reveals its cost structures, pricing and
financial performance. Greater cost transparency can enhance stakeholder trust, support value-based
procurement and facilitate benchmarking.

Financial Sustainability is the ability of a health-care provider to maintain its operations over the long term
without compromising service quality or incurring excessive debt. Sustainable finance requires prudent
budgeting, effective cost control and diversified revenue streams.

Profitability in the NHS context is not measured in traditional profit terms but in the ability to generate a
surplus that can be reinvested in services. Surpluses are often earmarked for capital projects, service
development or debt reduction.

Liquidity denotes the ease with which an organisation can meet its short-term obligations. Liquidity is
assessed through cash flow statements, current ratio and days cash on hand, and it is a critical focus of
budget monitoring.

Solvency reflects the capacity to meet long-term debts and obligations. Solvency ratios, such as
debt-to-equity, indicate the financial robustness of a trust and influence its borrowing capacity for capital
projects.

Funding Forecast projects the amount of money that will be received from various sources over the
budgeting horizon. Accurate funding forecasts incorporate assumptions about tariff changes, grant renewal
rates and policy reforms.

Scenario Forecast explores the financial implications of alternative future states, such as a pandemic surge, a
major policy shift, or a technological disruption. Scenario forecasts help organisations build resilience into
their budgets.

Cash-Flow Statement categorises cash movements into operating, investing and financing activities. It
provides insight into how cash is generated from core services, how it is used for asset purchases, and how
it is raised through borrowing or equity.

Operating Cash Flow measures cash generated from day-to-day activities. Positive operating cash flow
indicates that the organisation can fund its operations without external financing.

Investing Cash Flow reflects cash used for capital expenditures, acquisitions or disposals of assets.
Monitoring investing cash flow helps ensure that capital projects are progressing according to plan and that
funding sources are sufficient.
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Financing Cash Flow records cash received from or paid to lenders and investors, including loan
repayments, interest payments and dividend distributions. In the NHS, financing cash flow may also include
cash received from government borrowing programmes.

Cash-Conversion Cycle (CCC) = Days Inventory Outstanding + Days Sales Outstanding — Days Payable
Outstanding. The CCC measures the time taken to convert cash outflows into cash inflows. Shortening the
CCC improves liquidity and reduces the need for external financing.

Days Inventory Outstanding (DIO) quantifies the average number of days that inventory is held before it is
used. In a hospital pharmacy, high DIO may indicate over-stocking of drugs, tying up cash that could be
deployed elsewhere.

Working Capital Ratio = Current Assets / Current Liabilities. A ratio above 1.2 Is generally considered
healthy for health-care organisations, though the optimal level depends on the mix of receivables, payables
and inventory.

Debt Service Coverage Ratio (DSCR) = Operating Income / Debt Service Payments. DSCR assesses the ability
to meet debt obligations; a ratio above 1.2 Suggests comfortable coverage.

Capital Expenditure (CapEx) refers to outlays for acquiring or upgrading physical assets. CapEx budgeting
requires multi-year planning, cost-benefit analysis, and alignment with strategic priorities.

Operating Expenditure (OpEx) includes all day-to-day costs necessary to run the organisation. OpEx
budgeting is typically annual and must be balanced against projected revenue to achieve a surplus or deficit
target.

Cost Containment strategies aim to limit the growth of expenses while maintaining service quality.
Techniques include renegotiating supplier contracts, standardising clinical pathways, implementing generic
drug substitution and employing lean process improvements.

Lean Management is a methodology that seeks to eliminate waste, streamline processes and improve value
from the patient’s perspective. In budgeting, lean initiatives can reduce variable costs and improve
efficiency, thereby influencing variance outcomes.

Six Sigma focuses on reducing variation and defects in processes. Applying Six Sigma to financial processes
—such as invoice processing or claim submission—can enhance accuracy, speed and compliance, ultimately
contributing to better financial performance.

Performance-Based Budgeting (PBB) ties budget allocations to the achievement of specific performance
outcomes, such as reduced infection rates or shorter waiting times. PBB encourages alignment of financial
resources with strategic health goals.

Zero-Based Forecasting extends zero-based budgeting by requiring forecasts to be built from scratch each
period, rather than relying on historical trends. This approach can uncover hidden cost drivers and promote
a culture of continuous improvement.
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Strategic Cost Management integrates cost considerations into the strategic planning process. By analysing
cost drivers, value chains and competitive positioning, organisations can make informed decisions about
service lines, outsourcing and partnership opportunities.

Outsourcing involves contracting external providers to deliver services that were previously performed
in-house. Outsourcing decisions must be evaluated through cost-benefit analysis, risk assessment and
impact on quality of care.

Joint Venture is a collaborative arrangement where two or more organisations share ownership, risks and
rewards of a new entity. Joint ventures can be used to pool resources for large capital projects, such as a
shared imaging centre, and require careful financial modelling.

Public-Private Partnership (PPP) combines public sector oversight with private sector financing and
expertise. PPPs are commonly used for large infrastructure projects, and they involve complex contractual
arrangements that affect budgetary commitments over many years.

Service Line is a distinct group of related clinical services, such as cardiology, oncology or maternity care.
Budgets are often allocated by service line to reflect the specific resource needs and revenue potential of
each area.

Departmental Budget is the financial plan for a specific department within a trust, such as the pharmacy or
radiology department. Departmental budgets are prepared by budget owners and must align with the
overall organisational budget.

Programme Budget aggregates the budgets of multiple related projects or initiatives under a single
umbrella, facilitating coordinated management and reporting. Programme budgets are common for large
transformation programmes, such as electronic health record implementation.

Project Budget details the financial resources required for a specific project, including labour, materials,
equipment and contingency. Project budgets are subject to strict monitoring and must be approved by the
project board.
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