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The Organisation

The Prescription Pricing Authority is an NHS Special Health Authority that supports
the delivery of primary healthcare services within the National Health Service in
England. Our work is focused upon the payment, information and budget
management of significant numbers of professionals involved in front-line patient
care. Our prescribing information systems provide the basic building blocks for
performance management in the primary care sector.

The PPA was established under the National Health Service Act 1977 and
reconstituted under that Act in 1990.

Our main functions are:

to calculate and make payments for amounts due to pharmacists and appliance
contractors, and calculate amounts due to general practitioners, for supplying
drugs and appliances prescribed under the NHS;

to produce information for General Practitioners (GPs), Primary Care Trusts
(PCTs) and other NHS stakeholders about prescribing volumes, trends and costs;

to manage the NHS Low Income Scheme (LIS) and a range of exemption and
pre-payment certificates offering help with health costs;

to produce the Drug Tariff containing the reimbursement prices of a range of
prescribable items and remuneration rules;

to provide managed financial and human resources services to a range of
external public bodies.



Our Vision

Everything we do is linked to our governing vision:

To support effective patient care by delivering high quality services
and management information across the NHS.

The PPA exists to add value to the NHS, supporting front-line healthcare by
operating national services that are cost effective and efficient. These national
services provide the means for transactions to be handled consistently. By drawing
comprehensive data from these transactions, we can also enable meaningful
comparisons to be made across England's health economy.

We provide five core types of service:

Service Type

Principal Stakeholder

Payment Services — processing over two
million prescription-items for payment
every working day.

10,000 community pharmacy
contractors are paid directly, 4,400
dispensing doctor payments are
calculated for payment by PCTs

Information Services — analysing each
item to form the basis of our prescribing
information services.

PCTs receive a range of prescribing and
financial information. National
information services support other NHS
bodies.

Patient Services — administering
exemption or assistance with health costs
for those who need it.

Over five million NHS patients receive
these services

Managed Services — underpinning our
own direct services and those of other
NHS organisations.

Supporting the Modernisation Agency,
NHSU, NHS Direct and other national
bodies with Finance and HR services

Regulatory Services — providing
regulatory and administrative support to
the Department of Health to enable it to
manage a range of pharmaceutical
services.

Services which support prescribers
and dispensers and which enable the
Department of Health to implement
policy effectively and holistically

For each service, we will continue to measure the effective delivery of the service;
the quality of what we deliver; the efficiency with which we deliver it; and the
satisfaction of service users with what they receive. We will continue to set realistic
but stretching targets for effectiveness, efficiency and quality performance indicators.




Management Report

The year from April 2004 to March 2005 was dominated for the PPA by the
Department of Health’s (DH) review of its Arm’s Length Bodies (ALB). The review,
which was first outlined in the autumn of 2003, produced a report, in July 2004,
outlining a new configuration that reduces the number of ALBs from 38 to 20. The
outcome for the PPA is that it will merge with other bodies providing services for
frontline NHS organisations into the new NHS Business Services Authority in
2005-06. A subsequent report in November 2004 provided an implementation
framework for these changes. Much time and effort has been dedicated to
supporting the review, responding to investigations and to developing the
implementation framework into action at the organisational level.

The Authority has sought to minimise the effect of the uncertainty this review has
brought on the delivery of its core services. In fact, significant developments have
been pursued and achieved within the year.

Capacity Improvement Programme (CIP)

On current trends, it is estimated that the NHS will dispense almost 1 billion
prescription items in the community by 2010-11. This is more than a 40% increase
on current volumes processed by the PPA. The current equipment used for data
capture is no longer manufactured and the ability of the maintenance provider to
keep the equipment operating at the level required is limited. A timescale for the
replacement of the systems had to be set.

Throughout 2004-05, the PPA has been developing a working CIP model to prove
the various components, levels of automation and staff throughput upon which the
CIP business case is based. The purpose of the CIP is to provide an increase in
prescription processing capacity and put in place the ability automatically to process
both paper and electronic prescription payment claims. From 2006, electronic
reimbursement claims will be submitted by contractors as the Electronic
Transmission of Prescriptions (ETP) is rolled out across England. The processing
infrastructure developed under the CIP must be capable of facilitating the
changeover from paper to electronic in a way that optimises the efficiency of each
process.

The payback of the investment to drive CIP forward is less than one year. Recurring
savings of over £20 million will result, which would be available for reallocation to
front line patient care. CIP offers a more flexible processing environment. The new
system will allow changes to policy to be introduced at a much-reduced cost, which
will influence take-up of the medium-term outcomes of the Shipman Inquiry, amongst
other areas.

The latter part of 2004-05 saw much effort in developing and promoting the case for
CIP within the context of the ALB review programme.

European Health Insurance Card (EHIC)

The Department of Health International Division (DH(ID)) has commissioned the PPA
to administer a replacement system for the existing E111s, enabling access to
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medical treatment across Europe, available from the Post Office. This is to conform
to EC regulations that require cards to be issued in a standard format across Europe.

The EHIC will apply to an individual and it would not apply to a whole family, unlike
the current E111. The DH(ID) set up a project to deliver this commitment with the
PPA as the service provider.

From September 2004, PPA started to receive revised individual E111 application
forms from the Post Office. From December 2004, the PPA began to process E111
forms storing records in a central repository. Cards will be issued from September
2005, with all E111 forms currently in circulation becoming obsolete from the end of
December. The card production was outsourced following a successful e-auction in
February 2005. It has been estimated that up to 25 million cards may be issued in
the first 18 months of operating this service.

Help with Health Costs

A meeting was held with the DH to discuss and agree a protocol governing the
respective roles of DH and PPA in producing and promoting Help with Health Costs
literature. This established that all Help with Health Costs material would utilise a
single brand image with work towards eliminating out of date and misleading
information for patients. As a result, a quick guide to Help with Health Costs has
been devised and published to promote awareness of the schemes within this
heading more accessibly than is possible with the comprehensive and detailed HC11
document, which sets out all relevant material on individual entittement and scheme
administration.

Shipman Inquiry

The Fourth Report of the Shipman Inquiry, The Regulation of Controlled Drugs in the
Community was laid before Parliament on 15 July 2004. The report made a number
of recommendations that will have an impact on the arrangements for prescribing,
dispensing, supplying, recording and monitoring of controlled drugs in the
community.

At the request of the DH, the PPA provided details of how and when it could provide
short to medium-term solutions related to the capture of data related to controlled
drug private prescriptions and signed orders. These have resulted in specifications
to design a new private controlled drug script, NHS controlled drug script and
controlled drug requisition, in the period up to March 2007.

Forecasting PCT Expenditure

The accuracy of the forecast outturn figures provided to PCTs in the PPA information
systems and paper reports has been questioned by PCT stakeholders. The PPA
therefore investigated whether the current method for producing the forecast of PCT
expenditure can be improved. Consequently, the utility of a moving averages
method is now being tested with a small number of PCTs. This will provide
stakeholder feedback on the value of changing the forecast method. If the feedback
is positive, the new forecasting method will then be used more widely.



Business and Financial Planning

The continued development of many of these work areas was included in the
planning process for 2005-06. This deviated from the established planning round to
reflect the requirements of the ALB review. Initial draft plans were submitted in
January 2005.

As the suggested timescale for concluding the process of reviewing the plans was
inconsistent with the need for an early decision to uplift the proposed Gross
Operating Cost (GOC) target for 2005-06 to enable the EHIC project to proceed
according to plan and CIP to be developed, these issues were pursued with the DH.

Formal notification of the PPA budget was received on 16 March 2005 and showed a
significant reduction from the January position. The impact was fully assessed as
part of submitting a final draft Business and Financial plan to DH at the end of April
2005.

Transfer of Financial Services

In the light of the statement in the ALB Review Implementation Framework, that all
ALBs should expect to achieve Gershon savings in finance services by migrating
them “speedily” to NHS Shared Business Services Ltd — a joint venture company.
The PPA discussed the potential migration and timing options with NHS SBSL. In
March, these discussions led to the announcement that, subject to business case
approval, PPA financial services would transfer to NHS SBSL from April 2006.

Conclusion

The impact of the ALB Review overall has been to curtail the development of some
services. This is evident in the performance summary overleaf. The Authority has
maintained, as a matter of priority, those developments discussed here which
contribute to the future efficiency and effectiveness of the services currently offered
by the PPA and which will enable their successful transfer into the NHS Business
Services Authority.



Performance Against the PPA’s Objectives for 2004-05

Overall, the PPA Business Plan contained 133 target areas at the year-end, including
targets that were added during the year.

Of these, 47 were complete and 51 were continuing at or above target.

During the year 23 targets were deleted to accommodate additional work associated
with the Arm’s Length Body Review, 3 were put on-hold and 9 were reprioritised
externally to the organisation.

These are summarised below against the eight business plan sections:

Table 1

Section Complete | On Target ?g%veet Iiﬁt:)erzig)(lj On-Hold
1. Payment Services 3

2. Information Services 12 2 2 6

3. Patient Services 3 10

4. Regulatory Services 3 4 1 1
5. Managed Services 4 5

6. Capacity Improvement & ETP 3 5

7. External Environment 10 15 3

8. Managing Ourselves 11 5 2

46 49 3 9 3

Performance against the Authority’s Key Performance Indicators, which are
represented in the overall objectives, is monitored throughout the year and reported
monthly. The Results for 2004-05 are tabulated in Tables 2 and 3, below:



Table 2 - SERVICE AVAILABILITY AND KEY DATES

PAYMENTS

INFORMATION SERVICES

Month
Prescriptions

Final Authorised

Final Authorised

Dispensed or Payment to Pharmacy | Payment to Appliance ePACT .net Prescribing Toolkit PCT Board Report

Request Contractors Contractors

Keyed . . . . .
Target Achieved Target Achieved Target Achieved Target Achieved Target Achieved

Jan 04 01 Apr 04 | 01 Apr 04

Feb 04 30 April 04 | 30 Apr 04 | 01 Apr04 | 01 Apr 04 15 Apr 04 | 07 Apr 04

Mar 04 01 Jun 04 | 01 Jun 04 | 30 April 04 | 30 Apr 04 13 May 04 | 07 May 04 | 17 May 04 | 18 May 04 | 18 May 04 | 17 May 04

Apr 04 01Jul04 | 30 Jun 04 | 01 Jun 04 | 01 Jun 04 14 Jun 04 | 08 Jun 04

May 04 30Jul04 | 30Jul04 [ 01 Jul04 | 30 Jun 04 13 Jul 04 | 07 Jul 04

Jun 04 01Sep 04 | 01Sep 04 | 30 Jul 04 | 30 Jul 04 11 Aug 04 | 05 Aug 04 | 16 Aug 04 | 16 Aug 04 | 17 Aug 04 | 17 Aug 04

Jul 04 010Oct04 | 01 0Oct04 | 01 Sep 04 | 01 Sep 04 || 14 Sep 04 | 08 Sep 04

Aug 04 01 Nov 04 | 01 Nov 04 | 01 Oct04 | 01 Oct 04 12 Oct 04 | 06 Oct 04

Sep 04 01 Dec04 | 01 Dec04 | 01 Nov04 | 01 Nov 04 || 10 Nov 04 | 08 Nov 04 | 15 Nov 04 | 15 Nov 04 | 16 Nov 04 | 15 Nov 04

Oct 04 31 Dec04 | 31 Dec04 | 01 Dec 04 | 01 Dec 04 || 10 Dec 04 | 09 Dec 04

Nov 04 01 Feb 05 | 01 Feb 05 | 31 Dec 04 | 31 Dec 04 14 Jan 05 | 11 Jan 05

Dec 04 01 Mar 05 | 01 Mar 05 | 01 Feb 05 | 01 Feb 05 15Feb 05 | 09 Feb 05 | 18 Feb 05 | 18 Feb 05 | 21 Feb 05 | 18 Feb 05

Jan 05 01 Mar 05 | 01 Mar 05 17 Mar 05 | 08 Mar 05

Feb 05

Mar 05

Apr 05

Basis of First day of second month First day of month following Data by Midnight on 6th 9 working days after 10 working days after

availability following submission or submission or earlier if not  working day after processing ends. processing ends

earlier if not a working day
(except April)

a working day (except
April)

processing month

Availability of quarterly
updates



INFORMATION SERVICES (continued)

Month
Prescriptions IPP PACT Standard PACT Catalogue PCA PMD
Dispensed or

Request

Keyed Target Achieved Target Achieved Target Achieved Target Achieved Target Achieved
Jan 04 30 Apr 04 | 30 Apr04 ([ 30 Apr 04* | 19 Mar 04

Feb 04 30 Apr 04 | 20 Apr 04 31 May 04 | 31 May 04 |28 May 04*| 19 Apr 04 | 08 Apr 04 | 05 Apr 04
Mar 04 28 May 04 | 18 May 04 | 06 Jun 04 | 25 May 04 | 30 Jun 04 | 30 Jun 04 | 30 Jun 04* | 18 Jun 04 | 10 May 04 | 07 May 04
Apr 04 30Jun 04 | 21 Jun 04 30Jul04 | 30Jul04 | 30Jun04 | 18 Jun 04 | 09 Jun 04 | 08 Jun 04
May 04 30 Jul 04 | 22 Jul 04 31Aug 04 | 31 Aug 04 | 30Jul04 | 19Jun 04 | 08 Jul 04 | 07 Jul 04
Jun 04 31 Aug 04 | 19 Aug 04 | 05Sep 04 | 20 Aug 04 | 30 Sep 04 | 30 Sep 04 | 31 Aug 04 | 19 Aug 04 | 06 Aug 04 | 05 Aug 04
Jul 04 30 Sep 04 | 21 Sep 04 310ct04 | 310ct04 [ 30 Sep 04 | 17 Sep 04 | 09 Sep 04 | 08 Sep 04
Aug 04 29 0ct04 | 22 Oct 04 30Nov 04 | 30 Nov04 | 290ct04 | 22 Oct 04 | 07 Oct 04 | 06 Oct 04
Sep 04 30Nov 04 | 19Nov 04 | 05Dec 04 | 19 Nov 04 | 31 Dec 04 | 31 Dec 04 | 30 Nov 04 | 30 Nov 04 | 05 Nov 04 | 04 Nov 04
Oct 04 31 Dec 04 | 21 Dec 04 31Jan 05 | 31 Jan 05 | 31 Dec 04 | 20 Dec 04 | 07 Dec 04 | 06 Dec 04
Nov 04 31 Jan 05 | 22 Jan 05 28 Feb 05 | 28 Feb 05 | 31Jan 05 | 18 Jan 05 | 11 Jan 05 | 10 Jan 05
Dec 04 28 Feb 05 | 22 Feb 05 | 06 Mar 05 | 23 Feb 05 | 31 Mar 05 | 31 Mar 05 | 28 Feb 05 | 21 Feb 05 | 10 Feb 05 | 08 Feb 05
Jan 05 31 Mar 05 | 21 Mar 05 31 Mar 05 | 31 Mar 05 | 14 Mar 05 | 08 Mar 05
Feb 05

Mar 05

Apr 05

Basis of Last working day of second Nine weeks after end of End of month after month  Last working day of 2™ 3 working days after

availability month after dispensing week that dispensing in which request was keyed month after dispensing processing ends

month

quarter is completed

or the data become

available

month (*former derivation)




INFORMATION SERVICES (continued)

DRUG TARIFF

Month
Prescriptions

To be received by
designated NHS bodies

Dispensed or Hospital ePACT PD1 PD2 three days prior to the
Request applicable month
Keyed Achieved | Achieved Target Achieved Target Achieved Target Achieved
Jan 04 14 Apr 04 | 25 Mar 04
Feb 04 15 Apr 04 | 07 Apr 04 | 14 May 04 | 30 Apr 04
Mar 04 13 May 04 | 07 May 04 | 13 Jun 04 | 28 May 04 | 13 Jun 04 | 07 May 04
Apr 04 14 Jun04 | 08 Jun 04 | 13 Jul 04 | 29 Jun 04
May 04 13Jul 04 | 07 Jul 04 | 12 Aug 04 | 02 Aug 04 28 Apr 04 | 28 Apr 04
Jun 04 11 Aug 04 | 05 Aug 04 | 13 Sep 04 | 27 Aug 04 | 17 Aug 04 | 09 Aug 04 || 29 May 04 | 26 May 04
Jul 04 14 Sep 04 | 08 Sep 04 | 13 Oct 04 | 05 Oct 04 28 Jun 04 | 28 Jun 04
Aug 04 120ct04 | 06 Oct 04 | 12 Nov 04 | 28 Oct 04 28 Jul 04 | 28 Jul 04
Sep 04 10 Nov 04 | 08 Nov 04 | 13 Dec 04 | 26 Nov 04 | 16 Nov 04 | 09 Nov 04 || 28 Aug 04 | 26 Aug 04
Oct 04 10 Dec 04 | 09 Dec 04 | 18 Jan 05 | 23 Dec 04 28 Sep 04 | 28 Sep 04
Nov 04 14 Jan 05 | 11 Jan 05 | 11 Feb 05 | 31 Jan 05 29 Oct 04 | 27 Oct 04
Dec 04 15 Feb 05 | 09 Feb 05 | 15 Mar 05 | 01 Mar 05 | 21 Feb 05 | 07 Feb 05 || 28 Nov 04 | 26 Nov 04
Jan 05 17 Mar 05 | 08 Mar 05 29 Dec 04 | 22 Dec 04
Feb 05 29 Jan 05 | 27 Jan 05
Mar 05 26 Feb 05 | 24 Feb 05
Apr 05 29 Mar 05 | 24 Mar 05
Basis of 20 working days after 1 week after PACT

availability payment schedule Standards

(Schedule is produced by
15th of month after

submission)
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Table 3 - VOLUME PERFORMANCE MEASURES

Payment Patient Services
Performance Accuracy to be || To assess 97% | Clear 99% of all | Clear 99% of |Clear 99% of LIS| Clear 99% of | Assess 97% of
Month at least 99.8% of LIS claims complete LIS | resubmitted LIS misc. items certificate certificate
net accurately claims within 15 | claims within 5 | within 5 working | applications applications
(cumulative working days of | working days days within 5 working accurately
yearly target) receipt days
Apr-04 99.97 94.9 100.00 100.00 99.60 99.80 93.3
May-04 99.93 96.2 100.00 100.00 99.70 99.90 94.5
Jun-04 100.00 96.2 100.00 99.34 99.48 100.00 94.7
Jul-04 99.98 96.2 100.00 99.80 99.50 100.00 94.5
Aug-04 99.99 96.6 100.00 100.00 99.40 100.00 95.1
Sep-04 99.99 96.8 100.00 100.00 99.98 100.00 95.4
Oct-04 99.98 96.3 99.60 99.70 99.40 100.00 95.3
Nov-04 99.94 96.0 99.90 100.00 99.70 99.60 95.3
Dec-04 99.94 96.0 99.90 100.00 99.57 100.00 95.3
Jan-05 99.90 96.2 99.98 100.00 99.86 100.00 95.4
Feb-05 99.92 96.2 99.97 100.00 99.70 100.00 95.3
Mar-05 99.92 95.4 99.94 100.00 99.98 100.00 96.1
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COMPLAINTS HANDLING

In total, 1,714 complaints were recorded during the year, compared with 1,199 during
the previous year. This is an increase of 43% and is driven by an increase in the
number of complaints recorded from pharmacy contractors about Prescriptions
referred back to them for additional information to be added. This increase resulted
in a significant peak in complaints between November 2004 and February 2005,
compared to previous years.

The underlying trend in most areas other than Operations Processing (and in
Processing outside this four-month period) remains flat. There is a fall in the number
of complaints about Patient Services, with the most significant drop coming from the
Low Income Scheme. All complaints were subject to local resolution.

There was one complaint investigation referred from the Health Services
Ombudsman that, in outcome, recommended modification to the corporate
complaints system, which was implemented for 2005-06.

Table 4

c C
£ o £
3 o = o N3
S o] N — N = [ —
- D £ £ & £ S 2 3

= (&} e c =i - () 0 =

© Q = = €N = 1= 5 [7)

a 14 R 208w 20 o v 8%

g 0 0T " TT O v g D " TT O

Q- < 8o ol o o 0o oo

Oo 5 c o c o3& c o853 c o35

s = S Q £ Q£ 2+ 9E£53 £ 2+

€ 8 £ < aEx9 FEEE aExg

S @ o O O 009 = ©9ES © o0 3

= (&) X = ¥ 28w, Xx==22a ¥ 8,
Apr-04 253 222 27 4 0
May-04 89 78 3 0 8
Jun-04 104 96 7 0 1
Jul-04 106 97 8 0 1
Aug-04 76 70 5 0 1
Sep-04 77 76 0 0 1
Oct-04 100 98 1 0 1
Nov-04 193 160 7 26 0
Dec-04 220 214 6 0 0
Jan-05 302 295 5 0 2
Feb-05 135 130 5 0
Mar-05 59 54 5 0 0
Totals 1,714 1,590 79 30 15

* Cases where further information is being sought from complainant or other body before a
substantive response can be provided.
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Equal Opportunities Statement

The PPA is committed to providing equality of opportunity for all employees. It is also
committed to the application of employment practices, policies and procedures which
positively value diversity and which aim to ensure that all employees and potential
employees receive fair, equitable and consistent treatment. It is intended that no-one
should receive less favourable treatment or be subject to direct or indirect
discrimination on grounds of race, colour, nationality, ethnic origin, gender, sexual
orientation, marital status, age, disability, religion, political affiliation, trade union
membership or criminal record.

This policy is complementary to the General Whitley Council Equal Opportunities
Agreement.

The PPA has a single Committee dealing with Race Relations and Equality &
Diversity, within a strategic framework, to ensure that commitment to equality issues
is an inherent part of the direction of the Authority. This strategic framework is
modelled on NHS best practice; the Positively Diverse Framework which has been
acknowledged by the DH as key to supporting the NHS’s equality and diversity
agenda by promoting approaches to increase workforce diversity and improve
equality standards.

Public Interest and Other Disclosures

The full Statement on Internal Control forms part of the annual accounts.
Full details of senior managers' remuneration are given in note 2.3 to the accounts.

Details of compliance with the Better Payments Practice Code are given in note 2.4
to the accounts.

Members of the Prescription Pricing Authority

Mrs Anne Galbraith OBE

Chairman

Appointed January 2000

Appointed Chairman November 2001
Chairman of the Remuneration Committee

Mr Nick Scholte
Chief Executive
Appointed March 1999

Dr Mohammed Ali OBE

Chief Executive, Quest for Economic Development Ltd
Appointed February 2000

Member of the Audit Committee

Mr Martin Bennett
Managing Director, Associated Chemists (Wicker) Ltd - Community Pharmacist
Appointed December 1996
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Member of the Audit Committee

Mr Kieron Murphy

Chief Executive, East Staffordshire Primary Care Trust
Appointed November 2002

Member of the Audit Committee

Mr John Norman

Owner and Director, Personnel Matters - Human Resources Consultancy
Appointed January 1999

Member of the Remuneration Committee

Dr Sarah Purdy

Principal in General Practice
Appointed January 1999

Member of the Remuneration Committee

Dr James Stockwell

Director and Shareholder, Denmans Assignments Ltd.
Appointed January 2002

Chairman of the Audit Committee

Register of Interests — 2004-05
Dr Mohammed Ali OBE

Chief Executive - Quest for Economic Development Limited

Member, Learning & Skills Council (West Yorkshire)

Member, Association of Chief Executives of Voluntary Organisations Board
Director, Alquest Ltd

Member, University of Bradford Council

Member, National Consumer Council Advisory Group

Non-Executive Member of the Prescription Pricing Authority

Martin Bennett, BPharm, FRPharmsS, FIPharmM

e Managing Director - Associated Chemists (Wicker) Ltd., 61 - 71 Wicker,
Sheffield, S3 8HT. Also trading as HLC - Sheffield Mobility Shop, the
Handicapped Living Centre, H+H System, Wicker Pharmacy, Wicker Mobility
Shop

Non-Trading Company Director - Handicapped Living Centres Ltd
Secretary - Sheffield Local Pharmaceutical Committee

Director - National Pharmaceutical Association Ltd

Director - NPA Services Ltd

Director - Chemists' Defence Association Ltd

Non-Executive Director - Committee of Management of the Pharmaceutical and
General Provident Society Ltd

e Non-Executive Member of the Prescription Pricing Authority

Anne Galbraith OBE

e Self Employed, Health and Education Consultant
e Trustee of a charity raising funds for cystic fibrosis
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e Chairman of the Valuation Tribunal Service
e Chairman of the Prescription Pricing Authority

Kieron Murphy

e Chief Executive - Solihull Primary Care Trust
¢ Non-Executive Member of the Prescription Pricing Authority

John Norman

Owner and Director - Personnel Matters - Human Resources Consultancy

Vice Chairman and Non-Executive Board Member - Bedfordshire Pilgrims
Housing Association

Trustee and Non-Executive Board Member - The Guinness Trust
Non-Executive Director - OCP

Non-Executive Member of the Prescription Pricing Authority

Dr Sarah Purdy FRCGP

¢ General Practitioner

e Honorary Senior Lecturer, University of Newcastle

e Education and Consultancy for NHS and other organisations on a self
employed basis

¢ Non-Executive Member of the Prescription Pricing Authority

Nick Scholte

o Chief Executive of the Prescription Pricing Authority
¢ No other interests to declare

Dr Jim Stockwell

e Director and Shareholder in Denmans Assignments Ltd
¢ Non-Executive Member of the Prescription Pricing Authority

Notes to the Register of Interests

The Secretary of State has agreed that NHS Authorities should maintain a formal
register of Members' interests which should be made publicly available, on request,
in the offices of the Authority.

The Register should include details of all directorships and other relevant and
material interests which have been declared by both executive and non-executive
Board Members.

Interests which should be regarded as "relevant and material" are:

o Directorships including non-executive directorships held in private companies or
PLCs (with the exception of those of dormant companies);

e Ownership or part ownership of private companies, businesses or consultancies
likely or possibly seeking to do business with the NHS;

e Majority or controlling shareholdings in organisations likely or possibly seeking to
do business with the NHS;

e A position of authority in a charity or voluntary body in the field of health or social
care;

¢ Any connection with a voluntary or other body contracting for any NHS services.
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Any changes in interests should also be declared in writing within four weeks of the
change occurring, and recorded in the Board Minutes.

Board Members' Directorships of companies likely or possibly seeking to do business
with the NHS should be published in the Board's Annual Report. The information
should be kept up to date for inclusion in succeeding Annual Reports.

During the course of a Board meeting, if a conflict of interest is established, the
Board Members concerned should withdraw from the meeting, and play no part in the
relevant discussion or decision. This goes further than the present Regulations and
will be reflected in Standing Orders.

Appointments
A panel consisting of the Chairman of the Authority and representatives of the DH
appointed the Chief Executive. The Chairman and non-executive members of the

Authority are appointed for a fixed term of three years. Non-executive appointments
are the responsibility of the NHS Appointments Commission.
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Foreword

The accounts for the year ended 31 March 2005 have been prepared in accordance with the
Direction given by the Secretary of State for Health under section 98(2) of the NHS Act 1977 (as
amended) and in a format as instructed by the Department of Health with the approval of HM
Treasury.

The Prescription Pricing Authority (the Authority) is constituted under the Prescription Pricing
Authority Constitution Order 1990 (as amended). The Authority undertakes a range of functions
on behalf of the Secretary of State for Health. These include:

e The examination, checking, investigation and pricing of prescriptions for drugs, medicines
and listed appliances, supplied as pharmaceutical services under the NHS Act 1977;

e The calculation of reimbursements due to dispensing contractors in the primary care sector
and payments to pharmacy contractors, including notification to Health Authorities of
amounts paid for budgetary purposes;

e The prompt and regular provision of information, analysing costs and prescribing trends of
General Practitioners, together with an analysis of the number of prescriptions;

e The compilation, publication and distribution on a monthly basis of the Drug Tariff in a
manner approved by the Secretary of State for Health;

e The administration on behalf of the Secretary of State for Health of the NHS Low Income
Scheme in accordance with the provisions of the NHS (Travelling Expenses and Remission
of Charges) Regulations 1988 (as amended);

e The issue of NHS prepayment certificates to the public and collection of income deriving
from this;

e Theissue of NHS Tax Credit Exemption Certificates;

e The processing of E111 Health Insurance applications.

A further set of accounts is produced in relation to payments made in respect of pharmaceutical
services that are not accounted for by Primary Care Trusts (PCTs) or NHS Hospital Trusts for the
payment of pharmacists, appliance contracts and oxygen concentrator suppliers. The basic cost
of drugs and any discretionary local payments are recharged back to the prescribing body and
are included in their accounts. Dispensing fees, patient charges and non-discretionary payments
are accounted for by the Authority separately within the Pharmaceutical Memorandum Account.
The Authority calculates and authorises the payments for dispensing doctors and personal
administration claims, but the actual payments to GPs are made by Primary Care Trusts.

The Authority has no contractual relationship with dispensers, who work under contract to their
local Primary Care Trust. The Authority does not, therefore, authorise the payment of additional
fees or monitor the quality of service provided by dispensers. In relation to patient exemption
checking the Authority has no power to instruct the dispenser to ensure that the patient
exemption is claimed correctly.

The Authority reported a net operating cost of £72.7 million, which was £2 million below the
revenue resource limit of £74.7 million. The capital resource outturn was £4.7 million, which was
£143k below the capital resource limit of £4.8 million (shown in Notes 3.1 and 3.2).

The Authority was also required to stay within the overall cash limit of £74.8 million. This was

achieved and there was a balance of £1.2 million in the Authority’s bank accounts at 31 March
2005.
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The Authority experienced major funding changes during 2004/05. These include financing of
£1.56 million to develop the European Health Insurance Card (EHIC) and to process data for the
existing E111 scheme. Total funding of £0.8 million was received for the administration and
implementation of Agenda for Change and £0.4 million for the production of Help with Health
Costs publicity material. The Authority identified funding from within the revenue allocation to
finance the transition costs in relation to the Capacity Improvement Programme (CIP).

Major capital schemes undertaken during the year included major hardware components to
enable the delivery of EHIC and to accommodate growth in image processing for CIP and the
replacement of the mainframe cartridge decks for the retention of historical prescription data.

The Authority’s uplift from the Department of Health to cover inflation and pay awards was 2.5%.

However the cost to the Authority of the Administrative and Clerical Staffs pay award amounted
to 3.225%. The shortfall of £325k was met by efficiencies generated through cost improvement
programmes.

The Authority agreed with the Department of Health a total brokerage of £6 million from 2003/04
to 2004/05 to fund the development of CIP. However, the Authority returned a total of £7.8
million to the Department of Health due to delays in the implementation of the programme.
Reductions of £5.8 million and £2 million were made to the Authority’s revenue cash and
resource limits.

The Authority has continued to provide financial and human resources services to a range of
external bodies throughout 2004/05. Cash limits in excess of £123 million were given to cover
expenditure by the following organisations:

e NHS Modernisation Agency
e Health and Social Care Change Agents Team
e Modernising Medical Careers

The remaining organisations provided funding or were invoiced to cover expenditure incurred on
their behalf to the value of £90 million:

NHS Direct

National Primary Care Development Team

NHSU

NHS Counter Fraud and Security Management Services
Department of Health Expert Patients Programme

This expenditure is not included in the Authority’s Income and Expenditure accounts and is
recharged back to the originating organisation. However, the Authority’s costs incurred in
providing these services have been included along with the total contribution from the
organisations of £951k towards these costs. There are residual debtor/creditor balances within
the Balance Sheet reflecting the relative cash positions of each organisation as at 31%' March
2005.

The Authority used the cash limits globally to fund the expenditure of the bodies above. Total
cash drawings were £190 million. The global cash limit was £198 million.
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As a result of the Arms Length Body Review the Authority’s financial services function is
expected to transfer to the NHS Shared Business Services Ltd by 1 April 2006. The Authority
will continue to provide financial services to a reduced number of organisations until this time.

The statement of Internal Control contained within these accounts refers to those controls that
are the responsibility of the Authority and does not include those operated by third parties.

Over 98% of the value of invoices received are paid within 30 days.

The level of debtors and prepayments has risen by £3.1 million. However, £2.5 million of
outstanding debtors at 31 March related to funding in respect of expenditure incurred on behalf
of Managed Service organisations. The level of payments which have been prepaid has fallen
by £0.6 million as a result of savings on maintenance costs on IT equipment.

The level of creditors has risen by £1.0 million. Part of this increase is a provision for deferred
income of £435k. This relates to the receipt of compensation for the compulsory purchase of
PPA Rented property in Liverpool. Part of this compensation was for the increased rent on the
new property the PPA had to acquire and therefore a deferred income account was raised to
offset the higher level of rent over the next five years.

Summary

The Authority has achieved another successful financial year. Revenue and capital expenditure

has been managed within the allocated cash and resource limits. Despite unforeseen delays,
considerable investment has been made in developing CIP and EHIC.

Signed Nick Scholte - Chief Executive

Dated: 6™ July 2005
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STATEMENT OF THE CHIEF EXECUTIVE’S RESPONSIBILITIES AS THE
ACCOUNTING OFFICER OF THE ORGANISATION

The Secretary of State has directed that the Chief Executive should be the Accounting
Officer to the organisation. The relevant responsibilities of Accounting Officers are set
out in the Accounting Officers Memorandum issued by the Department of Health. These
include ensuring that:

there are effective management systems in place to safeguard public funds and
assets and assist in the implementation of corporate governance;

value for money is achieved from the resources available to the authority;

the expenditure and income of the authority has been applied to the purposes
intended by Parliament and conform to the authorities which govern them;

effective and sound financial management systems are in place; and

annual statutory accounts are prepared in a format directed by the Secretary of
State with the approval of the Treasury, under section 98(2) of the NHS Act 1977,
to give a true and fair view of the state of affairs as at the end of the financial year
and the net operating cost, recognised gains and losses and cash flows for the
year.

To the best of my knowledge and belief, | have properly discharged the responsibilities
set out in my letter of appointment as an Accounting Officer.

Signed Nick Scholte - Chief Executive

Dated: 6" July 2005
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STATEMENT OF INTERNAL CONTROL 2004/05

1. Scope of responsibility

The Authority is accountable for internal control. As Accounting Officer, and Chief
Executive of this Authority, | have responsibility for maintaining a sound system of
internal control that supports the achievement of the organisation’s policies, aims and
objectives. | also have responsibility for safeguarding the public funds and the
organisation’s assets for which | am personally responsible as set out in the Accounting
Officer Memorandum.

The Authority occupies a unique position within the National Health Service. Its work is
fundamental to the payment and budget management of significant numbers of
professionals involved in front line patient care. We provide secure, high quality
information services to a range of stakeholders. We are also a national provider of
managed services to the NHS, and support PCTs, Hospital Trusts, and other bodies in
their delivery of patient care.

2. The purpose of the system of internal control

The system of internal control is designed to manage risk to a reasonable level rather
than to eliminate all risk of failure to achieve policies, aims and objectives; it can
therefore only provide reasonable and not absolute assurance of effectiveness. The
system of internal control is based on an ongoing process designed to:

¢ identify and prioritise the risks to the achievement of the organisation’s policies,
aims and objectives;

e evaluate the likelihood of those risks being realised and the impact should they be
realised, and to manage them efficiently, effectively and economically.

The system of internal control has been in place in the Prescription Pricing Authority for
the year ended 31 March 2005 and up to the date of approval of the annual report and
accounts.

3. Capacity to handle risk

The Authority has a range of internal control and risk management processes including
a policy and strategy for risk management, which is endorsed by the Authority, the
Management Board and Audit Committee. The system of internal control comprises:

o Clearly defined organisation structures and delegated authorities appropriate to the
Authority’s business.

e Approval of Authority strategy and business plans by both the Authority and the
Department of Health (DH).

e Regular internal review processes, supported by review with our DH sponsor
branch.

o Authority wide standards, policies and processes on core business activities
including risk management, health and safety, financial management, managers
code of conduct and corporate governance framework.
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An embedding of risk management and business continuity planning, to provide
assurance that should risks materialise, plans are in place to ensure continuity of
operations whilst we return to normal operation.

More specifically the Authority’s risk management policy and strategy is part of the
board assurance framework, and is maintained and developed to ensure continuing
effectiveness. The policy:

Is endorsed by the Chief Executive and members of the Management Board,
demonstrating leadership and commitment to risk management and a sound system
of internal control.

Defines an Audit Committee, chaired by a non-executive member of the Authority,
providing an independent view and advice on governance, risk and control issues.
Includes a risk management group consisting of risk liaison officers which meets
regularly to discuss incidents, significant internal control issues and reviews risk
management progress within each business unit. For further assurance, the Chair of
the Audit Committee also attends.

Describes an assurance framework that overlays business objectives, with areas of
principal risk to achieving objectives, outlining the key controls that provides
assurance that risks are being managed, and with an action plan to mitigate risk
exposure.

Enables the identification and prioritisation of the risks to achieving organisational
policies, aims and objectives.

Describes the Authority’s framework for managing organisational risk at all levels.

The Authority’s risk management arrangements are based on:

4.

A set of risk registers targeted at all organisational layers that is prepared and
maintained throughout the business planning and regular review process.

Staff training to manage risk in a way appropriate to their authority and duties.
Training is augmented by programmes of facilitated risk workshops.

A reporting structure that facilitates the inclusion of risk, control issues and
assurances at Management Board, Authority and Audit committee meetings.
Quarterly reviews of the corporate risk register, reviewing risks and including new
risks where appropriate.

An independent Internal Audit function to provide assurance on the effectiveness of
the system of internal control.

The risk and control framework

The risk management policy and strategy document describes in detail how the
Authority approaches the management of risk. It describes:

An organisational structure for managing risk that provides independence through
an Audit Committee, assurance via Internal Audit, involvement of non-executive
Directors, organisational accountability for risk management and an operational
group to undertake the work.

How the assurance framework has been applied to our business.

Definitions of risks, and descriptions of the type of risk that the Authority is exposed
to.
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o The framework that enables the Authority to structure its risk management process
at all levels of operation and planning. Risks are passed up and down the
organisation; connected both laterally across the Authority and horizontally through
the planning process.

e How the business planning and review process assists in identifying evaluating and
controlling risk.

Specific areas of risk management include:

e Strategic planning — Risks to the Authority’s strategy are assessed, risk registers are
published and action plans are implemented.

e Business planning — The Management Board discusses risk as a regular agenda
item at quarterly review of the organisational business plan. High profile risks from
directorate business planning are also escalated to this level.

e Operational planning — The Management Board reviews risks to operational targets
on a regular basis. Risks highlighted in directorate planning are escalated to this
review when appropriate.

e Project management — Projects are attributed to programmes of work, with
Management Board members acting as programme directors, responsible for
delivery. Maijor projects are managed using the PRINCE2 methodology. Risks are
considered from both a project and programme perspective.

¢ Risk of opportunity — the Management Board is aware that risk taking can bring both
rewards and penalties. In contributing to understanding more fully the consequences
of taking those risks, management tools such as Six Sigma are utilised to assist in
managing risks with greater confidence.

¢ Quality management — Certification to 1ISO9001:2000 in respective directorates
across the Authority provides additional assurance that key controls are in operation,
audited and fit for purpose.

The Authority is committed to working in partnership with our stakeholders, to improve
communications and influence policy development. Our approach includes:

¢ Understanding stakeholder satisfaction, through surveys, forums, conventions and
an annual open Authority Board meeting.

e Utilising the Authority’s web site as a vital source of information for stakeholders and
the public describing our total range of services.

e Open publication of documents such a risk registers to inform stakeholders of how
we are managing our risks.

e Regular and frequent contact with our sponsor DH branch.

5. Review of effectiveness

As Accounting Officer, | have responsibility for reviewing the effectiveness of the system
of internal control. My review is informed in a number of ways. The Head of Internal
Audit provides me with an opinion on the overall arrangements for gaining assurance
through the Assurance Framework and on the controls reviewed as part of the internal
audit work. Executive managers within the organisation who have responsibility for the
development and maintenance of the system of internal control provide me with
assurance. The Assurance Framework itself provides me with evidence that the
effectiveness of controls that manage the risks to the organisation achieving its principal
objectives have been reviewed. My review is also informed by Internal and External
Audit.
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| have been advised on the implications of the result of my review of the effectiveness
of the system of internal control by the Authority, Management Board, Audit Committee
and Internal Audit. A plan to address weaknesses and ensure continuous improvement
of the system is in place.

The above arrangements have been in place throughout the financial year 2004/05, and
| consider the Authority to be fully compliant with required standards.

In addition, plans requiring implementation in 2004/05 have progressed and appropriate
actions, based on a concept of continuous improvement, have been undertaken:

e There has been further integration and testing of the risk management process with
business continuity planning.

e The Authority has achieved organisation wide accreditation to ISO 14001 (waste
management).

e The risk management policy and strategy has been and continues to be applied to
the project for the delivery of the European Health Insurance Card (EHIC). In
addition Key Performance Indicators in the form of a trend analysis has assisted the
programme board in determining its risk exposure as the project develops towards
implementation.

e In demonstrating a commitment to Risk Management the Authority was one of the
organisations cited as an example of good practice in the NAO publication
‘Managing Risks to Improve Public Services’.

e The Caldicott Guardian has submitted the Authority’s return in relation to Information
Governance. The purpose is to

e Support the provision of high quality care by promoting the effective and
appropriate use of information.

e To encourage responsible staff to work closely together, preventing
duplication of effort and enabling more efficient use of resources.

e To develop support arrangements and provide staff with appropriate tools
and support to enable them to discharge their responsibilities to
consistently high standards.

e To enable the Authority to understand its own performance and manage
improvement in a systematic and effective way.

Future plans for the further embedding of the risk management and the system of
internal control for the coming year are listed below:

e The Authority will manage the risks associated with its merger with other
organisations to form the Business Services Authority

e |n striving for continuous improvement the Authority will consider its position on
implementing the latest advice on integrated governance, as well as the newly
published ‘Good Governance Standards for Public Services’.

o A review of the best practice adopted for the project and risk management of the

EHIC project will be undertaken, to enable further embedding into the assurance
framework.
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Whilst overall accountability and responsibility for risk management lies with the Chief
Executive, all Directors, Managers and Team Leaders will take ownership of their risks
on a day to day basis. The published reporting structure covers the following
responsibilities:

e The Management Board — The Chief Executive has delegated responsibility for the
controls assurance framework to the Director of Finance and Administrative
Services.

e The Audit Committee — To advise the Authority and liaise with the Chief Executive.

e The Risk Management Team — To facilitate the development of, and review,
organisational and directorate risk management programmes, to enable the
Authority to meet its obligations.

¢ Divisional Management Teams — Accept personal responsibility for the active

implementation of the risk management process in their directorate, division or

building, escalating risk action where appropriate.

Internal Audit — Provide the Chief Executive with independent assurance

6. Significant control issues

There are no significant specific control issues to report on this occasion.

Signed: Nick Scholte Chief Executive Officer
(on behalf of the Board)

Dated: 6" July 2005
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PRESCRIPTION PRICING AUTHORITY - Administration Account

The Certificate and Report of the Comptroller and Auditor General to the
Houses of Parliament

| certify that | have audited the financial statements on pages 3 to 26 under the National
Health Service Act 1977. These financial statements have been prepared under the historical
cost convention as modified by the revaluation of certain fixed assets and the accounting
policies set out on pages 6 to 11.

Respective responsibilities of the Chief Executive and Auditor

As described on page 2.1, the Chief Executive is responsible for the preparation of the
financial statements in accordance with the National Health Service Act 1977 and directions
made thereunder by the Secretary of State with the approval of the Treasury and for ensuring
the regularity of financial transactions. The Chief Executive is also responsible for the
preparation of the Foreword. My responsibilities, as independent auditor, are established by
statute and | have regard to the standards and guidance issued by the Auditing Practices
Board and the ethical guidance applicable to the auditing profession.

| report my opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the National Health Service Act 1977 and directions
made thereunder by the Secretary of State for Health with the approval of the Treasury, and
whether in all material respects the expenditure and income have been applied to the
purposes intended by Parliament and the financial transactions conform to the authorities
which govern them. | also report if, in my opinion, the Foreword is not consistent with the
financial statements, if the Authority has not kept proper accounting records, or if | have not
received all the information and explanations | require for my audit.

| read the other information contained within the Annual Report and consider whether it is
consistent with audited financial statements. | consider the implications for my certificate if |
become aware of any apparent misstatements or material inconsistencies with the financial
statements.

| review whether the statement on pages 2.2 to 2.6 reflects the Authority’s compliance with
Treasury’s guidance on the Statement on Internal Control. | report if it does not meet the
requirements specified by Treasury, or if the statement is misleading or inconsistent with
other information | am aware of from my audit of the financial statements. | am not required to
consider, nor have | considered whether the Accounting Officer's Statement on Internal
Control covers all risks and controls. | am also not required to form an opinion on the
effectiveness of the Authority’s corporate governance procedures or its risk and control
procedures.

Basis of audit opinion

| conducted my audit in accordance with United Kingdom Auditing Standards issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant
to the amounts, disclosures and regularity of financial transactions included in the financial
statements. It also includes an assessment of the significant estimates and judgements made
by the Chief Executive in the preparation of the financial statements, and of whether the
accounting policies are appropriate to the Authority’s circumstances, consistently applied and
adequately disclosed.

| planned and performed my audit so as to obtain all the information and explanations which |
considered necessary in order to provide me with sufficient evidence to give reasonable
assurance that the financial statements are free from material misstatement, whether caused
by error, or by fraud or other irregularity and that, in all material respects, the expenditure and
income have been applied to the purposes intended by Parliament and the financial
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transactions conform to the authorities which govern them. In forming my opinion | have also
evaluated the overall adequacy of the presentation of information in the financial statements.

Going Concern

In forming my opinion, | have considered the adequacy of disclosures made in the Foreword
and Statement on Internal Control concerning the expected transfer of functions as a result of
the Arms Length Body Review which is intended to result in the creation of the NHS Business
Services Authority. In view of the significance of uncertainties surrounding this process |
consider that it should be drawn to your attention, but my opinion is not qualified in this
respect.

Opinion

In my opinion:

e the financial statements relating to Administration Accounts give a true and fair view of
the state of affairs of the Prescription Pricing Authority at 31 March 2005 and of the Net
Resource Outturn, recognised gains and losses and cash flows for the year then ended
and have been properly prepared in accordance with the National Health Service Act
1977 and directions made thereunder by the Secretary of State with the approval of the
Treasury; and

e in all material respects the expenditure and income have been applied to the purposes
intended by Parliament and the financial transactions conform to the authorities which
govern them.

| have no observations to make on these financial statements.

National Audit Office

John Bourn
Comptroller and Auditor General 157-197 Buckingham Palace Road
14" July 2005 Victoria

London SW1W 9SP

The maintenance and integrity of the Prescription Pricing Authority's website is the
responsibility of the Accounting Officer; the work carried out by the auditors does not involve
consideration of these matters and accordingly the auditors accept no responsibility for any
changes that may have occurred to the financial statements since they were initially
presented on the web site.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

Operating Cost Statement for the year ended 31 March 2005

2004-05 2003-04
Notes £000 £000

Programme costs 2.1 76,260 67,662
Operating income 4 (3,584) (2,950)
Net operating cost before interest 72,676 64,712
Interest payable 0 0
Net operating cost 72,676 64,712
Net resource outturn 3.1 72,676 64,712
All income and expenditure is derived from continuing operations
Statement of Recognised Gains and Losses for the year ended
31 March 2005

2004-05 2003-04

£000 £000

Unrealised surplus/(deficit) on the revaluation of fixed assets 12.2,12.3  (846) 0
Unrealised surplus/(deficit) on the indexation of fixed assets 12.2,12.3 864 865
Receipt of Donated Assets 12.3 0 0
Fixed asset impairment losses 12.2,12.3 0 (956)
Prior Period Adjustment 0 0
Recognised gains and losses for the financial year 18 (91)

The notes at pages 6 to 26 form part of this account.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

Balance Sheet as at 31 March 2005
31 March 31 March

2005 2004
Notes £000 £000
Fixed assets:
Intangible assets 5.1 966 996
Tangible assets 5.2 18,353 16,345
19,319 17,341
Current assets
Stocks 6 110 180
Debtors 7 8,296 5,218
Cash at bank and in hand 8 1,169 76
9,575 5,474
Creditors: amounts falling due within one year 9.1 (2,148) (1,181)
Net current assets/(liabilities) 7,427 4,293
Total assets less current liabilities 26,746 21,634
Creditors: amounts falling due after more than one year 9.2 0 0
Provisions for liabilities and charges 10 (916) (439)
25,830 21,195
Taxpayers' equity
General Fund 12.1 24,914 20,297
Revaluation reserve 12.2 916 898
Donated asset reserve 12.3 0 0
25,830 21,195
The notes at pages 6 to 26 form part of this account.
Signed: Date: 6th July 2005

Nick Scholte
Accounting Officer
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

Cash Flow Statement for the year ended 31 March 2005

Net cash (outflow) from operating activities

Servicing of finance

Interest paid

Interest elements of finance leases

Net cash (outflow) from servicing finance

Capital expenditure and financial investment:
(Payments) to acquire intangible fixed assets
(Payments) to acquire tangible fixed assets

Receipts from disposal of intangible fixed assets
Receipts from disposal of tangible fixed assets

Net cash inflow/(outflow) from investing activities

Net cash (outflow) before financing
Financing

Net Parliamentary funding

Capital element of finance leases

Donations

Increasel/(decrease) in cash in the period

The notes at pages 6 to 26 form part of this account.
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2004-05  2003-04
Notes  £000 £000

13 (70,546)  (60,421)

0 0

0 0

0 0

0 0

(243) (784)

(4,595) (3,040)

0 0

0 0

(4,838) (3,824)

(75,384)  (64,245)

12.1 76,477 64,196

0 0

0 0

8 1,003 (49)




ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

11

1.2

1.3

1.4

Accounting Policies

The financial statements have been prepared in accordance with the Resource
Accounting Manual issued by HM Treasury. The particular accounting policies
adopted by the Authority are described below. They have been consistently applied
in dealing with items considered material in relation to the accounts. There are no
major changes in the application of these policies in 2004-2005 than previous years.

The PPA provides managed services for 8 other NHS/DH bodies (see Note 21).
Income and expenditure in relation to these bodies are not included in these
accounts, as each organisation prepares their own statements. Although a single
bank account is operated for the making of payments, notional bank accounts are
included in each organisation’s accounts. This allows the PPA to reconcile the cash
balances on all accounts to the consolidated bank statement and then allocate the
relevant share of this global sum to each organisation.

Accounting Conventions

This account is prepared under the historical cost convention, modified to account for
the revaluation of tangible fixed assets and stock where material, at their value to the
business by reference to their current costs. This is in accordance with directions
issued by the Secretary of State for Health and approved by Treasury.

Acquisitions and Discontinued Operations

Activities are considered to be ‘acquired’ only if they are acquired from outside the
public sector. Activities are considered to be ‘discontinued’ only if they cease
entirely. They are not considered to be ‘discontinued’ if they transfer from one NHS
body to another. There has been no acquisitions or discontinued operations in

Income

Income is accounted for by applying the accruals convention. The main source of
funding for the Special Health Authority is Parliamentary grant from the Department
of Health from Request for Resource within an approved cash limit, which is credited
to the general fund. Parliamentary funding is recognised in the financial period in
which the cash is received.

Operating income is income which relates directly to the operating activities of the
authority. It principally comprises fees and charges for services provided on a full-
cost basis to external customers. It includes both income appropriated-in-aid and
income to the Consolidated Fund which HM Treasury has agreed should be treated
as miscellaneous income. Where operating income is received for a specific activity
which is to be delivered in the following financial year, that income is deferred.

Taxation

The Authority is not liable to pay corporation tax. Expenditure is shown net of
recoverable VAT. Irrecoverable VAT is charged to the most appropriate expenditure
heading or capitalised if it relates to an asset.

Capital Charges

The treatment of fixed assets in the account is in accordance with the principal
capital charges objective to ensure that such charges are fully reflected in the cost of
capital. The interest rate applied to capital charges in the financial year 2004-2005
was 3.5% (2003-04 3.5%) on all assets less liabilities, except for donated assets and
cash balances with the Office of the Paymaster General, (OPG), where the charge is
nil.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

1 Accounting policies (continued)
1.5 Fixed Assets
(a) Capitalisation

All assets falling into the following categories are capitalised:

(i) Intangible assets where they are capable of being used for more than one year and
have a cost, individually or as a group, equal to or greater than £5,000.

(ii) Purchased computer software licenses are capitalised as intangible fixed assets
where expenditure of at least £5,000 is incurred.

(iii) Tangible assets which are capable of being used for more than one year, and they:

) individually have a cost equal to or greater than £5,000;

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

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

(b) Valuation
Intangible Fixed Assets

Intangible fixed assets held for operational use are valued at historical cost, except
Research and Development which is revalued using an appropriate index figure.
Surplus intangible assets are valued at the net recoverable amount.

The carrying value of intangible assets is reviewed for impairment at the end of the
first full year following acquisition and in other periods if events or changes in
circumstances indicate the carrying value may not be recoverable.

Tangible Fixed Assets

Tangible fixed assets are stated at the lower of replacement cost and recoverable
amount. On initial recognition they are measured at cost (for leased assets, fair
value) including any costs such as installation directly attributable to bringing them
into working condition. They are restated to current value each year. The carrying
values of tangible fixed assets are reviewed for impairment in periods if events or
changes in circumstances indicate the carrying value may not be recoverable.

(i) Land and buildings (including dwellings)

Valuations are carried out by the District Valuer of the Inland Revenue Government
Department at five yearly intervals in accordance with FRS 15. Between valuations
price indices appropriate to the catergory of asset are applied to arrive at the current
value. The buildings indexation is based on the All in Tender Price Index published
by the Building Cost Information Service (BCIS). The land index is based on the
residential building land values reported in the Property Market Report published by
the Valuation Office. The valuations were carried out in accordance with the Royal
Institute of Chartered Surveyors (RICS) Appraisal and Valuation Manual insofar as
these terms are consistent with the agreed requirements of the Department of Health
and HM Treasury. In accordance with the requirements of the Department of Health,
the asset valuations were undertaken in 2004 as at the prospective valuation date of
1 April 2005 and have been included in these accounts at 31 March 2005.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

1.5

(b)

(ii)

(i)

(iv)

()

(ii)

(i)
(iv)

Accounting policies (continued)
Fixed Assets (continued)
Valuation (continued)

The valuations have been carried out primarily on the basis of Depreciated
Replacement Cost for specialised operational property and Existing Use Value for
non-specialised operational property. In respect of non-operational properties,
including surplus land, the valuations have been carried out at Open Market Value.
The value of land for existing use purposes is assessed to Existing Use Value. The
valuations do not include notional directly attributable acquisition costs nor have
selling costs been deducted, since they are regarded as not material.

To meet the underlying objectives established by the Department of Health the
following accepted variations of the RICS Appraisal and Valuation Manual have been
required:

) specialised operational assets have been valued on a replacement rather
than modern substitute basis;

) no adjustment has been made to the cost figures of operational assets in
respect of dilapidations; and

) additional alternative Open Market Value figures have only been supplied
for operational assets scheduled for imminent closure and subsequent
disposal.

Operational equipment is valued at net current replacement costs through annual
uplift by the change in the value of the GDP deflator. Equipment surplus to
requirements is valued at net recoverable amount.

Assets in the course of construction are valued at current cost, using the index as for
land and buildings. These assets include any existing land or buildings under the
control of a contractor.

All adjustments arising from indexation and five-yearly revaluations are taken to the
Revaluation Reserve. All impairments resulting from price changes are charged to
the Statement of Recognised Gains and Losses. Falls in value when newly
constructed assets are brought into use are also charged there. These falls in value

result from the adoption of ideal conditions as the basis for depreciated replacement
cost valuations.

Depreciation and Amortisation
Depreciation is charged on each individual fixed asset as follows:

Intangible assets are amortised, on a straight line basis, over the estimated lives of
the assets.

Purchased computer software licences are amortised over the shorter of the term of
the licence and their useful economic lives.

Land and assets in the course of construction are not depreciated.

Buildings are depreciated evenly on their revalued amount over the assessed
remaining life of the asset as advised by the District Valuer.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

1

1.5
(c)
v)

1.6

1.7

1.8

1.9

Accounting policies (continued)
Fixed Assets (continued)
Depreciation and Amortisation (continued)

Each equipment asset is depreciated evenly over the expected useful life:

Years
Moveable Engineering plant and equipment 15
Furniture 10
Mainframe Installations 8
Vehicles and Soft Furnishings 7
Office and IT Equipment 5

In 2003-04, the method of accounting for second hand assets, on acquisition was
changed from disclosing gross cost and accumulated depreciation, to disclosing net
acquisition cost. This change will have no effect on the balance sheet figures.

Donated Fixed Assets

There are no donated fixed assets.

Stocks and work in progress

Stocks and work in progress are valued at the lower of cost and net realisable value.
This is considered to be a reasonable approximation to current cost due to the high
turnover of stocks. There is no work in progress.

Losses and special payments

Losses and special payments are charged to the relevant functional headings,
including losses which would have been made good through insurance cover had
the Authority not been bearing their own risks (with insurance premiums then being
included as normal revenue expenditure).

Pension costs

Past and present employees are covered by the provisions of the NHS Pension
Scheme. The Scheme is an unfunded, defined benefit scheme that covers NHS
employers, General Practices and other bodies, allowed under the direction of
Secretary of State, in England and Wales. As a consequence it is not possible for
the Special Health Authority to identify its share of the underlying scheme liabilities.
Therefore, the scheme is accounted for as a defined contribution scheme and the
cost of the scheme is equal to the contributions payable to the scheme for the
accounting period. The total employer contributions payable in 2004-05 was
£4,386,216 (2003-04 £2,286,000) . Employees pay contributions of 6% (manual staff
5%) of their pensionable pay.

The notional surplus of the scheme is £1.1billion as at the last scheme valuation by
the Government Actuary for the period 1 April 1994 to 31 March 1999. The
conclusion of the valuation was that the scheme continues to operate on a sound
financial basis. It was recommended that employers’ contributions remains at 7% of
pensionable pay until 31 March 2003 and then be increased to 14% of pensionable
pay with effect from 1 April 2003. These contributions are currently being reviewed
as part of the investigation at 31 March 2004. This increase in 2003-04 was paid
centrally by the Department of Health and is not reflected in the 2003-04 accounts.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

1

Accounting policies (continued)

1.9 Pension costs (continued)

The Scheme is subject to a full valuation by the Government Actuary every four
years which is followed by a review of the employer contribution rates. The last
valuation took place as at 31 March 2003 and has yet to be finalised. The last
published valuation covered the period 1 April 1994 to 31 March 1999. Between
valuations the Government Actuary provides an update of the scheme liabilities on
an annual basis. The latest assessment of the liabilities of the Scheme is contained
in the Scheme Actuary report, which forms part of the NHS Pension Scheme
(England and Wales) Resource Account, published annually. These accounts can
be viewed on the NHS Pensions Agency website at www.nhspa.gov.uk. Copies can
also be obtained from The Stationery Office.

NHS bodies are directed by the Secretary of State to charge employers pension
costs contributions to operating expenses as and when they become due. Employer
contribution rates are reviewed every four years following a scheme valuation carried
out by the Government Actuary. On advice from the actuary the contribution may be
varied from time to time to reflect changes in the scheme's liabilities. At the last
valuation on which contribution rates were based (31 March 1999) employer
contribution rates for 2004-2005 were set at 14% of pensionable pay (14% for 2003-
2004. Until 2002-03 HMT paid the Retail Price Indexation costs of the NHS Pension
scheme direct but as part of the Spending Review Settlement, these costs have
been devolved in full.

The Scheme is a "final salary" scheme. Annual pensions are normally based on
1/80th of the best of the last 3 years pensionable pay for each year of service. A
lump sum normally equivalent to 3 years pension is payable on retirement. Annual
increases are applied to pension payments at rates defined by the Pensions
(Increase) Act 1971, and are based on changes in retail prices in the twelve months
ending 30 September in the previous calendar year. On death, a pension of 50% of
the member's pension is normally payable to the surviving spouse.

Early payment of a pension, with enhancement, is available to members of the
Scheme who are permanently incapable of fulfilling their duties effectively through
illness or infirmity. Additional pension liabilities arising from early retirement are not
funded by the scheme except where the retirement is due to ill-health. For early
retirements not funded by the scheme, the full amount of the liability for the additional
costs is charged to the Operating Cost Statement account at the time the Authority
commits itself to the retirement, regardless of the method of payment.

A death gratuity of twice final years pensionable pay for death in service, and up to
five times their annual pension for death after retirement, less pensions already paid,
subject to a maximum amount equal to twice the member's final years pensionable
pay less their retirement lump sum for those who die after retirement is payable.

The Scheme provides the opportunity to members to increase their benefits through
money purchase Additional Voluntary Contributions (AVCs) provided by an approved
panel of life companies. Under the arrangement the employee can make
contributions to enhance their pension benefits. The benefits payable relate directly
to the value of the investments made.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

1

1.10

1.12

1.13

Accounting policies (continued)

Research and Development

There is no expenditure on Research and Development.

Foreign exchange

Transactions which are denominated in a foreign currency are translated into sterling
at the exchange rate ruling on the date of each transaction, except where rates do
not fluctuate significantly, in which case an average rate for a period is used.

Leases

There are no assets held under finance leases and hire purchase contracts. Rentals
under operating leases are charged on a straight line basis over the terms of the
lease. This includes property occupied by the Authority, and is as detailed in Note 5.5

Provisions

The Authority provides for legal or constructive obligations that are of uncertain
timing or amount at the balance sheet date on the basis of the best estimate of the
expenditure required to settle the obligation. Where the effect of the time value of
money is significant, the estimated risk-adjusted cash flows are discounted using the
Treasury’s discount rate of 3.5% in real terms.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

2.1 Authority programme expenditure
2004-05 2003-04

Notes £000 £000 £000
Non-executive members' remuneration 49 47
Other salaries and wages 2.2 53,657 46,115
Supplies and services - general 0 0
Establishment expenses 6,725 6,761
Transport and moveable plant 719 609
Premises and fixed plant 9,902 9,032
External contractors 0 0
Capital: Depreciation and amortisation 5.1,5.2 2,742 2,640
Impairments 51,52 0 0
Capital charges interest 816 736
(Profit)/loss on disposal 54 136 0
3,694 3,376
Other finance costs - unwinding of discount 10 15 21
- change in discount rate 10 0 37
Auditor's remuneration: Audit Fees 143 122
Auditor's remuneration: Other Fees 0 0
Miscellaneous 0 0
Professional Fees 1,356 1,542
76,260 67,662

2.2 Staff numbers and related costs
2004-05 Permanently Other 2003-04

Total Employed
Staff
£000 £000 £000 £000
Salaries and wages 39,943 39,943 0 39,310
Social security costs 2,505 2,505 0 2,608
Employer contributions to NHSPA 4,387 4,387 0 2,246
Agency Staff 882 882 699
Redundancy and Pension Capitalisation 5,940 5,940 0 1,252
53,657 52,775 882 46,115
Redundancy and Pension Capitalisation above includes £145k in respect of Payments in Lieu of Notice.
The average number of employees during the year was:
Permanently
Employed
Total Staff Other 2003-04
Number Number Number Number
Total 2747 2747 * 2,919

*It was not possible to accurately calculate this information due to the nature and diversity and terms
of contract for these staff.

Expenditure on staff benefits
The amount spent on staff benefits during the year totalled £NIL (2003-04: £NIL).

Retirements due to ill-health

During 2004-05 there were 3 early retirements from the Prescription Pricing Authority on the
grounds of ill-health. The estimated additional pension liabilities of these ill-health retirements
(calculated on an average basis and borne by the NHS Pensions Scheme) will be £225,000.
(2003-2004 4 early retirements at cost of £92,283)

These retirements represented 0.88 per 1,000 active scheme members
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

2.3 Salary and pension entitlement of senior managers

a. Remuneration

2004-05 2003-04
Salary Other Benefits Salary Other Benefits
in £5k remuner. in kind in £5k remuner. in kind
bands in £5k (rounded to bands in £5k (rounded to
bands the nearest £000) bands the nearest £000)
Name and title £000 £000 £000 £000 £000 £00
A Galbraith - Chairman 15-20 0 0 15-20 0 0
M Ali - Authority Member 5-10 0 0 5-10 0 0
M Bennett - Authority Member 5-10 0 0 5-10 0 0
J C Norman - Authority Member 5-10 0 0 5-10 0 0
S Purdy - Authority Member 5-10 0 0 5-10 0 0
JA Stockwell - Authority Member 5-10 0 0 5-10 0 0
K Murphy - Authority Member ** 0 0 0 0 0 0
D G Ball - Director of IT 75-80 0 2 75-80 0 2
C Dalton - Director of Pharm Services 75-80 0 0 70-75 0 0
M King - Director of Planning 60-65 0 0 55-60 0 0
A McDonald - Director of Operations 75-80 0 2 65-70 0 2
N Scholte - Chief Executive 115-120 0 2 100-105 0 2
M Siswick - Director of Human Resources 70-75 0 2 60-65 0 2
W J Smith - Director of Finance & Admin 75-80 0 2 75-80 0 2
*** Consent to disclosure withheld
b. Pension benefits
Real Increase Total accrued Cash Equivalent Cash Equivalent Real increase Employer's
in pension and pension at age Transfer Transfer in Cash contribution
related lump sum 60 at 31 March 2005 Value Value Equivalent to stakeholder
at age 60 (bands and related lump at at Transfer pension
of £2,500) sum (bands of 31 March 2005 31 March 2004 Value (rounded to nearest
£5,000) £000)
Name and title £000 £000 £000 £000 £000 £
A Galbraith - Chairman £0 0 0 0 0 0
M Ali - Authority Member £0 0 0 0 0 0
M Bennett - Authority Member £0 0 0 0 0 0
J C Norman - Authority Member £0 0 0 0 0 0
S Purdy - Authority Member £0 0 0 0 0 0
JA Stockwell - Authority Member £0 0 0 0 0 0
K Murphy - Authority Member ** £0 0 0 0 0 0
D G Ball - Director of IT i i i e i i
C Dalton - Director of Pharm Services 5-7.5 70-75 260 222 33 0
M King - Director of Planning 0-2.5 50-55 148 131 13 0
A McDonald - Director of Operations 7.5-10 95-100 305 254 44 0
N Scholte - Chief Executive 2.5-5 30-35 103 79 21 0
M Siswick - Director of Human Resources i i i i i i
W J Smith - Director of Finance & Admin 2.5-5 115-120 437 399 26 0

** K Murphy is a Non Executive Member of the Authority. He does not receive any remuneration as he is an employee of another NHS Organisation.
*** Consent to disclosure withheld

As Non-Executive members do not receive pensionable remuneration, there will be no entries in respect

of pensions for Non-Executive members.

The Chief Executive and the Directors received no additional remuneration, golden hello payments or compensation for loss of office.
All benefits in kind relate to the provision of a lease car.

Cash Equivalent Transfer Value

A Cash Equivalent Transfer Value (CETV) is the actuarially assessed capital value of the pension scheme benefits accrued by a member
at a particular point in time. The benefits valued are the members' accrued benefits and any contingent spouse's pension payable from
the scheme. A CETV is a payment made by a pension scheme or arrangement to secure pension benefits in another pension scheme or
arrangement when the member leaves a scheme and chooses to transfer the benefit accrued in the former scheme. The pension figures
shown relate to the benefits that the individual has accrued as a consequence of their total membership of the pension scheme, not just
their service in a senior capacity to which disclosure applies.

The CETV figure, and from 2004-05 the other pension details, include the value of any pension benefits in another scheme or
arrangement which the individual has transferred to the NHS pension scheme. They also include any additional pension benefit accrued
to the member as a result of their purchasing additional years of pension service in the scheme at their own cost. CETV are calculated
within the guidelines and framework prescribed by the Institute and Faculty of Actuaries.

Real Increase in CETV

This reflects the increase in CETV effectively funded by the employer. It takes account of the increase in accrued pension due to inflation,
contributions paid by the employee (including the value of any benefits transferred from another scheme or arrangement) and uses
common market valuation factors for the start and end of period.
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

2.4 Better Payment Practice Code - measure of compliance

Number £000
Total bills paid 2004-05 13,380 33,192
Total bills paid within target 12,899 32,552
Percentage of bills paid within target 96.4% 98.1%
No interest was paid under the legislation and no compensation payments made.
3.1 Reconciliation of net operating cost to net resource outturn

2004-05 2003-04
£000 £000
Net operating cost 72,676 64,712
Plus operating income not classed as Appropriation in Aid 0 0
Net resource outturn 72,676 64,712
Revenue resource limit 74,657 66,187
(Over)/under spend against revenue resource limit 1,981 1,475
3.2 Reconciliation of gross capital expenditure to capital resource limit
2004-05 2003-04
£000 £000

Gross capital expenditure 4,838 3,824
NBV of assets disposed 136 0
Less (loss) on disposal of donated assets 0 0
Capital grants 0 0
Donations 0 0
Net capital resource outturn 4,702 3,824
Capital resource limit 4,845 4,620
(Over)/underspend against capital resource limit 143 796
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

4 Operating income

Operating income analysed by classification and activity, is as follows:

Not
Appropriated Appropriated

in aid Total 2003-04

£000 £000 £000
Programme income:
Fees & charges to external customers 450 0 450 381
Income received from Scottish Parliament 967 0 967 956
Income received from National Assembly for Wales 457 0 457 440
Income received from Northern Ireland Assembly 0 0 0 0
Income received from other Departments, etc 0 0 0 0
Other 1710 0 1,710 1,173
Total 3,584 0 3,584 2,950
5.1 Intangible fixed assets

Software Licences and
Licences trademarks Total

£000 £000 £000
Gross cost at 31 March 2004 1,121 0 1,121
Indexation 0 0 0
Impairments 0 0 0
Other revaluations 0 0 0
Additions - purchased 243 0 243
Additions - donated 0 0 0
Reclassification 0 0 0
Disposals 0 0 0
Gross cost at 31 March 2005 1,364 0 1,364
Accumulated amortisation at 31 March 2004 125 0 125
Indexation 0 0 0
Impairments 0 0 0
Other revaluations 0 0 0
Provided during the year 273 0 273
Reclassification 0 0 0
Disposals 0 0 0
Accumulated amortisation at 31 March 2005 398 0 398
Net book value:
Purchased at 31 March 2004 996 0 996
Donated at 31 March 2004 0 0 0
Total at 31 March 2004 996 0 996
Net book value:
Purchased at 31 March 2005 966 0 966
Donated at 31 March 2005 0 0 0
Total at 31 March 2005 966 0 966
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

5.2 Tangible fixed assets

Land Buildings Dwellings Assets Plant Transport  Information  Furniture Total
exc dwellings under constr. and Equipment Technology & fittings
+ poa Machinery
£000 £000 £000 £000 £000 £000 £000 £000 £000

Cost or Valuation at 31 March 2004 1,132 8,878 0 0 4,156 43 30,124 21 44,354
Additions - purchased 0 218 0 0 85 0 4,066 226 4,595
Additions - donated 0 0 0 0 0 0 0 0 0
Impairments 0 0 0 0 0 0 0 0 0
Reclassification 0 0 0 0 0 0 0 0 0
Indexation 84 779 0 0 26 1 0 0 890
Other in year revaluations 0 0 0 0 0 0 0 0 0
National revaluation exercise 1,744 (2,590) 0 0 0 0 0 0 (846)
Disposals 0 0 0 0 (2,030) 0 (13,758) 0 (15,788)
Gross cost at 31 March 2005 2,960 7,285 0 0 2,237 44 20,432 247 33,205
Accumulated depreciation at 31 March 2004 0 0 0 0 3,310 43 24,650 6 28,009
Provided during the year 235 0 290 0 1,940 4 2,469
Impairments 0 0 0 0 0 0 0
Reclassification 0 0 0 0 0 0 0
Indexation 0 0 25 1 0 0 26
Other in year revaluation 0 0 0 0 0 0 0
Disposals 0 0 (2,030) 0 (13,622) 0 (15,652)
Accumulated depreciation at 31 March 2005 235 0 1,595 44 12,968 10 14,852
Net book value:

Purchased at 31 March 2004 1,132 8,878 0 0 846 00 5,474 15 16,345
Donated at 31 March 2004 0 0 0 0 0 0 0 0 0
Total at 31 March 2004 1,132 8,878 0 0 846 0 5,474 15 16,345
Net book value:

Purchased at 31 March 2005 2,960 7,050 0 0 642 0 7,464 237 18,353
Donated at 31 March 2005 0 0 0 0 0 0 0 0 0
Total at 31 March 2005 2,960 7,050 0 0 642 0 7,464 237 18,353

There were no assets held under Finance Leases
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

5.3 Net Book Value of land and buildings

The net book value of land, buildings and dwellings as at 31 March 2005 comprises
31 March 31 March

2005 2004

£000 £000
Freehold 10,010 10,010
Long leasehold 0 0
Short leasehold 0 0

10,010 10,010

5.4 Profit/loss on disposal of fixed assets

31 March 31 March

2005 2004

£000 £000
Profit on disposal of intangible fixed assets 0 0
(Loss) on disposal of intangible fixed assets 0 0
Profit on disposal of land and buildings 0 0
(Loss) on disposal of land and buildings 0 0
Profit on disposal of plant and equipment 0 0
(Loss) on disposal of plant and equipment (136) 0
(136) 0
5.5 Summary of Leasehold Properties DV Value Length of Expiry

£000 Lease (years) Date
**Scottish Life House A 315 7 July 2009
Scottish Life House B 1385 20 July 2009
Sandyford House 4000 15 Aug 2012
Garage 35 14 July 2007
West Bromwich 700 12 Dec 2008
Wakefield 1117 28 Nov 2010
Sheffield 875 25 April 2008
*Wakefield Warehouse 31 15 June 2007
***Liverpool - 5 Feb 2010
Newcastle Warehouse 410 6 Aug 2010
Cuthbert House 2300 8 Aug 2012

These properties are not recorded in the balance sheet as assets as they are considered to fall within the
parameters of SSAP21 and not FRS5.

* Lease has been assigned to an Non NHS Organisatior
** Used by NHS Counter Fraud and Security Management Services
*** The DV of Liverpool premises was not received as at date of production of these accounts

6 Stocks and work in progress

31 March 31 March

£000 £000
Raw materials and consumables 110 180
Work in progress 0 0
Finished processed goods 0 0
110 180
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ANNUAL REPORT AND ACCOUNTS OF THE PRESCRIPTION PRICING AUTHORITY 2004-2005

7 Debtors
7.1 Amounts falling due within one year

NHS debtors

Provision for irrecoverable debts
Prepayments

Accrued income

Capital debtors

Other debtors

7.2 Amounts falling due after more than one year

NHS debtors
Prepayments
Accrued income
Capital debtors
Other debtors

Total debtors

31 March 31 March
2005 2004
£000 £000

2,568 127
0 0
3,069 3,699
112 113

0 0
2,547 1,279
8,296 5,218

£000 £000

0 0

0 0

0 0

0 0

0 0

0 0
8,296 5,218

NHS Debtors at Note 7.1 above includes a debtor of £2.4 million in respect of a balance with the Department
of Health in relation to Cash Funding for one of the Managed Service customers (Expert Patient Programme).

This amount was invoiced prior to the year end.

Other Debtors above includes £0.5m in respect of notional cash balances with Managed Services Customers
This is to reflect the fact that the managed services clients do not have separate bank accounts.

The balance represents the closing notional cash position for each managed service customer which is

contained within the PPA Bank Accounts at the Balance Sheet date.

8 Analysis of changes in cash

At 31 Change At 31

March during March

2004 the year 2005

£000 £000 £000

Cash at OPG (42) 1,326 1,284
Cash at commercial banks and in hand 118 (233) (115)
76 1,093 1,169
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9 Creditors:
9.1 Amounts falling due within one year
31 March 31 March
2005 2004
£000 £000
Overdrafts 0 0
NHS creditors 0 0
Capital creditors 0 0
Tax and social security 0 0
Other creditors 932 471
Accruals 781 710
Deferred income 435 0
2,148 1,181
9.2 Amounts falling due after more than one year
£000 £000
NHS creditors 0 0
Capital creditors 0 0
Tax and social security 0 0
Other creditors 0 0
Accruals 0 0
Deferred income 0 0
0 0
9.3 Finance lease obligations
31 March 31 March
2005 2004
£000 £000
Leases Payable:
Within one year 0 0
Between one and five years 0 0
After five years 0 0
Gross obligation 0 0
Finance charges allocated to future periods 0 0
0 0

Other Creditors above includes £174k in respect of notional cash balances with Managed Services Customers.
This is to reflect the fact that the managed services clients do not have separate bank accounts. The balance
represents the closing notional cash position for each managed service customer which is contained within the
PPA Bank Accounts
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10 Provisions for liabilities and charges

Pensions for Other Total
former claims
staff
£000 £000 £000
At 31 March 2004 439 0 0 439
Arising during the year 0 0 618 618
Utilised during the year (156) 0 0 (156)
Reversed unused 0 0 0 0
Unwinding of discount 15 0 0 15
At 31 March 2005 298 0 618 916

The other provisions is in respect of Agenda for Change Costs for the period from 1st October to 31st
March 2005 and has been calculated at £618k. This is based on the premise that all existing posts will

be assimilated to revised pay bands.

Expected timing of cash flows:

Within 1 year 135 0 618 753

1-5 years 163 0 0 163

Over 5 years 0 0 0 0
11 Movements in working capital other than cash

2004-05 2003-04

£000 £000

Increase/(decrease) in stocks (70) (52)

Increase/(decrease) in debtors 3,078 (302)

(Increase)/decrease in creditors (967) (698)

2,041 (1,052)
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12 Movements on reserves

12.1 General Fund
2004-05 2003-04

£000 £000
Balance at 31 March 2004 20,297 20,077
Net operating costs for the year (72,676) (64,712)
Net Parliamentary funding 76,477 64,196
Transfer of realised profits/losses from revaluation reserve 0 0
Non-cash items: Capital charge interest 816 736
Balance at 31 March 2005 24,914 20,297
12.2 Revaluation reserve

£000 £000
Balance at 31 March 2004 898 989
Impairments 0 (956)
Indexation of fixed assets 864 865
Revaluation of fixed assets (846) 0
Transfer to General Fund: realised revaluation 0 0
Balance at 31 March 2005 916 898
12.3 Donated asset reserve

£000 £000
Balance at 31 March 2004 0 0
Impairments 0 0
Other revaluations of fixed assets 0 0
Other indexation of fixed assets 0 0
Receipt of donated assets 0 0
Depreciation of donated assets 0 0
Disposal of fixed assets 0 0
As at 31 March 2005 0 0
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13 Reconciliation of operating costs to operating cash flows
2004-05 2003-04

£000 £000
Net operating cost before interest for the year 72,676 64,712
Adjust for non-cash transactions 21 (3,694) (3,376)
Adjust for movements in working capital other than cash 11 2,041 (1,052)
(Increase)/decrease in provisions 10 (477) 137
Transfer from donated asset reserve 12.3 0 0
Net cash outflow from operating activities 70,546 60,421

14 Contingent liabilities

At 31 March 2005, there were no known contingent liabilities.
(2003-04: £NIL).

15 Capital commitments

At 31 March 2005 the value of contracted capital commitments was £NIL
(2003-04: £55,650).

16 Commitments under Operating Leases
Expenses of the Authority include the following in respect of hire and operating lease rentals:

2004-05 2003-04

£000 £000

Hire of plant and machinery 0 0
Other operating leases 1,490 1,392
1,490 1,392

Commitments under non-cancellable operating leases:
Land and buildings £000 £000
Operating leases which expire: within 1 year 45 0
between 1 and 5 years 739 66
after 5 years 706 1,326
1,490 1,392

Other leases

Operating leases which expire: within 1 year 0 0
between 1 and 5 years 0 0
after 5 years 0 0
0 0
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17 Other commitments

The authority does not have any non cancellable contracts

18 Losses and special payments

Total losses £3,519 (19 cases) Special Payments £951 (2 cases)

19 Related parties
The Authority is a body corporate established by order of the Secretary of State for Health.

The Department of Health is regarded as a controlling related party. During the year the
Authority has had a significant number of material transactions with the Department, and with
other entities for which the Department is regarded as the parent Department such as NHS
Modernisation Agency and NHS Graduate Trainees, Health and Social Care Change Agents
Team, NHSU, Expert Patient Programme, NHS National Primary Care Development Team, NHS
Counter Fraud Security Management Services and NHS Direct.

The Authority continues to provide financial and human resources services to an increasing
range of external bodies. Cash limits in excess of £287 million were given to cover expenditure
of the organisations detailed in Note 19. This expenditure is not included in the Authority
accounts as it is recharged back to the originating organisation. However, the Authority’s costs
incurred in providing these services has been included along with the total contribution from the
organisations of £951k towards these costs. The Authority will continue to provide these
services into 2005-6.

The total cash spend for all organisations was £279m against cash limits of £287m giving a £8m
cash underdraw. The proportion of this attributable to the PPA was £1.9m. The analysis of
Cash Limits allocated and Income received for the provision of Managed Services is as follows:

Cash Limit Income
(£000s) (£000s)
NHS Modernisation Agency 118,000 498
Nat Primary Care Development Team 10,869 50
Expert Patients Programme 2,487 88
NHS CFSMS 9,481 55
Modernising Medical Careers 2,220 15
HSC Change Agents Team 3,107 33
NHSU 35,000 102
NHS Direct 32,000 110
213,164 951
PPA 74,800
Total 287,964
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20 Post balance sheet events

From 1 April 2005 HM Treasury changed the discount rate used in calculating provision from 3.5% to 2.2%
This change will result in an increase in our provisions of £19,000 which will be charged to the Income and
Expenditure account in 2005/06. National funding of NHS commissioners will be increased by the total
estimated effect to offset this charge.

As a result of the Arms Length Body Review the Prescription Pricing Authority will be transferring its function
to the new body , the Business Services Authority from a date yet to be agreed. It was originally intended
to be on 1st October 2005 but it is now now expected to be 1st April 2006.

21 Financial instruments

FRS 13, Derivatives and Other Financial Instruments, requires disclosure of the role that financial
instruments have had during the period in creating or changing the risks an entity faces in undertaking its
activities. Because of the way Special Health Authorities are financed, the Prescription Pricing Authority
is not exposed to the degree of financial risk faced by business entities. Also financial instruments play a
much more limited role in creating or changing risk than would be typical of the listed companies to
which FRS 13 mainly applies. The Prescription Pricing Authority has limited powers to borrow or invest
surplus funds and financial assets and liabilities are generated by day-to-day operational activities rather
than being held to change the risks facing the Strategic Health Authority in undertaking its activities.

As allowed by FRS 13, debtors and creditors that are due to mature or become payable within 12
months from the balance sheet date have been omitted from all disclosures other than from the currency
profile.

Liquidity risk

The Prescription Pricing Authority's net operating costs are financed from resources voted annually by
Parliament. The Prescription Pricing Authority largely finances its capital expenditure from funds made
available from Government under an agreed capital resource limit. Prescription Pricing Authority is not,
therefore, exposed to significant liquidity risks.

Interest-rate risk

0% of the Authority's financial assets and 100% of its financial liabilities carry nil or fixed rates of interest.

Prescription Pricing Authority is not, therefore, exposed to significant interest-rate risk. The following two
tables show the interest rate profiles of the Authority's financial assets and liabilities:

Financial assets

Currency Total Floating Fixed Non-interest Fixed rate Non interest
rate rate bearing Weighted Weighted bearing
average average Weighted
interest rate period for average
which fixed term
£000 £000 £000 £000 % years years
At 31 March 2005
Sterling 1,169 0 0 1,169 0.00% 0.0 0.0
Other 0 0 0 0 0.00% 0.0 0.0
Gross financial assets 1,169 0 0 1,169 [ D s
At 31 March 2004
Sterling 76 0 0 76 0.00% 0.0 0.0
Other 0 0 0 0 0.00% 0.0 0.0
Gross financial assets 76 0 0 76 1 e
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Financial liabilities

Currency Total Floating  Fixed  Non-interest Fixed rate Non interest
rate rate bearing Weighted Weighted bearing
average average Weighted
interest rateperiod for average
which fixed term
£000 £000 £000 £000 % years years
At 31 March 2005
Sterling 916 0 916 0 3.50% N/A NIL
Other 0 0 0 0 NIL NIL NIL
Gross financial liabilities 916 0 916 0
At 31 March 2004
Sterling 439 0 439 0 3.50% N/A NIL
Other 0 0 0 0 NIL NIL NIL
Gross financial liabilities 439 0 439 o N I m

Foreign currency risk

The Authority has no foreign currency income or expenditure.

Fair values

A comparison, by category, of book values and fair values of the Authority's financial assets and liabilities

as at 31 March 2005 is as follows:

Book value Fair value Basis of fair valuation
£000 £000

Financial assets:
Cash 1,169 1,169
Debtors over 1 year 0 0
Total 1,169 1,169
Financial liabilities:
Overdraft
Creditors over 1 year:

Early retirements and Agenda for Change 916 916 note a

Finance leases 0 0 noteb
Provisions under contract 0 0 notec
Loans 0 0
Total 916 916
Notes:

(a) Fair value is not significantly different from book value since interest of 9% is paid on early retirement creditors.
(b) To obtain fair value, cash flows have been discounted at prevailing market interest rates for finance leases for a similar term.
(c) Fair value is not significantly different from book value since, in the calculation of book value, the expected cash flows have been

discounted at the Treasury rate of 3.5% in real terms.
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22 Intra-government balances

Balances with other central

government bodies

Balances with local authorities

Balances with NHS Trusts

Balances with public corporations

and trading funds

Balances with bodies external to government

At 31 March 2005

Debtors: Debtors: Creditors Creditors
Amounts Amounts Amounts Amounts
falling due falling due falling due falling due
within one after more within one after more

year than one year year than one year

£000 £000 £000 £000

5 0 0 0

0 0 0 0

2 0 0 0

0 0 0 0

2561 0 0 0

2568 0 0 0
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