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	Name of policy  Investment Policy


	1         Aim of Policy

	
	This policy sets out the governance process for all major capital projects and investments undertaken by the Trust in its capacity as an NHS Foundation Trust. 

	
	The Trust's Investment Policy focuses on capital projects and investments and does not apply to investment of surplus operating cash (which is covered by the Trust's Treasury Management Policy).

	
	To achieve the Trust’s vision, aim and objectives, the Trust will actively seek suitable capital investment opportunities and acknowledges that all capital projects and investments involve a degree of risk.  In deciding whether to invest, the Trust will take into account the risk and return of the proposed capital project or investment.

	
	The returns associated with a capital project may be financial or non-financial.  The Trust will consider both financial and non-financial returns in evaluating potential projects.

	
	The Trust will not enter into any project that would result in a breach of the terms of its authorisation as an NHS foundation trust.

	
	

	2
Legal and policy framework

	
	This policy builds on the Trust's existing governance arrangements, in particular those relevant to the Finance and Investment Committee.  This Policy should be read in conjunction with the Trust’s Budgetary Control and Treasury Management policies.  In developing the policy, the Trust has taken into account the relevant best practice guidance issued by Monitor, "Supporting NHS providers: guidance on transactions for NHS foundation trusts" (March 2015)  

	
	In accordance with the best practice guidance issued by Monitor, this policy will be reviewed on an annual basis by the Trust Board. 

	
	All investments entered into by the Trust must be consistent with the Trust’s corporate strategy as set out in the Integrated Business Plan and, where appropriate, the relevant supporting strategy (Estates, ICT, medical equipment etc)

	
	

	3
Policy

	
	The Trust will only invest in those opportunities that are consistent with its vision and aims, and which have been demonstrated as affordable within the Trust’s Long Term Financial Plan.

	
	This policy places particular emphasis on the governance process in relation to capital projects that are reportable to Monitor.
Reportable transactions: All investments that are reportable to Monitor under the thresholds for reporting investments, as set out in Monitor’s Risk Assessment Framework (RAF - see appendix A for summarisation).

Other ‘small’ transactions: All investments that are not reportable. If the small transaction is a merger, acquisition, separation or dissolution of an NHS foundation trust or NHS trust the trust must make a formal application to Monitor.  In any other type of small transaction, Monitor would not normally be notified or involved.



· 

	
	Monitor also provides the following examples of the types of transactions that are covered by the definitions above: projects funded through private finance initiative (PFI), contracts to provide services, material capital investments, mergers, acquisitions, investments or divestments, joint ventures and changes in indemnity arrangements that exceed the thresholds shown in the table in appendix A. 

	
	Each proposed investment will be supported by a Project Sponsor, and an Executive Director, who will be responsible for the submission of a business case to the Finance and Investment Committee, in accordance with the Trust’s Budgetary Control Policy.

	
	The Trust's investments will be focussed on improvements to the delivery of Trust services but will not exclude other opportunities or locations, where developments are consistent with its purpose and strategy.  

	
	Any investment will demonstrate how it will improve the Trust’s environmental footprint and promote long-term sustainability. All investment proposals must demonstrate they have minimised any potential environmental impact.

	
	

	
	

	
	

	
	Each investment will be subject to the approvals and business case requirements as set out in this policy and the Budgetary Control Policy, and will be assessed on its own merits with regard to costs, benefits and return on investment. As a general guide, any new service line will demonstrate it will deliver a 10.0% EBITDA margin within 24 months and a minimum 5.0% in the first 12 months, unless otherwise agreed by the Director of Finance.  The projected margin must take into account any marginal increases in overhead contribution assessed as part of the project.  As a general guide, any new service lines will make a minimum 2.0% Income and Expenditure (I&E) surplus, taking full account of the cost of capital after 24 months.



	4
Responsibilities

	
	The Finance and Investment Committee is a sub-committee of the Board of Directors and will have delegated authority to fulfil its terms of reference. 

	
	The functions of the Committee in relation to investments are: 

· approval of investment and borrowing strategy and supporting procedures.
· approval of investment performance benchmarks

· review of the performance of investments against benchmarks

· ensure that proper safeguards are in place for the security of the Trust's funds

· monitor compliance with the Trust's Treasury Management and investment policies and procedures

· approval of capital projects and divestments above a de minimis amount

· approval of external funding arrangements within the Committee's delegated authority and

· approve PIDs for all schemes above a de minimis amount

	
	The Board of Directors provides regular oversight of the Finance and Investment Committee and authorises capital projects and investments that are defined by Monitor as being "reportable" or above £2.0m.  The decision to approve or reject a proposed capital project or investment will take into account the recommendation of the Finance and Investment Committee.

	
	The Finance and Investment Committee will be responsible for considering business cases for proposed capital projects and investments over £0.5m and PIDs over £2.0m, and has delegated authority to improve investments up to £2.0m.
Proposals for capital projects up to £0.5m will be considered by the Capital Programme Sub Committee.
The Executive Team has delegated authority to approve revenue investments up to £0.5m.

	
	However, if a proposed investment is supported but is defined by Monitor as being "reportable" or involves investment above £2.0m, the recommendation to proceed must be approved by the Board of Directors before the Trust enters into the project.

	
	The Finance & Investment Committee is responsible for reviewing the Investment Policy on an annual basis and updating the policy, where necessary, before presenting it to the Board of Directors for approval.


	
	

	5         Training 

	
	

	
	Training will be provided to those responsible for producing business cases to support the investment decision making process.

	
	


	6
Other relevant policies

	
	Standing Orders

	
	Standing Financial Instructions

	
	Budgetary Control Policy

	
	Procurement Policy
Treasury Management Policy


	7
Monitoring and evaluation

	Criteria
	Measurable


	Lead person/group


	Frequency


	Reported to


	Monitored by
	Frequency

	System in place to monitor performance of previously approved projects, unless agreed otherwise


	Performance against business case targets
	Project Sponsor 
	As defined in Project Initiation Document
	Project Board
	Finance and Investment Committee

Capital Programme Sub Committee
	Quarterly

Monthly


	Appendices/Procedure notes

	Appendix A
	Monitor’s Mandatory Reporting Requirements

	
	


Appendix A
MONITOR’S MANDATORY REPORTING REQUIREMENTS

Monitor’s ‘Risk assessment framework’ sets out the mandatory reporting requirements for the major investments of NHS Foundation Trusts.  These requirements consist of thresholds where investment transactions which meet the criteria should be reported to Monitor.  The thresholds are set out below:

	Thresholds for reporting investments or divestments

	IF A TRANSACTION MEETS ANY ONE OF THESE CRITERIA, THEN THE NHS FOUNDATION TRUST SHOULD REPORT THIS TRANSACTION TO MONITOR

	Ratio
	Description
	Non healthcare/ international
	UK healthcare

	Assets
	The gross assets* subject to the transaction, divided by the gross assets of the foundation trust
	> 5%
	> 10%

	Income
	The income attributable to: 
· the assets; or 
· the contract 
associated with the transaction, divided by the income of the foundation trust
	> 5%
	> 10%



	Consideration to total NHS FT capital
	The gross capital** or consideration associated with the transaction divided by the total capital*** of the foundation trust following completion, or the effects on the total capital of the foundation trust resulting from a transaction
	> 5%
	> 10%


*Gross assets is the total of fixed assets and current assets

** Gross capital equals the market value of the target’s shares and debt securities, plus the excess of current liabilities over current assets

*** Total capital of the foundation trust equals taxpayers’ equity

Material and significant transactions

Major investments are further categorised between material transactions and significant transactions. The relevant thresholds are set out in the diagram below.

The distinction between these two categories of major investments, determines both the extent of information Monitor may request and how Monitor uses the information to assess the risk to compliance with the governance and continuity of services licence conditions.
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	Classification of reportable transactions as either material or significant

	Additional Monitor risk factors*
	Relative size of any reportable transaction ratio (assets, income or consideration to total capital)

	
	Below 10% 
	Between 10% and 25%
	Between 25% and 40%
	Greater than 40%

	No additional risk factors
	Material
	Material
	Material
	Significant

	1 additional risk factor
	Material
	Material
	Significant
	Significant

	1 or more major risk or more than 1 other risks identified
	Material
	Significant
	Significant
	Significant


*potential risks suggested in the RAF include:
· the relative size of the transaction compared to the NHS foundation trust

· the leverage expected in the enlarged organisation following the transaction

· the degree of experience in the acquiring organisation of the services provided by the target (where relevant), or of any change in services following the investment

· the existing level of financial risk and quality risk in the target (where relevant)

· the existing level of financial risk and quality risk in the NHS foundation trust

· risks identified as part of Monitor’s early engagement with the trust (where relevant), for instance poor options appraisal or lack of strategic rationale.
Material transactions
Where a major investment is deemed to be a material transaction based on the thresholds shown in the diagram above, Monitor will, as part of its overall assessment of financial risk and governance, request evidence that the board is satisfied that it has:

· considered a detailed options appraisal before deciding that the transaction delivers benefits for patients and the trust in delivering its strategy;
· assured itself that a proposed transaction will meet the requirements of the choice and competition licence conditions;
· conducted an appropriate level of  financial, clinical and market due diligence relating to the proposed investment;

· considered the implications of the proposed investment on the resulting entity’s continuity of service risk rating, having taken full account of reasonable downside sensitivities;

· conducted appropriate inquiry about the probity of any partners involved in the proposed investment, taking into account the nature of the services provided and likely reputational risk;
· conducted an appropriate assessment of the nature of services being undertaken as a result of the investment or divestment and any implications for reputational risk arising from these;
· received appropriate external advice from independent professional advisers with relevant experience and qualifications;

· taken into account the best practice advice in Monitor’s “Supporting NHS providers: guidance on transactions for NHS foundation trusts” or commented by exception where this is not the case;

· resolved any accounting issues relating to the investment and its proposed treatment;
· addressed any legal issues, including those associated with the transfer of staff (either via an acquisition, divestment or fixed term contract);
· complied with any consultation requirements;

· established the organisational and management capacity to deliver the benefits of the proposed investment;

· involved senior clinicians at the appropriate level in the decision-making process and received confirmation from them that there are no material clinical concerns in proceeding with the investment, including consideration of the subsequent configuration of clinical services;

· in the case of a contract of a specified period, ensured appropriate legal protection in relation to staff, including on termination of the contract;

· ensured relevant commercial risks are understood;
· made provision for the transfer of all relevant assets and liabilities;
· at the time of the acquisition, a corporate governance statement for the acquirer;

· at the time of the acquisition, a board statement that plans are in place to be able to make a corporate governance statement in the new organisation within six months

· 

If the Board of Directors is not able to certify to Monitor that it is satisfied that the above matters have been addressed, or provide material on request, it should explain why.  Monitor will consider this in assessing the risk associated with the transaction.
Significant transactions
Where a major investment is deemed to be significant, NHS foundation trusts must, in addition to the evidence requested for a material transaction, provide Monitor with a greater degree of assurance regarding the risk to continuity of services or governance.
This should be at the Final Business Case stage.  As part of this more detailed review phase, Monitor may request financial and other information in order to undertake a full risk evaluation of the resulting business following completion of the transaction.

The purpose of the risk evaluation process is to consider how the proposed investment may affect the risk profile of the NHS foundation trust. This will inform Monitor whether any change should be reflected in the published continuity of service risk rating or governance rating.

Monitor will perform detailed work in up to four areas, depending on the nature and risks of the proposed transaction: strategy, transaction execution, quality, finance.



In the case of a significant transaction Monitor may, on a case-by-case basis, seek additional evidence concerning the assurance the board has received in relation to the transaction.  This may include any or all of the following:

· post-transaction integration plans;

· a working capital board memorandum prepared in relation to the transaction;

· financial reporting procedures board memorandum and;

· plans for applying appropriate quality governance arrangements across the new organisation.

The information requested by Monitor will take into account the specific risks of the investment or divestment.  Lack of any or all of the information requested is likely to have a bearing on Monitor’s view of the degree of risk the transaction represents.


1. 
2. 

An application by two NHS foundation trusts, or an NHS foundation trust and an NHS trust, for a merger must be accompanied by:
· written acknowledgement of Monitor’s risk rating;
· evidence of approval by a majority of governors of both NHS foundation trusts (in the case of an NHS trust, the support of the Secretary of State);

· details of the property and liabilities being transferred; and
· the constitution of the proposed new organization following the transaction.
� Defined as (I&E surplus less PDC dividend, interest, PFI financing and other finance lease costs) divided by (total debt + total balance sheet PFI and finance leases + taxpayers’ equity)
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