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External audit is an essential element in the process of accountability for public money and makes an important contribution to the stewardship of public resources and the corporate governance of public services.

Audit in the public sector is underpinned by three fundamental principles:

· auditors are appointed independently from the bodies being audited;

· the scope of auditors' work is extended to cover not only the audit of financial statements but also value for money and the conduct of public business; and

· auditors may report aspects of their work widely to the public and other key stakeholders.

The duties and powers of auditors appointed by the Audit Commission are set out in the Audit Commission Act 1998 and the Commission's statutory Code of Audit Practice. Under the Code of Audit Practice, appointed auditors are also required to comply with the current professional standards issued by the independent Auditing Practices Board. 

Appointed auditors act quite separately from the Commission and in meeting their statutory responsibilities are required to exercise their professional judgement independently of both the Commission and the audited body.
Status of our reports to the Trust

The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission explains the respective responsibilities of auditors and of the audited body. Reports prepared by appointed auditors are addressed to non‑executive directors or officers. They are prepared for the sole use of the audited body. Auditors accept no responsibility to:

· any director or officer in their individual capacity; or 

· any third party.

Copies of this report

If you require further copies of this report, or a copy in large print, in Braille, 
on tape, or in a language other than English, please call 0844 798 7070.
© Audit Commission 2006

For further information on the work of the Commission please contact:

Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ 
Tel: 020 7828 1212  Fax: 020 7976 6187  Textphone (minicom): 020 7630 0421

www.audit-commission.gov.uk
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Summary

Key messages

1 Table 1 summarises our key messages and recommendations.

Table 1 Key messages and recommended actions
	Message
	Recommended action

	Financial reporting

The Trust had not been correctly accounting for excess depreciation, that is, depreciation over and above the depreciation calculated on historic costs.


	Ensure, in approving the 2007/08 accounts, that excess depreciation has been calculated and reflected in the accounts correctly.

	Auditor’s Local Evaluation
We have assessed whether the Trust has adequate arrangements in five areas. Each area was ‘scored’ between 1 and 4, as follows:

· Financial Reporting – 3;
· Financial Management – 3;
· Financial Standing – 2;
· Internal Control – 3; and
· Value for Money – 3.
(1 = inadequate, 2 =adequate, 
3 = performing well and 
4 = performing strongly)
The Trust has improved its scores in Financial Management and Internal Control.
	
As the Trust has adequate or more than adequate arrangements in all areas there are no recommendations for the Board.

	Financial management
A survey of budget holders identified a number of concerns in areas such as training, budget setting and budget monitoring and control. There is a risk that the Trust's ALE score for 2007/08 could be adversely affected. 
	Ensure that the recommendations from our analysis of the survey results are implemented as soon as possible.

	Acute hospital portfolio
	

	The Trust has made good progress against the recommendations in our original reports, with the exception of pathology.
	The Trust should ensure that all of the original recommendations from AHP 2005/06, in particular pathology, are implemented or, where this is not possible, take appropriate steps to mitigate the risks, focusing on those recommendations which have been designated as high risk.


2 Table 2 summarises our audit opinions.

Table 2 Audit opinions

	Audit Code Area
	Opinion

	Accounts
	We issued an unqualified opinion on the Trust’s accounts.

	Use of resources
	We issued an unqualified conclusion on the Trust's arrangements to secure value for money in its use of resources.


Purpose, responsibilities and scope

3 This Annual Audit Letter (letter) summarises the key issues arising from our work carried out during the year. We have addressed this letter to the directors of the Trust as it is the responsibility of the Trust to ensure that arrangements are in place for the conduct of its business and that it safeguards and properly accounts for public money. We have made recommendations to assist the Trust in meeting its responsibilities.

4 The letter also communicates the significant issues to key external stakeholders, including members of the public. We will publish this letter on the Audit Commission website at www.audit-commission.gov.uk . In addition, the Trust is planning to publish on its website.

5 As your appointed auditors, we are responsible for planning and carrying out an audit that meets the requirements of the Audit Commission’s Code of Audit Practice (the Code). Under the Code, we review and report on:

· the Trust's accounts; and

· whether the Trust has made proper arrangements for securing economy, efficiency and effectiveness in its use of resources.

6 Also, the Audit Commission uses my assessments to provide scored judgements for the Healthcare Commission to use as part of its Annual Health check.

7 This letter summarises the significant issues arising from both these areas of work and highlights the key recommendations that I consider the Trust should be addressing. We have listed the reports issued to the Trust relating to the 2006/07 audit at the end of this letter.

Audit of the accounts

8 The production of the statutory annual accounts is the principal means by which NHS bodies discharge their accountability to taxpayers and users of services for their stewardship of pubic money.

9 We are required to issue an opinion on the Trust's accounts as to whether they represent a ‘true and fair’ picture of the Trust.

10 We issued an unqualified opinion on the Trust’s accounts on 22 June 2007, which was before the deadline set by the Department of Health. In our opinion the accounts did give a true and fair view of the Trust’s financial affairs and of its income and expenditure for the year.

11 Before giving our opinion we reported to those charged with governance, in this case the Audit Committee, on the issues arising from the 2006/07 audit. We presented this report on 18 June 2007 and only the most significant issues arising are repeated in this letter.

Accounting issues

12 The most significant issue arising from our audit was that the Trust has not been correctly accounting for excess depreciation, that is, depreciation over and above the depreciation calculated on historic costs. There is a misstatement between the revaluation reserve (overstated) and the income and expenditure reserve (understated). The misstatement does not affect the Trust's financial position and is unlikely to be a material amount. The Trust has however agreed to ensure that the correct transfer is made annually between the two reserves. 
	Recommendation

	R1 Ensure that, in approving the 2007/08 accounts, excess depreciation has been calculated and reflected in the accounts correctly.


Trust's use of resources

13 We are required conclude on whether the Trust has put in place proper arrangements for securing economy, efficiency and effectiveness in its use of resources. This is known as the value for money conclusion. 

14 We are also required to assess how well NHS organisations manage and use their financial resources by providing scored judgements on the Trust's arrangements in five specific areas. This is known as the auditor’s local evaluation (ALE). The Audit Commission provides the scores to the Healthcare Commission (HC) to use as part of its annual health check.

Value for money conclusion

15 We concluded that the Trust had proper arrangements in place to secure economy, efficiency and effectiveness in the use of resources.

Auditor's local evaluation judgement

16 We assessed the Trust's arrangements in five areas. We scored each area from 1 to 4 (1= inadequate and below minimum standards, 2 = adequate, 3 = performing well and 
4 = performing strongly). In May 2007 we issued a detailed report supporting our assessment and highlighting areas for improvement in relation to financial management, internal control and value for money. A further report, which also covers financial reporting and financial standing, has recently been issued.
Table 3 ALE scores

	Element
	Assessment 2006/07
	Assessment 2005/06

	Financial reporting

Financial management

Financial standing

Internal control

Value for money
	3
3
2
3
3
	3

2

2

2

3

	Overall assessment of the Audit Commission
	2
	2


(Note: 1=lowest, 4=highest)

17 The key issues arising from the audit, as reflected in the above judgements where appropriate, are as follows.
· Financial reporting - the Trust's accounts and working papers were once again of a good standard despite the absence through sickness of a senior member of the team.

· Financial management - the Trust has produced a medium term financial strategy, which was sufficient to lift the Trust's score from a two to a three. The Trust's budget document, known as the resources book, is very detailed and well evidenced, which we have recognised as being notable practice.
· Financial standing - the Trust continues to be in breach of the statutory break even duty as the Trust's cumulative deficit is still more than £12m. The Trust is currently planning to clear the deficit by 2012/13. However, we have exercised discretion to give a score of 2 as the Trust has reported a break even position or better in each of the last four years (2003/04 - 2006/07).
· Internal control - the Trust increased its score in two of the three components used to calculate the overall internal control score. It achieved this by, for instance, taking a very strong line on declarations of interests, which we have recognised as being notable practice, and further developing its risk management arrangements.
· Value for money - whilst the Trust's overall score for value for money was maintained as a three, it scored four (the highest possible score) in relation to establishing arrangements for managing its financial and other resources which demonstrated that value for money is being managed and achieved. This reflected the work that the Trust had undertaken to continually improve its productivity and efficiency, which resulted in a reduction in length of stay and a reduction in the Trust's reference cost index from 116 in 2001/02 to 94 in 2005/06. We have recognised this work as notable practice.
Specific risk-based work

18 We also carried out specific pieces of risk-based work as follows:

· partnership working;
· reorganisation (phase 2);
· budget holder survey; and
· acute hospital portfolio follow up.
Partnership working

19 Partnership working was identified as a risk during the trust diagnostic programme in 2006 and we reviewed the Trust's arrangements to inform our work on the Auditor's Local Evaluation and thus the value for money conclusion.
20 Our work focused on the Trust's corporate approach to partnership working and involved reviewing, as tracers, two specific partnerships in depth to provide evidence of, for example, the extent of shared vision, understanding and strategic approach. 

21 The partnerships that we reviewed were the Intermediate Care Partnership and the Urgent Care Partnership. These were chosen as they were well established partnerships with good representation which focused on the achievement of strategic objectives and national targets.

22 The main conclusions arising from the report are as follows:
· there is no documented approach that encompasses protocols and procedures covering all partnerships;
· partnerships have not been evaluated for cost, outcomes and risk;
· communications to stakeholders about outcomes and issues arising from partnerships are poor. Although individuals involved in day to day activities within the partnerships communicate well, this does not extend to the wider audience; and

· partnership data is not fully integrated into the Trust’s performance framework. This is evidenced through the lack of consistent and regular performance management reports pertaining to partnerships.

23 A number of recommendations covering these issues have been made in our report and these will be followed up in 2007/08.
Reorganisation (phase 2)

24 The 2000 NHS plan signalled the start of unprecedented changes for the NHS. These changes were designed ultimately to transform the NHS 'into a patient-led service that uses available resources as effectively and fairly as possible to deliver the best and safest possible healthcare'. 

25 The Trust has been actively addressing the NHS plan requirements. An important part of this has been a structural reorganisation from 15 directorates to six divisions in 
July 2005 to allow the Trust to 'better meet the challenge of the future provision of healthcare'. Our work in this area follows on from our previous report on the transitional risk and project management of the reorganisation.
26 Eighteen months after implementation, the reorganisation has not yet delivered all the benefits expected of it. Given the scale of the change this is not surprising. However, the Trust needs to reinvigorate its focus on securing the benefits and ensure that this is incorporated within the action plan that the Trust has put in place to help it become a foundation trust. Further work is required to address residual internal issues relating to the reorganisation, especially to achieve effective cross-divisional working. The Trust should rapidly move from its internal focus of the reorganisation to ensuring its organisational structure delivers improvements in patient care.
27 One of the recommendations that we made was for the structure of the Diagnostic and Therapy Division to be reviewed and we note that the Trust has recently advertised for an Assistant Divisional Manager for this division.
28 A number of other recommendations were made, which we are due to follow up as part of the 2007/08 audit.
Budget holder survey

29 Financial management is one of the five key areas covered by the Auditor's Local Evaluation and, as such, it is important that we fully understand the Trust's budget management arrangements. We conducted a survey of budget holders, covering issues such as:

· training;

· budget setting;

· budget monitoring and control;

· support from finance staff;

· the Trust's financial performance; and

· savings plans.

30 The survey was sent to about 340 staff and around 140 were returned; a 41 per cent response rate, which is reasonable. On 16 July 2007 we issued a draft report which summarised the survey results and made a number of recommendations which will need to be implemented if the Trust is to retain its current ALE score in relation to financial management.
	Recommendation

	R2 Ensure that the recommendations on budget management arrangements are implemented as soon as possible.


Acute hospital portfolio follow up
31 The Acute Hospitals Portfolio (AHP) was a mandatory review of services carried out by the Audit Commission and its audit suppliers on behalf of the Healthcare Commission. The work was undertaken in all acute trusts and in 2006 covered:
· admissions management;

· medicines management; and
· diagnostic services (including pathology, radiology and endoscopy).
32 Action plans were produced for each of these areas and we reviewed these as part of the 2006/07 audit to ensure that the recommendations had been implemented.

33 The Trust has made good progress against the recommendations in our original reports, with the exception of pathology. Of particular note is that managers responsible for admissions management and medicines management have used the recommendations in the original AHP reports, to drive improvements.
34 Progress against the recommendations for diagnostic services is varied. Five recommendations were made in relation to pathology, none of which have been achieved. However, reasonable progress has been made in relation to radiology and endoscopy, although the quality of progress reporting is poor. Whilst we identified through discussion that progress has been made, progress reports are not clear, with no specific targets or measures, and recommendations have not been progressed in any systematic way.
35 The benefits of external reviews will be lost unless the Trust implements and performance manages delivery of the agreed recommendations.
	Recommendation

	R3 The Trust should ensure that all of the original recommendations from AHP 2005/06, in particular pathology, are implemented or, where this is not possible, take appropriate steps to mitigate the risks, focusing on those recommendations which have been designated as high risk.


National Fraud Initiative

36 The National Fraud Initiative is a computerised data matching exercise designed to identify overpayments to suppliers and benefit claimants and to detect fraud perpetrated on public bodies. The referrals from the current exercise were released to participating bodies in January 2007.
37 The referrals from the current exercise were released to participating bodies in January 2007. The Trust's Local Counter Fraud Specialist is reviewing the output from this exercise, in conjunction with the Trust's Creditor Payments and Payroll Managers, and will report any matters arising to the Trust's Audit and Assurance Committee. No significant issues have been identified thus far.
Closing remarks

38 We discussed and agreed this letter with the Chief Executive and the Director of Finance and presented it to the Audit and Assurance Committee on 
18 September 2007. A copy of the letter will be provided to each Board member.

39 Further detailed findings, conclusions and recommendations on the areas covered by our audit are included in the reports issued to the Trust during the year.
Table 4 Reports relating to the 2006/07 audit

	Output
	Date

	Audit plan
	May 2006

	Reorganisation
	May 2007

	Auditor's local evaluation - Interim
	May 2007

	Report to those charged with governance
	June 2007

	Opinion on financial statements
	June 2007

	Value for money conclusion
	June 2007

	Partnership working
	August 2007

	Acute hospital portfolio follow up
	August 2007

	Budget holder survey
	September 2007

	Auditor's local evaluation - Final
	September 2007

	Annual audit letter
	September 2007


40 The Trust has taken a positive and constructive approach to our audit, and we would like to thank Trust staff for their support and cooperation during the audit.


Richard Lott
Engagement Lead 

September 2007
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