
Public Interest Report 

April 2006 

 

  

Public Interest Report
West Hertfordshire Quadrant 
 
Audit 2005/2006 
 



© 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 

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. 
• 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 and PCTs 
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/members or officers. They are prepared for the sole use 
of the audited body. Auditors accept no responsibility to: 

• any director/member 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 0845 056 0566. 
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Introduction 
1 I am the auditor appointed by the Audit Commission to audit the accounts of the 

following health bodies: 

• West Hertfordshire Hospitals NHS Trust;  
• St Albans & Harpenden Primary Care NHS Trust (SAH PCT); 
• Hertsmere Primary Care NHS Trust (H PCT); 
• Watford & Three Rivers Primary Care NHS Trust (W3R PCT); and  
• Dacorum Primary Care NHS Trust (D PCT). 

2 This report is issued under section 8 of the Audit Commission Act 1998 (the Act). 
This section of the Act requires me to consider whether, in the public interest, I 
should make a report on any significant matter coming to my attention. 

3 This report also incorporates a referral to the Secretary of State for Health under 
section 19 of the Act. This section of the Act requires me to make a referral where 
I have reason to believe that a health service body is proposing a course of action 
which would be unlawful and lead to loss or deficiency.  

4 The purpose of this report in the public interest is to comment on: 

• the poor financial position of the Trust and PCTs; 
• the Trust and PCTs’ response; and 
• the actions the Trust and PCTs need to take to improve their collective 

financial position on a sustainable basis. 
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Background to the trusts  
5 Together the trusts undertake the provider and commissioner activities within the 

West Hertfordshire quadrant of the Bedfordshire and Hertfordshire Strategic 
Health Authority (SHA) area.   

6 The West Hertfordshire Hospitals NHS Trust (the Trust) was formed in April 2000 
following a merger of the Watford and Mount Vernon NHS Trust with St Albans 
and Hemel Hempstead NHS Trust. The Trust provides services from four main 
sites at Hemel Hempstead, Watford, St Albans and Mount Vernon (part of the 
Hillingdon Hospitals NHS Trust). The Trust has had continuing financial 
difficulties since its formation in April 2000, inheriting the financial challenges 
faced by the two predecessor organisations, Watford and Mount Vernon NHS 
Trust and St Albans and Hemel Hempstead NHS Trust. 

7 Watford and Three Rivers PCT, St Albans and Harpenden PCT and Dacorum 
PCT were all established in April 2001. Hertsmere PCT was established in 
October 2000. Collectively, the PCTs serve a population of approximately 
525,000 stretching from Tring in the North West, to Watford in the South West, 
across to Potters Bar in the South East, and up to St Albans in the North East.   

8 The four PCTs have formed two strategic alliances based on geographical lines.  
The first of these alliances was formed in 2004 between Hertsmere and St Albans 
and Harpenden PCTs; the second alliance was formed in January 2005 between 
Watford and Three Rivers and Dacorum PCT.   

9 Formation of the two strategic alliances has resulted in joint management 
structures at Board level. The two alliances do not currently involve a formal 
merger, but aim, through the integrated structure, to bring together the 
experience and expertise of staff from both PCTs. 
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The financial performance of the Trust  
10 The NHS and Community Care Act 1990 Section 10(1) places a statutory duty on 

NHS trusts to break-even. It states that: 

‘Every trust shall ensure that its revenue is not less than sufficient, taking one 
financial year with another, to meet outgoings properly chargeable to revenue 
account’. 

11 NHS trusts should normally plan to meet this duty by achieving a balanced 
position on their income and expenditure account each year. The break-even 
duty, however, includes the phrase ‘taking one financial year with another’. This 
provides some flexibility and is generally interpreted within the NHS to mean that 
a trust should break-even over three years which may, in exceptional 
circumstances and with the agreement of the local SHA, be extended to five. 

12 Table 1 summarises the Trust's financial position over the period 2003 to 2006.   

Table 1 Summary of the Trust's performance against 
breakeven target 

 

Financial year In-year deficit 
£ million 

Cumulative deficit 
£ million 

2003-04   4.6   4.6 

2004-05 10.0 14.6 

2005-06 28.6 43.2 

Source: 2003/04 and 2004/05 audited financial statements; 2005/06 budget 
monitoring reports and financial turnaround report. 

Note: Under the Resource Accounting and Budgeting regime, funding allocations 
to the health economy are reduced by an amount equal to prior year deficits. It is 
then for the SHA which manages that health economy to manage the impact of 
that reduction in funding. The Bedfordshire and Hertfordshire SHA has chosen to 
adopt the policy of passing the reduction on to the Trust. The effect of this policy 
is reflected in the figures reported in table 1 above. 
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The financial performance of the PCTs  
13 PCTs are required to operate within specified financial limits. The key limit is the 

Revenue Resource Limit (RRL). The RRL is set on an annual basis by the 
Secretary of State. Section 97E (1) of the National Health Service Act 1977 
imposes a statutory duty on PCTs to ensure that their revenue expenditure does 
not exceed the RRL set for each financial year. Table 2 summarises each PCT's 
performance against its RRL in 2004/05, and forecast overspend against RRL at 
the end of 2005/06. This table shows the four PCTs are forecasting a cumulative 
overspend against RRL at 31 March 2006 of approximately £32 million. 

Table 2 PCTs' performance against RRL in 2004/05 & 2005/06 
 

 SAH PCT
£ million 

H PCT 
£ million 

W3R PCT
£ million 

D PCT 
£ million 

Total 
£ million 

2004/05: Actual   
overspend  

2.4 4.9 3.6 6.0 16.9 

2005/06: Forecast 
overspend  

4.0 6.4 1.2 4.0 15.6 

Cumulative 
overspend 
against RRL at  
31 March 2006 

6.4 11.3 4.8 10 32.5 

Source: 2004/05 accounts and 2005/06 budget monitoring reports 
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The Trust's response to their financial problems 
14 In response to its deteriorating financial position, the Trust agreed with the SHA a 

revenue deficit target (control total) of £19.3 million for the financial year 2005/06. 

15 At the beginning of the financial year, the Trust produced a proposal to deliver the 
£19.3 million deficit control total. This proposal included measures intended to 
save approximately £14.2 million. However, the Trust identified, and alerted the 
SHA to, the significant risks associated with achieving the savings proposal 
necessary to meet the control total. Over the summer of 2005, the Trust 
undertook further work on the initial proposals, revising them to a level 
considered achievable. The revised assessment reduced the initial proposal by 
£10.8 million, to £3.4 million.   

16 In October 2005 the Trust engaged PricewaterhouseCoopers (PwC) to undertake 
an assessment of the current financial position and to identify additional 
measures that could be identified to address the financial difficulties facing the 
Trust.   

17 The PwC Turnaround Plan identifies a number of cost improvement programmes, 
efficiency measures and medium term plans to address the strategic options 
facing the Trust, including the implications of practice-based commissioning, 
patient choice, payment by results and preparations for foundation trust status. If 
successful, the measures contained within the Turnaround Plan will return the 
Trust to operational financial balance in 2010/11.   

18 Furthermore, the Trust has begun to take action to address the weaknesses in 
governance and financial management I have reported to the Trust, including: 

• revisions to the Board and executive structures, with clarification of roles and 
responsibilities to enable clear accountability and understanding of the  
Trust's strategic objectives;  

• a revised term of reference for the risk management committee to now 
incorporate an overarching risk management function to facilitate effective 
management and decision-making, increase staff awareness of the Trust's 
objectives and to develop the knowledge and skills base to operate control 
systems; 

• the audit committee will take a more proactive role in ensuring effective 
governance arrangements are in place including, for example, an annual 
review of governance which will contribute towards the production of the 
Trust's statement of internal control; and 

• developing Trust service development plans and performance management 
processes which will identify actions required to deliver on core objectives 
assessed against available resources.  
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The PCTs' response to their financial problems 
19 Whilst the precise reasons for each PCT exceeding its RRL differ, there are 

common themes. The PCTs, as relatively new organisations at the forefront of 
modernising the NHS, have faced many of the challenges associated with the 
creation of new organisations. 

20 A continuing issue has been the stretched capacity of senior staff. The aim of the 
strategic alliances was to bring together the experience and expertise of staff 
from both PCTs. However, significant duplication has remained, including dual 
financial planning and reporting. The development of these alliances has 
therefore further exacerbated the organisational capacity of all four organisations, 
particularly in the areas of financial management and commissioning. 

21 Of particular concern, however, are the apparent weaknesses in the 
arrangements established by the PCTs to ensure effective financial governance.  
Clear evidence of this was provided in 2004/05 when the forecast year end 
outturn position of each PCT changed significantly between months 11 and 12.  
Not only does this cast significant doubt on the reliability of the financial 
information provided to Board members throughout the year, but it restricts the 
ability of both senior staff and Board members to exercise timely and effective 
financial management.   

22 The PCTs' own analysis of the overspends reported in 2004/05 indicated that 
these were largely recurrent. Each PCT needed, therefore, to identify substantial 
savings that would enable the PCT to contain expenditure within its RRL for 
2005/06 and subsequent years; and repay the overspends reported in 2004/05.   

23 Each PCT has, as a result, developed a financial recovery plan (FRP) aimed at 
identifying the savings necessary to enable the PCTs to breakeven in 2005/06. 
However, analysis of each PCT's progress against its FRP, together with a 
number of additional pressures on 2005/06 budgets (particularly in relation to 
acute commissioning and continuing care) indicates that all four PCTs are 
forecast to overspend against their RRL for 2005/06. As Table 2 indicated, this 
will increase the PCTs' cumulative overspend against RRL by the end of 2005/06. 

24 Notwithstanding concerns around the robustness of the FRP, the current plans do 
not, to any significant extent, address the repayment of the overspends 
accumulated in 2004/05. Although the PCTs have signified their intention to seek 
further savings over the coming years to address this issue, the magnitude of the 
savings required, allied to the risks associated with planned savings already 
identified, would suggest this is an extremely challenging task.  

25 In January 2006 the SHA engaged PwC on behalf of St. Albans and Harpenden, 
and Hertsmere PCTs, to validate the robustness of each PCT's FRP. PwC have 
also begun a second phase of this work, aimed at producing a revised FRP. A 
Turn-Around team has also been established within the PCTs, and a  
Turn-Around Director has been appointed to oversee implementation of the plan. 
The SHA also engaged KPMG on behalf of Dacorum PCT to validate the 
robustness of the FRP. This work is still in progress. 
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The impact on the wider health economy 
26 The financial difficulties faced by the Trust and PCTs are set against the 

backdrop of a challenging financial position across the Bedfordshire and 
Hertfordshire health economy, which faces an estimated £95 million deficit. This 
means that there is, at most, a limited opportunity to secure external financial 
assistance. This places additional pressure on the respective management teams 
to make effective use of the resources available. 

27 As with the rest of the NHS, all five bodies within the West Hertfordshire quadrant 
face a considerable national and local agenda for change. National developments 
such as implementation of the pay reforms under 'Agenda for Change', and the 
continued requirement to achieve NHS Plan and National Service Framework 
targets, have contributed to the financial pressures faced by all five bodies in 
meeting financial targets. 

28 Ongoing developments arising from the NHS Improvement Plan continue to place 
significant financial challenges on all five bodies, particularly in areas such as the  
implementation of payment by results, practice based commissioning, patient 
choice and, for the Trust in particular, the trust diagnostic process that will 
support preparations for achieving Foundation Trust status by 2008. 

29 July 2005 saw further changes proposed for the future structure of the NHS, with 
the likelihood of reconfiguration of PCTs across the current SHA area 
dramatically reducing their number. 

30 With restructuring of ambulance trusts and strategic health authorities taking 
place around the same time, there is a considerable amount of uncertainty 
regarding the immediate future of the PCTs. 

31 These changes to the structure of the Bedfordshire and Hertfordshire health 
economy will have significant implications not only for the PCTs, but also for the 
Trust, particularly in the areas of commissioning, medium and long-term business 
planning, and risk and performance management.  

32 It is vital that recovery plans take account of: 

• the flow of funds around and services provided across the Hertfordshire 
health economy; and 

• the full financial implications of current and emerging developments across 
the NHS. 

33 If FRPs are not supported by partners, even more difficult decisions will need to 
be taken in order to reduce the PCTs' and Trust's expenditure to a level within 
that allocated. It is essential therefore, that the SHA works closely with the PCTs 
and the Trust to find a way forward in underpinning the FRPs and continues to 
facilitate actions to ensure agreement over appropriate risk-sharing arrangements 
among health bodies, to enable proper control to be exercised over the cost-base 
of the health economy as a whole. 
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Audit Action 
34 On several occasions over the past eighteen months I have drawn attention to my 

concerns on the financial standing of all five bodies. These include my annual 
audit letters to the board of each body in 2004 and 2005, and my report to each 
body's audit committee following my audit of the 2004/05 financial statements. 

35 Furthermore, in both 2003/04 and 2004/05, the Audit Commission's Relationship 
Manager for the SHA reported on the financial standing of all bodies within the 
Bedfordshire and Hertfordshire SHA area. These reports highlighted both the 
weaknesses in financial management apparent across all bodies, and the 
structural issues contributing to the poor financial standing of those bodies.   

36 I qualified my regularity opinion on the financial statements of the four PCTs for 
the year ended 31 March 2005. In so doing, I discharged my responsibility to 
report unlawful expenditure to the Secretary of State under section 19 of the Act. 

37 In 2004/05, following the deteriorating financial position of the West Hertfordshire 
Hospitals NHS Trust, I undertook a review of the financial management and 
governance arrangements at the Trust. I presented my findings to the Trust's 
audit committee in July 2005. My initial findings were that: 

• ’financial leadership from the Trust Board was insufficient and ineffective in 
the context of known recurring deficits and financial balance was not seen as 
a Trust objective;  

• savings plans included as part of the 2004/05 budget were unrealistic and 
insufficiently robust, where access targets took precedence over financial 
targets; 

• reports to the Board on the financial position contained a lack of detailed risk 
assessment or options appraisal which led to ineffective decision-making; 

• effective financial governance arrangements were not in place from  
sub-committees to the Board, where there was insufficient scrutiny and 
challenge of finance reports/exploring options (finance and performance 
committee); lack of assurances regarding financial governance despite the 
reported deficit position (audit committee) and a lack of recognition that 
financial position represented a risk to be managed and embedded into the 
operations and strategic objectives of the Trust (risk management 
committee); 

• budget setting and monitoring arrangements were weak; in particular the 
budget set for 2004/05 was unrealistic, with the system giving few incentives 
to achieve savings targets; 
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• budget monitoring procedures were not fully documented which meant that 
trigger levels were not established to consider budget variances and no links 
were made between income, activity and costs; and 

• achievement of financial balance was not considered a key target for all 
relevant staff within the Trust's performance management system.’ 

Source: West Hertfordshire Hospital NHS Trust Annual Audit Letter 2004/05. 
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Report to Secretary of State for Health 
38 On the basis of each PCT's performance against its FRP, and in the absence of 

alternative significant funding sources or contingency plans, I have to conclude 
that all four PCTs will exceed their RRLs in 2005/06. In this respect, the PCTs will 
continue to exceed the limit of their statutory authority in terms of parliamentary 
vote as expressed in their RRL.   

39 Taking one financial year with another since 2003/04, the Trust has now failed to 
operate within the specified financial limits referred to in paragraphs 10 and 11 
above, in particular the requirement to balance income and expenditure over a 
three-year period. I also have to conclude that the Trust will fail to breakeven in 
2005/06 and will, therefore, fail to achieve its statutory duty to breakeven over a 
three-year rolling period.   

40 In accordance with Section 19 of the Audit Commission Act 1998, where I am 
aware that a health service body is planning to take a course of action which may 
be unlawful and lead to loss or deficiency I have a duty to report this matter to the 
Secretary of State for Health.  

41 Therefore, I hereby refer this matter to the attention of the Secretary of State. 
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Actions now required 
42 While the requirement to achieve financial stability is clearly viewed as an 

ongoing priority by the Board of each body in the West Hertfordshire quadrant, 
there remain a number of actions that need to be taken to establish a sustainable 
financial position that will support the delivery of a balanced budget across the 
quadrant in future years. These include the following. 

• In partnership with the SHA, each body should continue to seek additional 
savings and develop FRPs that take full account of the flow of funds around 
the services provided across the Hertfordshire health economy, and the full 
financial implications of current and emerging developments across the NHS.  

• Each body should continue to work with the SHA to secure the necessary 
financial support to resolve the breach of RRL and underpin their FRPs over 
the medium-term. 

• Improve the arrangements established in each body to ensure corporate 
governance and risk management, in particular improved challenge of 
information on the financial position by the Board.   

• Each body should review the robustness of the financial recovery plans on an 
ongoing basis and take timely action to address emerging financial pressures 
and planned savings that are not realised. 

• Each body needs to develop a rigorous approach to medium and longer-term 
financial planning that balances the need to obtain service-delivery objectives 
with statutory duties.   

• Each body should ensure that partnership working is underpinned by robust 
financial management and good governance.   

• Each body should seek to secure improvements in financial and non-financial 
data, as well as a greater commitment to the ownership of that data at Board 
level. Furthermore, Boards should assess the financial position of each entity 
alongside performance data. 

• Each body should continue to build the capacity, particularly at Board-level 
and in the commissioning and finance functions. Capacity building should, 
however, be viewed in the context of the likely impact of 'Commissioning a 
Patient Led NHS' in Bedfordshire and Hertfordshire. 

43 I will continue to monitor progress in resolving the financial difficulties faced by 
each of the bodies in the West Hertfordshire quadrant throughout 2006/07.  

 
 
Rob Murray 
District Auditor 
March 2006 


