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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/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 0844 798 7070. 

 
 
 
© Audit Commission 2007 
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 
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Summary report 

Key messages 

1 I issued an unqualified opinion on the Trust's financial statements on 22 June 2007. In 
my opinion the accounts gave a true and fair view of the Trust’s financial affairs and of 
its income and expenditure for the year. 

2 As in 2005/06, I have issued a qualified value for money conclusion for 2006/07. This 
means that I was not fully satisfied that you had put in place proper arrangements for 
securing economy, efficiency and effectiveness in your use of resources.  

3 There has been some improvement across a number of the underlying auditor local 
evaluation assessment criteria, particularly in relation to financial management. 
However, the overall arrangements remain inadequate because of the cumulative 
financial position of the Trust and the arrangements the Trust has in place to secure 
value for money through the use of its resources. 

4 I have carried out a project to follow on from the Public Interest Report that I issued in 
2005/06. This project assessed the Trust's framework for delivering change 
programmes in terms of what had been delivered so far and the capacity of the Trust 
to deliver future improvements.   

5 The Trust has sustained focus over the past year on key issues such as the Watford 
campus reconfiguration and moving towards achieving financial balance. However, 
financial recovery is still behind plan and considerable improvements are still needed 
across a number of areas of the Trust's performance. In order to deliver these 
improvements, the Trust needs to further develop a robust change management 
framework. Without such development of the framework further improvement by the 
Trust is at risk. I have made a number of recommendations below which need to be 
urgently addressed by the Trust. 
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Key Recommendations 

R1 The Trust Board needs to implement urgently a series of actions which enable 
the Trust to have adequate arrangements in place to secure economy, efficiency 
and effectiveness in the use of resources, as evidenced by the auditors local 
evaluation key lines of enquiry.  

R2 The Trust urgently needs to focus on the corporate improvement themes 
identified to enable it to deliver the significant, sustained improvement that is 
required. This should include: 
• the adoption and use of a coherent change management  framework and 

approach that is owned by all members of the executive team and Board and 
which has clear links to all parts of the organisation and relevant partners; 

• a well managed project plan for developing, embedding and monitoring the 
framework approach; 

• a risk management assessment of the plan; and 
• clear lines of accountability for action and strong leadership to ensure 

progress. 
      It is essential that the Trust invests sufficiently in this development. 
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Purpose, responsibilities and scope 

6 This Annual Audit Letter (letter) summarises the key issues arising from our work 
carried out during the year. I have addressed this letter to the directors and members 
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. I have made recommendations to assist the Trust in meeting its 
responsibilities. 

7 The letter also communicates the significant issues to key external stakeholders, 
including members of the public. I will publish this letter on the Audit Commission 
website at www.audit-commission.gov.uk.  

8 As your appointed auditor, I am 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, I 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. 

9 Also, the Audit Commission uses my assessments to provide scored judgements for 
the Healthcare Commission to use as part of its annual health check. 

10 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. I 
have listed the reports issued to the Trust relating to the 2006/07 audit at the end of 
this letter. 
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Audit of the accounts 

11 I issued an unqualified opinion on the Trust’s accounts on 22 June 2007, before the 
deadline set by the Department of Health. In my opinion the accounts gave a true and 
fair view of the Trust’s financial affairs and of its income and expenditure for the year. 

12 Before giving my opinion I reported to those charged with governance, in this case the 
Audit Committee on the issues arising from the 2006/07 audit. I issued this report on 
20 June 2007 and only the most significant issues arising are repeated in this letter. 

Accounting issues 

13 The Trust did not submit a complete set of financial statements for audit by the national 
deadline, as the statement of internal control and the remuneration report were not 
included. 

14 The Trust had allocated all fixed asset additions to Assets under Construction during 
the year within its ledger coding structure. It then re-categorised the Assets under 
Construction figure across the correct category of Fixed Asset class, for example Plant 
and Machinery. However, these are shown under the heading of ‘re-classification’ 
rather than ‘additions’ and thus did not reflect the true nature of the transaction within 
the financial year. 

15 As a result of this treatment, there was a cumulative effect on the cash flow statement, 
as there was no expenditure shown to acquire some of the classes of fixed asset 
within the year (for example Intangible Fixed Assets - £3.259 million).   

16 The required amendments were put through the revised financial statements 
presented to the audit Committee for approval on the 20 June 2007. Whilst the practice 
of coding all such expenditure to Assets under Construction within the ledger during 
the financial year is common place, it is the correct re-classification within the financial 
statements submitted for audit which requires completion in future years. 

17 The Trust reported a deficit of £11,413 million for the 2006/07 financial year. This 
means that the Trust did not meet its in-year break-even duty. The Trust received 
confirmation from the East of England Strategic Health Authority (SHA) of its updated 
break-even duty, following consideration of the Resource Accounting and Budgeting 
(RAB) adjustments. This has been reflected in Note 23.1 to the accounts, where the 
cumulative deficit position is agreed as £11.4 million and the revised rolling break-even 
duty period commences from 2006/07 financial year. This recalibration has meant that 
I have not had recourse to make a referral to the Secretary of State for Health under 
section 19 of the Audit Commission Act 1998. 
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Trust’s use of resources 

18 I am required to 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.  

19 I am 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 

20 I issued an adverse value for money conclusion for the 2006-07 year. This means that 
we were not fully satisfied that you had put in place proper arrangements for securing 
economy, efficiency and effectiveness in your use of resources, as a result of the Trust 
being assessed as 'inadequate' for six of the twelve use of resources criteria.  

21 The table below sets the criteria under which I made these assessments, the detail of 
which is within my auditor’s local evaluation report. 

Table 1 Value for Money Conclusion 'inadequate' criteria  
 

VFM criteria  ALE 
link 

ALE detailed KLOE 
not met 

Setting, reviewing and implementing its strategic and 
operational objectives. 

5.1 5.1.1, 5.1.2, 5.1.4 

Monitoring and scrutiny of performance, to identify 
potential variances against strategic objectives, 
standards and targets, for taking action where 
necessary, and reporting to members. 

5.3 5.3.2, 5.3.4 

Monitoring the quality of its published performance 
information, and to report the results to members. 

5.3 5.3.5 

Maintaining a sound system of internal control. 4.2 4.2.4 

Managing and improve value for money. 5.4 5.4.1, 5.4.2, 5.4.3, 
5.4.4, 5.4.6, 5.4.7, 
5.4.10 

Ensuring that it's spending matches its available 
resources. 

3.1 3.1.1, 3.1.6, 3.1.7 
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22 This is the second successive year in which I have qualified my value for money 
conclusion.  

Recommendation 

R3 The Trust Board needs to implement urgently a series of actions which enable the 
Trust to have adequate arrangements in place to secure economy, efficiency and 
effectiveness in the use of resources, as evidenced by the auditor’s local 
evaluation key lines of enquiry.  

Auditor's local evaluation judgement (including financial standing) 

23 I assessed the Trust's arrangements in five areas. I scored each area from 1 to 4  
(1 = inadequate, 2 = adequate, 3 = performing well and 4 = performing strongly). The 
outcomes of these assessments are below. 

Table 2 ALE scores 
 

Element Assessment 

Financial reporting 
Financial management 
Financial standing 
Internal control 
Value for money 

1 out of 4 
2 out of 4 
1 out of 4 
1 out of 4 
1 out of 4 

Overall assessment of the Audit Commission 1 out of 4 

(Note: 1=lowest, 4=highest) 

24 Despite some improvements in the Trust's financial management arrangements during 
2006/07, the Trust's overall performance has not progressed sufficiently to improve the 
overall score for the year, which remains a '1'.   
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Table 3 Figure 1 Summary of 2006/07 assessments   
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25 There has been some improvement across a number of underlying assessment criteria 
which have been met by the Trust, this increase being the most significant in the areas 
of financial reporting - external accountability and financial management. 

26 I have provided a detailed report to officers setting out the results from my assessment 
together with a series of actions for the Trust to implement which should result in 
improved arrangements in future years.   
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Corporate improvement Framework  

27 I also carried out a specific piece of risk-based audit work, which followed on from the 
Public Interest Report that I issued on the West Hertfordshire Health quadrant's 
financial position in 2005/06 and other regulators report about the performance of this 
Trust. 

Background 

28 As part of our audit planning for 2006/07, we undertook an assessment of the Trust’s 
direction of travel and reviewed a selection of recent reports and plans issued to and 
developed by the Trust in 2006/07. In doing this work, we developed a clear view that 
the work the Trust needed to do to meet the actions identified in the reports fell into a 
number of ‘corporate’ themes. This also fitted with the Trust's response to the Strategic 
Health Authority on the outcomes from the 2006 annual health check and other 
associated reports and the actions required for improvement. 

29 These themes, after further discussion with officers in the Trust were identified as 
being:  

• strategy;  
• capacity and leadership; 
• performance management;  
• partnerships; and  
• financial strategy. 

30 Part of the purpose of our work was to categorise the recommendations and actions 
required into corporate themes that enabled the Trust to focus its efforts on key 
priorities rather than try to respond to a large number of recommendations. This work 
was described as developing a Corporate Improvement Framework (CIF), and was 
adopted by the Trust as a suitable framework for delivering the corporate improvement 
necessary. 

31 We then carried out a high level review of the degree to which this framework was in 
place and (in one area; partnership working) a more detailed assessment of its 
effectiveness. Our work was not intended to be an assessment of the Trust’s strategy 
or its performance management arrangements. 

32 Working alongside the Trust, we saw the work being over two distinct phases. 

• Phase 1 - Review of the completeness of; and the management arrangements for 
a Corporate Improvement Framework. Is the framework fit for purpose to deliver 
sustainable improvement? 

• Phase 2 - Review of the Trust's progress against the framework work streams, to 
gain assurance that both the direction of travel and speed of change is on track. 
Are we assured that the Framework is delivering the desired outcomes? 
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33 In the time remaining to us as your auditors we have focused on Phase 1. Because of 
the nature and scope of our review, we agreed that there would not be a formal audit 
report emanating from this work. We have however formed an overall judgement and 
made a high level recommendation as well as highlighting what we consider to be key 
risks facing the delivery of the framework against each of the themes in the following 
paragraphs. We will be reporting these to management in detail. 

34 Progress with the planned changes has not been as linear or as quick as anticipated 
and may at times be more feasible in some areas than in others due to a variety of 
factors of which we may have little knowledge. An example of this is the lack of 
progress that has been made hitherto on developing an action plan for FT status which 
might be progressed now that a FT Project Manager has been identified. Whatever the 
reason for delayed progress in this and other areas, key risks remain and are 
highlighted for the attention of the Board.  

Overall judgement 

35 The Trust has sustained focus over the past year on key issues such as the Watford 
campus reconfiguration and moving towards achieving financial balance. However, 
financial recovery is still behind plan and considerable improvements are still needed 
across a number of areas of the Trust's performance. In order to deliver these 
improvements, the Trust needs to further develop a robust change management 
framework. Without such development of the framework further improvement by the 
Trust is at risk. 

 

Recommendation 

R4 The Trust urgently needs to focus on the corporate improvement themes 
identified to enable it to deliver the significant, sustained improvement that is 
required. This should include: 
• The adoption and use of a coherent change management framework and 

approach that is owned by all members of the executive team and Board 
and which has clear links to all parts of the organisation and relevant 
partners; 

• A well managed project plan for developing, embedding and monitoring 
the framework approach; and 

• A risk management assessment of the plan. 
• Clear lines of accountability for action and strong leadership to ensure 

progress. 
      It is essential that the Trust invests sufficiently in this development. 
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Other audit work 

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 Trust submitted payroll data for the matching exercise as for previous exercises. 
However, it did not submit creditor information, which was a new area for review for 
NFI 2006. Creditor matches have been successfully used by other bodies to identify 
duplicate payments together with weaknesses in purchase ledger systems that could 
potentially lead to overpayments. 

38 Payroll data matches had not been accessed by the Trust eight months after receipt 
and had not been made available to the LCFS. As a result, an investigation cannot 
have been undertaken to determine whether the payroll matches provided have 
identified any cases of fraud or corruption.  

 

Recommendation 

R5 The Trust should ensure arrangements are in place to provide all requested 
information for future National Fraud Initiative data matching exercises. Adequate 
arrangements should be introduced to review the data matches to identify 
possible cases of fraud and overpayments. This review should be carried out as 
soon as possible after receipt to prevent prolonged exposure. 
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Closing remarks 

39 I have discussed and agreed this letter with the Chief Executive and the Director of 
Finance. I will present the letter at the Audit Committee on 11 September 2007 and will 
provide copies to all Board members. 

40 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 
 

Report Date of issue 

Audit plan June 2006 

Interim audit memorandum  May 2007 

Report to those charged with governance June 2007 

Opinion on financial statements June 2007 

Value for money conclusion June 2007 

Final accounts memorandum  July 2007 

Auditors’ local evaluation August 2007 

Annual audit letter October 2007 

 

41 The Trust has taken a positive and constructive approach to our audit, and I wish to 
thank Trust staff for their support and co-operation during the audit. 

 

 

 

 

Rob Murray 
Engagement Lead  

October 2007 


