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1 Executive Summary 

1.1 Introduction 
This report has been prepared for use by those charged with the governance of West 
Hertfordshire Hospitals NHS Trust (the Trust).  It has been prepared under the 
requirements of the International Standard on Auditing (UK and Ireland) 260: 
Communication of audit matters with those charged with governance (ISA 260).  This 
requires external auditors to report significant matters arising from the audit to those 
charged with governance, prior to issuing an opinion on the financial statements. 

The report summarises the principal matters arising from our audit work carried out for the 
year 2007/08. The issues raised have been discussed with the Director of Finance and his 
team. We have agreed that the communications required under ISA 260 would be 
discharged through a report to the Audit Committee on 13 June 2008. 

We have also chosen to present a summary in respect of the Trust’s use of resources and 
our formal conclusion on whether the Trust has put in place proper arrangements to 
achieve economy, efficiency and effectiveness in its use of resources (UoR).  This includes a 
brief summary of our preliminary findings in the Auditors Local Evaluation (ALE). A more 
detailed report on our ALE findings will be presented to the Trust in due course. 

1.2 Current Status of the Audit 
We were presented with draft summarisation schedules for the accounts and draft financial 
statements on 30 April 2008. 

We have performed our final accounts audit in accordance with the Audit Commission’s 
Code of Audit Practice, the Department of Health’s Manual for Accounts and applicable 
auditing standards.  Our approach followed that set out in our audit plan presented to the 
Trust in June 2007. 

[We have completed our work on ALE KLOEs 2,4 and 5 and have been able to reach an 
overall conclusion on the Trust’s arrangements for achieving economy, efficiency and 
effectiveness in its use of resources except for the Trust’s arrangements for the management 
of its asset base (KLOE 2.3).] 

1.3 Matters Outstanding 
At the date of this report was issued, the following matters were outstanding and required 
resolution prior to the issue of our audit opinion: 

 Finalisation of the agreement of NHS Debtors 
 Confirmation of the provision figure within the accounts 
 Completion of the Cashflow statement 
 Finalisation of audit procedures in a number of areas, including our completion 

procedures 
 Confirmation of agreement of audit issues with management and the Audit Committee 
 Final review of the Statement on Internal Control 
 Reviewing the Annual Report to ensure compliance with Department of Health's 

Manual for Accounts and to ensure consistency with the financial statements. 
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 Updating our post balance sheet events review to the date of signing the financial 
statements. 

 Receipt of an appropriate letter of management representation. 
 
 
1.4 Audit Conclusions 
We are required to reach conclusions in three areas as part of our audit work. Detailed 
information on the basis of each of these conclusions is set out in sections 3 to 4 of this 
report. A summary of our conclusions in these areas is provided below. 

Accounts Opinion 
We anticipate the provision of an unqualified opinion on the Trust’s financial system, 
following the acceptance of the accounts by the Audit Committee on the 13 June 2008. 

The Audit Committee will need to formally consider the issues surrounding the treatment of 
digital hearing aids and determine whether they agree with management’s treatment in the 
accounts. Full details of the issues to be considered are set out in section 3.5. 

Use of Resources 
We anticipate providing an unqualified Use of Resources conclusion in regard to the Trust’s 
arrangements for ensuring economy, efficiency and effectiveness in its use of resources 
except for the Trust’s arrangements for the management of its asset base (KLOE 2.3). This 
conclusion is drawn from our work under the Auditors Local Evaluation (ALE). 

We have yet to finalise our work for financial reporting and financial standing and will 
provide an update in due course. Overall the Trust’s ALE performance has improved since 
2006/07 and the predicted outcomes are as follows: 

Table 1 - Draft ALE Scores 
 
Key Line of Enquiry (KLOE) Themes 
 

Score 2007/08 Score 2006/07 

 
1.  Financial Reporting 
 

TBA 1 

 
2.  Financial Management 
 

2 2 

 
3.  Financial Standing 
 

TBA 1 

 
4.  Internal Control 
 

2 1 

 
5.  Value for Money 
 

2 1 

  
 
 
 
1.5 Acknowledgements 
We would like to record our appreciation for the excellent co-operation and assistance 
provided to us by the finance department and other staff at the Trust during the course of 
our audit.
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2 The ISA 260 Report 

2.1 Introduction 
This report includes matters of interest related to Trust governance that have come to the 
attention of the auditor as a result of the audit process.  It should be noted that the audit of 
financial statements is not designed to identify all matters that may be relevant to those 
charged with governance. Accordingly the audit does not ordinarily identify all such matters.   

The principle purpose of the ISA 260 report to those charged with governance is as follows: 

 To reach a mutual understanding of the scope of the audit and the respective 
responsibilities of the auditor and those charged with governance. 

 To share information to assist both the auditor and those charged with governance 
fulfil their respective responsibilities. 

 To provide to those charge with governance constructive observations arising from the 
audit process. 

 
2.2 Obligations under ISA 260 
Under ISA 260, we are required to consider audit matters of governance interest that arise 
from the audit of the financial statements and communicate them with those charged with 
governance. The areas considered are as follows: 

a) Relationships that may bear on the firm’s independence and the integrity and 
objectivity of the audit engagement lead and audit staff. 

b) The overall approach and scope of the audit including any limitations thereon, or 
any additional requirements. 

c) The selection of, or changes in, significant accounting policies and practices that 
have, or could have a material effect on the entity’s financial statements. 

d) The potential effect on the financial statements of any material risks and exposures, 
such as pending litigation that are required to be disclosed in the financial 
statements. 

e) Audit adjustments, whether recorded or not by the Trust that have, or could have a 
material impact on the Trust’s financial statements. 

f) Those uncorrected misstatements aggregated by the auditor during the audit that 
were determined by management to be immaterial by management both individually 
and in aggregate to the financial statements as a whole. 

g) Other matters warranting attention by those charged with governance, such as 
material weaknesses in internal control, questions regarding management integrity, 
and fraud involvement by management. 
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2.3 Statement of Responsibilities 
The Trust is responsible for the preparation of financial statements which records its 
financial position as at 31 March 2008 and its income and expenditure for the year then 
ended.  We as auditors are responsible for undertaking an audit and reporting whether, in 
our opinion, the Trust’s financial statements represent a true and fair view of the financial 
position.  Our detailed findings are set out in section 3. 

Under the Audit Commission’s code of audit practice we are also required to reach a formal 
conclusion on whether the Trust has put in place proper arrangements to secure economy, 
efficiency and effectiveness in its use of resources.  To reach this conclusion we have carried 
out the Auditors Local Evaluation (ALE) using criteria prescribed by the Audit Commission 
and our detailed findings are set out in section 4.  This work also informs our Use of 
Resources opinion which is outlined in section 4.2. 

2.4 Use of this Report 
This report has been prepared solely for the use of the Trust to discharge our 
responsibilities under ISA 260 and should not be used for any other purpose or copied to 
third parties without our written consent.  We assume no responsibility to any other person. 
This report should be read in conjunction with the Trust's letter of management 
representations. 
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3 Audit of the Financial Statements 

3.1 Introduction 
This section provides a summary of our observations arising from the audit of financial 
statements.  This includes matters arising from our evaluation of key controls and comment 
on the Trust’s overall financial position. 

3.2 Financial Performance 
The Trust has reported an operational surplus for the year 2007/08 of £2,495,000 with a 
retained deficit of £44,306,000. This reflects delivery in line with the revised annual budget 
and forecast outturn for the year.   

The Trust has underspent against its Capital Resource Limit (CRL) by £2,640,000 and has 
met its External Financing Limit (EFL) of £7,855,000. The Trust has not met its obligations 
in regard to the Public Sector Payments Policy (PSPP), delivering timeliness of creditor 
payments for 59% of NHS transactions and 51% for non-NHS transactions, against a 
national target of 95%. 

3.3 Audit Opinion 
We are expecting to issue an unqualified audit opinion on the Trust’s Financial Statements.  
This is subject to the acceptance of the financial statements by the Audit Committee on the 
13 June 2008. 

A number of issues arose during the course of the audit which were considered during the 
formulation of our audit opinion.  These issues, while not considered material to the 
reported financial performance, should be considered by those charged with governance and 
remedial action should taken where necessary. 

3.4 Evaluation of Key Controls 
We have evaluated the Trust's key financial control systems as part of the audit planning 
process and did not identify any control issues that presenting a material risk to the accuracy 
of the financial statements.  This work was conducted primarily during the Interim Audit 
phase in February 2008. 

We have undertaken sufficient work on key financial controls for the purpose of designing 
our programme of work for the financial statements audit.  We have documented the key 
control systems and undertaken tests to ensure that the system is operating as described. 
Compliance with key financial controls have been tested by the Trust's Internal Audit 
Function and the findings have been presented to the Trust. We have reviewed the work of 
Internal Audit and concluded that the scope and conduct of the testing was appropriate to 
provide adequate assurance on the effective operation of controls.  We have therefore 
placed reliance on the work of Internal audit in our evaluation of controls. 

Our work did not identify any control issues presenting a material risk to the accuracy of the 
financial statements.  We therefore have no significant control issues to report from the 
work we have undertaken to cover the period 1 April 2007 to 31 March 2008 other those 
already reported to the Audit Committee by Internal Audit. 
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3.5 Financial Statements Audit 
We have conducted our audit of the Trust's financial statements for 2007/08 in line with the 
Grant Thornton UK LLP audit approach and the evaluation of key financial controls. Our 
approach is in accordance with auditing standards and the Audit Commission Code of Audit 
Practice.  The approach uses a combination of analytical review and substantive testing 
procedures to validate material balances within the financial statements. 

A number of accounting issues were identified during the course of our audit. While not 
considered material to the reported financial position, these issues should be considered by 
those charged with governance prior to approval of the financial statements. 

The key issues for attention are as follows: 

Digital Hearing Aids  
The Trust has capitalised Digital Hearing Aids which should be included as revenue under 
UK GAAP. The Department of Health issued a directive in 2003/04 requiring such devices 
to be capitalised, as expenditure was sourced from a central pot. These devices now form 
part of revenue tariff and should be treated as revenue to comply with the matching 
principle. The amount capitalised in 2007/08 was £678,000 and the net book value of these 
devices within the fixed asset balance at the year-end was £794,000.  In our view this 
balance should be written off to revenue and if it were then the Trust’s surplus would 
reduce from £2.495m to £1.6m. In considering this matter the Audit Committee should 
take on board the following: 

 The sums involved are significant but not material to the accounts; 
 Detailed guidance to auditors on this issue was not finalised until May 2008; 
 The majority of other NHS bodies have been required to write off these balances; 
 The sums charged to revenue in 2007/08 have in effect generated a profit above that 

built into tariff. 
Part Completed Spells  
The Trust has reviewed the likely estimate, which we concur with, for the inclusion of  
£1.4M in the financial statements in relation to partially completed spells for 2007-08. 
Although the treatment is arguably a departure from UK GAAP as accounting for these 
spells was not part of the Trust’s 2006/07 accounting policies, it complies with the 2007-08 
direction issued by the Department of Health.  

Within the wider NHS environment all NHS bodies are required to account for partially 
completed spells in 2007/08. From some initial benchmarking the figures recorded within 
the accounts range from £500,000 to £1,500,000 for acute Trusts. 
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3.6 Matters Reported under ISA 260 
Under ISA 260, we are required to consider specific matters of interest arising from the 
audit to those charged with governance, and to communicate these as appropriate (See 
section 2.2). The key messages under this requirement is as follows: 

Table 2 - Matters Reported under ISA 260 
 
ISA 260 
Reference 
 

Area Key Messages 

 
A 
 

Independence 

 
We are able to confirm our independence and 
objectivity as auditors and draw attention to the 
following points: 
 
 We are independently appointed by the Audit 

Commission. 
 The firm has been assessed by the Audit 

Commission as complying with its required quality 
standards. 

 The appointed auditor and client service manager 
are subject to rotation every 5 years. 

 We comply with the Auditing Practices Board’s 
Ethical Standards. 

 We have charged fees for additional services in 
excess of the main audit fee (£231,600 excluding 
VAT).  The fees for additional services were 
(£31,000). 

 

 
B 
 

Audit Approach 

 
Our approach to the audit was set out in our 2007/08-
audit plan. We have planned our audit in accordance 
with auditing standards and the Audit Commission’s 
Code of Audit Practice. Other key factors to highlight 
include: 
 
 We consider the materiality of items in the financial 

statements both in determining the approach to 
audit them and in determining the impact of any 
errors. 

 We have been able to place appropriate reliance 
on the key accounting systems operating at the 
Trust for final accounts audit purposes only. We 
provide details in Appendix C of any suggested 
improvements to systems arising from our 
Accounts Audit. 

 We aim to place reliance on the work of internal 
audit in accordance with the “managed” audit 
approach.  In 2007/08 we have been able to place 
reliance on the work of internal audit in respect of 
the key accounting systems. 
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ISA 260 
Reference 
 

Area Key Messages 

 
C 
 

Accounting 
Policies 

 
We consider that the Trust has largely adopted 
appropriate accounting policies in the areas covered by 
our testing. Accounting policies were in accordance 
with the NHS Manual for Accounts.  The exceptions to 
this are in respect of the treatment of capitalisation of 
digital hearing aids. 
 
The Audit Committee are required to confirm that they 
are satisfied that the accounting policies adopted by 
the Trust are the most appropriate for the Trust, as 
required by FRS 18. 
 
The overall quality of the Trust’s working papers to 
support the 2006/07 accounts were of a continuing 
good standard and the Trust was able to meet the 
Department of Health submission deadline. 
 
We have considered the Trust’s financial plans in 
regard to the appropriateness for the Trust to account 
on a going concern basis and find this to have been 
appropriate. 
 

 
D 
 

Material Risks 

 
We have requested from the Trust a letter of 
management representations, to state that there are no 
additional material risks and exposures as at June 
2008, which should be reflected in the financial 
statements. 
 
We will also perform our own audit procedures to 
ensure that all significant risks and exposures to the 
Trust have been recognised in the accounts as at June 
2008. We would particularly focus on accounting 
provisions and cashflow forecasting over the next 12 
months. 
 

 
E 
 

Audit 
Adjustments 

 
We have discussed with management a number of 
adjustments to the accounts primarily to improve the 
fair presentation of the financial statements as well as 
the clarity and presentation of disclosure notes. 
 
These adjustments are summarised in Appendix A. 
 

 
F 
 

Unadjusted 
Errors 

 
From the audit results mentioned previously we have 
identified a small number of unadjusted errors which 
were not material to the financial performance reported 
in the accounts. These have been collated and details 
are set out at Appendix B. 
 

 
G 
 

Other Matters 

No control weaknesses were found during the course 
of the audit which have not already been reported to 
the Audit Committee by Internal Audit. The majority of 
significant control weaknesses were outside of the key 
financial systems which form a basis for the 
preparation of the accounts. 
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3.7 Next Steps 
The Audit Committee are required to approve the annual accounts of the Trust for the year 
ended 2007/08.  In forming their conclusions they are required to assess items discussed in 
Appendix A and form a conclusion on their appropriateness to be excluded from the 
accounts. 

 

Grant Thornton UK  LLP 

June 2008
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4 Use of Resources 

4.1 Introduction 
The Audit Commission Code of Audit Practice requires us to issue a conclusion on whether 
the Trust has proper arrangements in place for securing economy, efficiency and 
effectiveness in the use of its resources.  The basis for this conclusion is set out in the 
following section. 

4.2 Auditors Local Evaluation (ALE) 
The ALE assessment comprises a detailed review of management arrangements under five 
themes, each of which contains a number of key lines of enquiry (KLOEs). The Financial 
Management, Internal Control Value for Money themes were assessed in March 2008.  The 
Financial Reporting and Financial Standing themes were assessed in parallel with the 
financial statements audit.  The assessment draws on a combination of the review of 
documentary evidence and discussion with key members of Trust management. 

Following the auditor's assessment KLOE themes are scored on the following scale: 

 1 - Not Adequate 
 2 - Adequate 
 3 - Good 
 4 - Excellent 

 
In order to achieve an unqualified Use of Resources conclusion, an NHS body must achieve 
a score level 2 or above under each of the KLOE theme judgements.  Our assessment 
indicates that the Trust has been successful in delivering the required standard except for 
the Trust’s arrangements for the management of its asset base (KLOE 2.3). The detailed 
results of this work will be reported separately on completion of the audit process and will 
include recommendations for improvement for action in 2008/09. A summary of the 
projected theme scores are provided in this report as follows: 

Table 3 - Draft ALE Scores 
 
Key Line of Enquiry (KLOE) Themes 
 

Score 2007/08 Score 2006/07 

 
1.  Financial Reporting 
 

TBA 1 

 
2.  Financial Management 
 

2 2 

 
3.  Financial Standing 
 

                TBA 1 

 
4.  Internal Control 
 

2 1 

 
5.  Value for Money 
 

2 1 
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4.3 Use of Resources Conclusion 
We anticipate the issue of an unqualified Use of Resources conclusion in regard to the 
Trust’s arrangements for ensuring economy, efficiency and effectiveness in its use of 
resources except for the Trust’s arrangements for the management of its asset base (KLOE 
2.3). 

The Use of Resources conclusion for NHS bodies comprises an assessment of 
arrangements for twelve Code of Practice criteria.  These are linked to specific ALE 
judgements across the five ALE themes and have been assessed as follows: 

Table 4 - Code of Audit Practice Criteria 
 
Code of 
Audit 
Practice  
Reference 
 

 
Code of Audit Practice  
Criteria 
 

ALE 
Theme 
(KLOE) 

Auditor Conclusion 

 
1 

 
The Body has put in place 
arrangements for setting, 
reviewing and implementing its 
strategic and operational 
objectives. 
 

5.1 

Achieved. 
 
The organisation has put in place 
proper arrangements for securing 
strategic and operational objectives. 

 
2 
 

 
The Body has put in place 
channels of communication 
with patients and their 
representatives, and other 
stakeholders including 
partners, and there are 
monitoring arrangements to 
ensure that key messages 
about services are taken into 
account. 
 

5.2 

Achieved. 
 
The organisation has put in place 
proper arrangements to ensure that 
services meet the needs of patients and 
taxpayers, and for engaging with the 
wider community. 

 
3 
 

 
The Body has put in place 
arrangements for monitoring 
and scrutiny of performance, to 
identify potential variances 
against strategic objectives, 
standards and targets, for 
taking action where necessary, 
and reporting to the Board. 
 

5.3 

Achieved. 
 
The organisation has put in place 
proper arrangements for monitoring and 
reviewing performance. 

 
4 
 

 
The Body has put in place 
arrangements to monitor the 
quality of its published 
performance information, and 
to report the results to Board 
members. 
 

5.3 

Achieved. 
 
The organisation has put in place 
proper arrangements to ensure data 
quality. 

 
5 
 

 
The Body has put in place 
arrangements to maintain a 
sound system of internal 
control. 
 

4.2 

Achieved. 
 
The organisation has arrangements in 
place to maintain a sound system of 
internal control. 

 
6 
 

 
The Body has put in place 
arrangements to manage its 
significant business risks. 
 

4.1 
Achieved. 
 
The organisation manages its 
significant business risks. 
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Code of 
Audit 
Practice  
Reference 
 

 
Code of Audit Practice  
Criteria 
 

ALE 
Theme 
(KLOE) 

Auditor Conclusion 

 
7 
  

The Body has put in place 
arrangements to manage and 
improve value for money. 
 

5.4 

 
Achieved. 
 
The organisation has established 
arrangements for managing its financial 
and other resources which demonstrate 
value for money is being managed and 
achieved. 
 

 
8 
 

 
The body has put in place a 
medium-term financial 
strategy, budgets and a capital 
programme that are soundly 
based and designed to deliver 
its strategic priorities. 
 

2.1 

Achieved. 
 
The organisation’s medium-term 
financial strategy/plan, budgets and 
capital programme are soundly based 
and designed to deliver its strategic 
priorities 

 
9 
 

 
The Body has put in place 
arrangements to ensure that 
its spending matches its 
available resources. 
 

3.1 
Achieved. 
 
The organisation manages its spending 
within available resources. 

 
10 

 

 
The Body has put in place 
arrangements for managing 
performance against budgets. 
 

2.2 
Achieved. 
 
The organisation manages performance 
against budgets. 

 
11 

 

 
The Body has put in place 
arrangements for the 
management of its asset base  
 

2.3 

 Not Achieved. 
 
The organisation manages its asset 
base (only applicable to organisations 
with a significant asset base). 

 
12 

 

 
The Body has put in place 
arrangements that are 
designed to promote and 
ensure probity and propriety in 
the conduct of its business. 
 

4.3 

Achieved. 
 
The organisation has arrangements in 
place that are designed to promote and 
ensure probity and propriety in the 
conduct of its business. 
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A   Adjustments to the Financial Statements 

The following table presents materially significant adjustments made to the accounts arising 
from the audit process which have been processed and agreed with the Director of Finance. 

Adjustment Type 
 Misstatement - A material change to the value of a balance presented in the financial 

statements. 
 Classification - The movement of a balance from one location in the accounts to 

another. 
 Disclosure - A change to the way in which a balance is disclosed or presented in an 

explanatory note.  
 

 
Adjustment Type 
 

 
Accounts Balance 
 

Impact on Financial Statements 

Disclosure Not applicable 

A number of disclosure adjustments 
have been agreed to improve clarity and 
presentation of the accounts which do 
not affect the reported financial 
position. 
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B   Summary of  Unadjusted Variances 

The following misstatements were detected during the audit but have not been adjusted in 
the financial statements as they are not considered material to the true and fair presentation 
of the Trust's financial performance. 

 
Adjustment Type 
 

 
Accounts Balance 
 

Potential Impact on the Financial 
Statements 

 
 

Misstatement 
Fixed Assets 

The Trust has capitalised Digital Hearing 
aids in the year amounting to £678,000 

and included the amount within the fixed 
asset balance. This amount is not 

expected to have a material impact on the 
financial statements. Overall we suggest a 
balance of £794,000 should be written off. 

 
 

Misstatement Creditor 

The Trust did not accrue for £79,439.46 of 
pharmacy purchases that were receipted 
on the 31 March 2008 and subsequently 
paid after the year-end date. The amount 

will not have a material impact on the 
financial statements. 

   
   
   
   
   
   
   
   
   
   

. 
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