The Princess Alexandra
Hospital NHS Trust
Audit results report
Year ended 31 March 2017

Private and Confidential

26 May 2017

Dear Audit Committee Members
We have substantially completed our audit of The Princess Alexandra Hospital NHS Trust (the Trust)
for the year ended 31 March 2017.
Subject to the adequate resolution of the outstanding matters listed in our report, we confirm that
we anticipate being in a position to issue an unqualified audit opinion on the financial statements in
the form that appears in section 4 of this report, before the statutory deadline on 1June 2017. We
are reporting a number of matters about your arrangements to secure economy, efficiency and
effectiveness in your use of resources.
This report is intended solely for the use of the Audit Committee, other members of the Board of
Directors and senior management, and should not be used for any other purpose nor given to any
other party without our prior written consent.
We would like to thank your staff for the assistance provided to us during the engagement.
We look forward to the opportunity of discussing with you any aspects of this report or any other
issues arising from our work.
Yours faithfully
Kevin Suter
Executive Director
For and on behalf of Ernst & Young LLP
United Kingdom
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Appendices

In April 2015 Public Sector Audit Appointments Ltd (PSAA) issued “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website (www.PSAA.co.uk). The Statement of responsibilities serves as the
formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.
The “Terms of Appointment (updated September 2015)” issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National Audit Office Code of Audit Practice (the Code) and
in legislation, and covers matters of practice and procedure which are of a recurring nature..
This report is made solely to the Audit Committee, Board of Directors and management of The Princess Alexandra Hospital NHS Trust in accordance with the statement of responsibilities. Our work has been undertaken so that we might
state to the Audit Committee, Board of Directors and management of The Princess Alexandra Hospital NHS Trust those matters we are required to state to them in this report and for no other purpose. To the fullest extent permitted by
law we do not accept or assume responsibility to anyone other than the Audit Committee, Board of Directors and management of The Princess Alexandra Hospital NHS Trust for this report or for the opinions we have formed. It should
not be provided to any third-party without our prior written consent.
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Executive Summary

Executive summary
Overview of the audit

Scope and materiality
In our Audit Plan presented at the 2 March 2017 Audit Committee meeting, we provided you with an
overview of our audit scope and approach for how we intended to carry out our responsibilities as your
auditor. We carried out our audit in accordance with this plan.
We planned our procedures using a materiality of £4,618,000. We have reassessed this based on the
actual results for the financial year and have made no change since our audit plan. The basis that we use
to calculate materiality has changed as this is our second year as the Trust’s external auditors. The basis
this year is 2% of expenditure (prior year 1% of expenditure). The threshold for reporting audit differences
remains £230,900.
We also identified areas where misstatement at a lower level than our overall materiality level might
influence the reader and developed an audit strategy specific to these areas:
• Remuneration disclosures including any severance payments, and
• Exit packages and termination benefits.
Where an error is identified that would change the banding for a transaction this is reported to
management for amendment.

Status of the audit
We have substantially completed our audit of the financial statements of The Princess Alexandra Hospital NHS Trust for the year ended 31 March 2017 and have
performed the procedures outlined in our Audit plan.
We received the draft financial statements by the deadline of the 26th April and we noted that there was an improvement in the quality of the accounts and the working
papers over the prior year. We had agreed with the Trust that we could commence our audit work on those areas that were complete from the 24th April. This year the
Finance team made all the working papers available electronically and provided access to a shared folder and Trust email address in order to facilitate the audit.
Subject to satisfactory completion of the following outstanding items we expect to issue an unqualified opinion on the Trust’s financial statements in the form which
appears in Section 4. However, until we have completed our outstanding procedures, it is possible that further matters requiring amendment may arise.
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Executive summary (continued)
Status of the audit (continued)
Areas yet to be completed are:
• review of the final version of the financial statements
• completion of subsequent events review
• receipt of the signed management representation letter
• resolution of outstanding queries from testing.
We expect to issue the audit certificate at the same time as the audit opinion.

Audit differences
There are no unadjusted or adjusted audit differences arising from our audit.
The Trust was notified during the audit that it had been awarded a further £699,000 of sustainability and transformation funding by NHS Improvement and changes have
been made to the financial statements to reflect this.
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Executive summary (continued)
Areas of audit focus
In our Audit Plan we identified a number of key areas of focus for our audit of the financial statements of The Princess Alexandra Hospital NHS Trust. This report sets
out our observations and conclusions in relation to these areas, including our views on areas which might be conservative and areas where there is potential risk and
exposure. Our consideration of these matters and others identified during the period is summarised within the "Key Audit Issues" section of this report.
We request that you review these and other matters set out in this report to ensure:
• There are no residual further considerations or matters that could impact these issues
• You concur with the resolution of the issue
• There are no further significant issues you are aware of to be considered before the financial report is finalised.
There are no matters, other than those reported by management or disclosed in this report, which we believe should be brought to the attention of the Audit Committee.

Value for money
We have considered your arrangements to take informed decisions; deploy resources in a sustainable manner; and work with partners and other third parties. In our
Audit Plan we identified significant risks in respect of the Trust’s financial sustainability and the findings from the review of the Trust by the Care Quality Commission.
We have the following matters to report about your arrangements to secure economy efficiency and effectiveness in your use of resources.
In 2015/16 we issued an adverse conclusion based around key factors including the significant financial deficit and overspends, and a lack of clear strategic direction for
the Trust as an organisation including its primary hospital location and estate. Addressing these issues was unlikely to be a short term process.
Since that conclusion the Trust was rated inadequate by the CQC and put into special measures, under which it remains at the end of the year.
While we recognise significant progress compared to the prior year in controlling costs, the Trust’s financial position is still a significant annual and cumulative deficit
with no plans to return to annual financial balance. We have seen that a clearer strategic direction for the Trust is starting to emerge, but this has not progressed
significantly to be able to clearly articulate the future model of services and location, and their impact on the Trust’s finances.
Therefore, while wishing to recognise progress being made, we are still of the view that there are significant weaknesses in the Trust’s arrangements, and consequently
we intend to issue an adverse value for money conclusion on the Trust’s arrangements as at 31 March 2017.
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Executive summary (continued)
Other reporting issues
We have reviewed the information presented in the Annual Report and Annual Governance Statement for consistency with our knowledge of the Trust. We have audited the
parts of the remuneration and staff report disclosures that are required to be audited.
Overall we noted an improvement in the Annual Report that was made available to the audit team during the audit, compared to the prior year. The structure of the
document clearly followed the guidance in the Group Accounting Manual. However we did find that the section in the Annual Report on environmental sustainability did not
follow the template provided by the Sustainable Delivery Unit (SDU) for NHS Trusts which Trusts are expected to complete by 31 May. As a consequence the Trust has not
made a number of mandated disclosures but is taking action to make the required return.
Alongside our work on the financial statements, we also report to the Trust on differences, within a tolerance of £250,000, between the Trust’s consolidation schedules
and the audited financial statements. We also report to the NAO under its group instructions. We are currently concluding our work in these areas and will report any
matters that arise to the Audit Committee.
As members of the Audit Committee will be aware we issued a report under s30 of the Local Audit and Accountability Act 2014 on 17 May 2016. The Trust has a statutory
duty to break even taking one financial year with another. Our report on 17 May 2016 referred to the deficit incurred in 2015/16 and the two preceeding years.
Therefore, the Trust had not achieved its breakeven duty. Our report also referred to the planned deficit for 2016/17, therefore, we are not required to issue another
report in respect of the year ended 31 March 2017. However, we still include reference to the 17 May 2016 referral in our Auditor’s Report.
We have no other matters we wish to report.
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Executive summary (continued)
Control observations

We have not identified any significant deficiencies in the design or operation of an internal control that might result in a material misstatement in your financial statements
of which you are not aware.

Independence
Please refer to Appendix B for our update on Independence.
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Understanding Financial Statements

Key components of net expenditure
The adjusted retained deficit in the draft financial statements received for audit for the year ended 31 March 2017 was £27.4m, a decrease of £10.3m compared with the
prior year.
This was subsequently revised to £26.7m following receipt of further STF funding.
The Trust had forecast for the majority of the year that it would have an outturn in line with the control total agreed with NHS Improvement of £29.7m. This was an
improvement over the prior year when the Trust’s deficit position escalated in the latter part of the year. The final outturn for 2016/17 was in fact better than the control
total agreed with NHS Improvement at the start of the year. As the control total was achieved the Trust was awarded incentive and bonus sustainability and transformation
funding of £1.893m for meeting its targets. A further £0.699m was subsequently awarded when NHS Improvement made a further distribution.
During the year there have been a number of significant events that have occurred that have impacted the outturn of the Trust. The following provides an overview of the
material items:


The Trust has demonstrated a significant improvement in its ability to manage its cost base. It exceeded by £2.7m its cost improvement target of £12m, which was
£6.9m for staff and £5.1m for other costs.



Spend on temporary staff, previously a significant contributor to the Trust’s deficit financial position has reduced by £6m compared with the prior year.

The Trust has undershot against its external financing limit and its capital resource limit primarily because capital expenditure in year was below the level planned.
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Areas of Audit Focus

Audit issues and approach: Key issue: Going concern
Going Concern

What judgements are we focused on?
We focused on the assessment undertaken by the Board on the going concern assumption and its appropriateness.

What did we do?
We obtained letters from the Acting Chief Financial Officer and the Chair of the Audit Committee, explaining why the going concern
assumption had been applied.
What is the risk?
The Trust had a breakeven cumulative
deficit of £73 million at 31 March
2016 and a deficit budget of £29.7
million for 2016/17. The Trust needed
to meet its financial and performance
targets to access STF funding of £7.9
million. In a change to previous years
NHS Improvement indicated that it
would not provide individual letters of
support to financially challenged
trusts.

We reviewed the Trust’s cash flow forecast for 2017/18, which is consistent with the £21.6 million deficit plan for that year. This
shows the Trust maintaining positive in-year cash balances on a monthly basis but is predicated on in-year support in line with the
deficit, with further support of £17.5 million (subject to agreement) for the capital programme.
We reviewed the disclosure made in the accounting policies section of the draft financial statements, against the requirements of the
Group Accounting Manual and the NHS Improvement guidance issued in February 2017 setting out the disclosures likely to be
required of NHS Trusts. We found that the Trust’s disclosures followed this guidance. However, we requested that amendments be
made to the disclosures to make clearer the uncertainties with regard to future funding and financing, and the Trust agreed to this.

What are our conclusions?
We concluded that the Trust has included proper disclosure in the draft financial statements explaining why the going concern
assumption is appropriate.

Significant Risk

Due to the significant future unconfirmed funding requirement for the Trust, for both its 2017/18 budgeted deficit and capital
expenditure, we are including an emphasis of matter paragraph in our audit report. This is not a qualification of our audit report.

Areas of Audit Focus

Audit issues and approach: Key issue: Revenue recognition
Revenue Recognition

What are our conclusions?
Our testing has not identified any
material misstatements with respect to
revenue and expenditure recognition.

What is the risk?

What did we do?

Risk of fraud in revenue recognition
Under ISA240 there is a presumed risk that revenue
may be misstated due to improper recognition of
revenue. In the public sector this requirement is
modified by Practice Note 10, issued by the Financial
Reporting council, which states that auditors should
also consider the risk that material misstatements may
occur by the manipulation of expenditure recognition.
The NHS as a whole is experiencing financial pressures,
and there is pressure on The Princess Alexandra
Hospital NHS Trust to achieve its financial forecast.

►

►

►

Overall our audit work did not identify
any material issues or unusual
transactions which indicated that there
had been any misreporting of the
Trust’s financial position.
Significant Risk
►

We reviewed and discussed with management any significant
accounting estimates on revenue or expenditure recognition
for evidence of bias for example estimated STF funding. We
reviewed the movements and closing position on provisions
and obtained relevant supporting evidence. We also reviewed
the position on STF funding to which the Trust was entitled in
year. We tracked the reporting of delivery against targets in
year and NHSI correspondence which supported the final
bonus awarded to the Trust.
We reviewed and tested cut-off at the year-end date, to ensure
income and expenditure transactions have been recorded in
the correct period.
We reviewed any critical judgements made by the Trust,
including the resolution of any contract disputes and
challenges. Last year the Trust had a provision of £1m against
an invoice raised to its primary commissioner for work done to
meet Referral to Treat (RTT) targets. This was resolved in year
and we have seen evidence for the settlement at 50% of the
value claimed. In addition The Agreement of Balances exercise
shows that both parties have an agreed position as at 31
March 2017.
We considered the outcome of the Department of Health
Agreement of Balances exercise. We noted an improvement over
the prior year. There were very few significant differences for the
Trust, and for those that did arise the Trust took prompt action to
address them. There were no significant differences on debtors.
There was a £401,000 difference on the creditor position with East
and North Hertfordshire NHS Trust which had recorded a lower
debtor. This difference was reduced in the resubmission data to
£132,000 and we were satisfied with the evidence to support the
Trust’s position.

Areas of Audit Focus

Audit issues and approach: Key issue: Management override
Management override

What are our conclusions?

What is the risk?

What did we do?

Risk of management override
As identified in ISA 240, management is in a unique
position to perpetrate fraud because of its ability to
manipulate accounting records directly or indirectly and
prepare fraudulent financial statements by overriding
controls that otherwise appear to be operating effectively.
We identify and respond to this fraud risk on every audit
engagement.

•

•

We have not identified any material
weaknesses in controls or evidence of
material management override.
We have not identified any instances of
inappropriate judgements being
applied.
We did not identify any other
transactions during our audit which
appeared unusual or outside the
Trust‘s normal course of business

Significant Risk

•

We tested the appropriateness of journal entries recorded in the
general ledger and other adjustments made in the preparation
of the financial statements. We obtained full list of journals
posted to the general leger during the year, and analysed these
journals using criteria set to identify any unusual journal types
and amounts. Our procedures are still to be completed, but we
have nothing to report at this time. We will update the
committee on our findings;
We reviewed accounting estimates for evidence of management
bias, the valuation of land and buildings was reviewed in
particular as we considered this to be a significant estimate,
with susceptibility to bias impacting the depreciation
calculations; and
We evaluated the business rationale for any significant unusual
transactions.
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Audit Report

Draft audit report

Our opinion on the financial statements

INDEPENDENT AUDITOR’S REPORT TO THE DIRECTORS OF THE PRINCESS ALEXANDRA HOSPITAL NHS TRUST
We have audited the financial statements of The Princess Alexandra Hospital NHS Trust for the year ended 31 March 2017 under the Local Audit and Accountability
Act 2014. The financial statements comprise the Trust’s Statement of Comprehensive Income, the Trust Statement of Financial Position, the Trust Statement of
Changes in Taxpayers’ Equity, the Trust Statement of Cash Flows and the related notes 1 to 30. The financial reporting framework that has been applied in their
preparation is applicable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union, and as interpreted and adapted by the
2016-17 Government Financial Reporting Manual (the 2016-17 FReM) as contained in the Department of Health Group Accounting Manual 2016-17 and the
Accounts Direction issued by the Secretary of State with the approval of HM Treasury as relevant to the National Health Service in England (the Accounts Direction).
We have also audited the information in the Remuneration and Staff Report that is subject to audit, being:
•
the table of salaries and allowances of senior managers and related narrative notes on pages 47 to 49;
•
the table of pension benefits of senior managers and related narrative notes on pages 50 and 51;
•
the tables of exit packages and related notes on page 44 and 45;
•
the analysis of staff numbers and costs and related notes on pages 42 and 43; and
•
the table of pay multiples and related narrative notes on page 41.
Respective responsibilities of Directors, the Accountable Officer and auditor
As explained more fully in the Statement of Directors’ Responsibilities in respect of the Accounts, set out on page 61, the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view. Our responsibility is to audit and express an opinion on the financial
statements in accordance with applicable law and International Standards on Auditing (UK and Ireland). Those standards also require us to comply with the Auditing
Practices Board’s Ethical Standards for Auditors.
We are required under section 21(3)(c), as amended by schedule 13 paragraph 10(a), of the Local Audit and Accountability Act 2014 to be satisfied that the Trust
has made proper arrangements for securing economy, efficiency and effectiveness in its use of resources. Section 21(5)(b) of the Local Audit and Accountability Act
2014 requires that our report must not contain our opinion if we are satisfied that proper arrangements are in place.
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As explained in the statement of the Chief Executive's responsibilities, as the Accountable Officer of the Trust, the Accountable Officer is responsible for the arrangements
to secure economy, efficiency and effectiveness in the use of the Trust's resources.
We are required under section 21(3)(c), as amended by schedule 13 paragraph 10(a), of the Local Audit and Accountability Act 2014 to be satisfied that the Trust has
made proper arrangements for securing economy, efficiency and effectiveness in its use of resources. Section 21(5)(b) of the Local Audit and Accountability Act 2014
requires that our report must not contain our opinion if we are satisfied that proper arrangements are in place.
We are not required to consider, nor have we considered, whether all aspects of the Trust’s arrangements for securing economy, efficiency and effectiveness in its use of
resources are operating effectively.
Scope of the audit of the financial statements
An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the financial statements
are free from material misstatement, whether caused by fraud or error. This includes an assessment of:




whether the accounting policies are appropriate to the Trust’s circumstances and have been consistently applied and adequately disclosed;
the reasonableness of significant accounting estimates made by the directors; and
the overall presentation of the financial statements.

In addition we read all the financial and non-financial information in the annual report and accounts to identify material inconsistencies with the audited financial
statements and to identify any information that is apparently materially incorrect based on, or materially inconsistent with, the knowledge acquired by us in the course of
performing the audit. If we become aware of any apparent material misstatements or inconsistencies we consider the implications for our report.
Scope of the review of arrangements for securing economy, efficiency and effectiveness in the use of resources
We have undertaken our review in accordance with the Code of Audit Practice, having regard to the guidance on the specified criterion issued by the Comptroller and
Auditor General in November 2016, as to whether the Trust had proper arrangements to ensure it took properly informed decisions and deployed resources to achieve
planned and sustainable outcomes for taxpayers and local people. The Comptroller and Auditor General determined this criterion as that necessary for us to consider
under the Code of Audit Practice in satisfying ourselves whether the Trust put in place proper arrangements for securing economy, efficiency and effectiveness in its use
of resources for the year ended 31 March 2017.
We planned our work in accordance with the Code of Audit Practice. Based on our risk assessment, we undertook such work as we considered necessary to form a view
on whether, in all significant respects, the Trust had put in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources.
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Opinion on the financial statements
In our opinion the financial statements:



give a true and fair view of the financial position of The Princess Alexandra Hospital NHS Trust as at 31 March 2017 and of its expenditure and income for the year
then ended; and
have been prepared properly in accordance with the National Health Service Act 2006 and the Accounts Directions issued thereunder.

Emphasis of matter – Going Concern
In forming our opinion, which is not modified, we have also considered the adequacy of the disclosures made in note 1.1 to the financial statements concerning the Trust's
ability to continue as a going concern. The conditions described in note 1.1 indicate the existence of a material uncertainty which may cast significant doubt about the
Trust's ability to continue as a going concern. The financial statements do not include the adjustments that would result if the Trust was unable to continue as a going
concern.
Opinion on other matters
In our opinion:



the parts of the Remuneration and Staff Report to be audited have been properly prepared in accordance with the Accounts Direction made under the National
Health Service Act 2006; and
the other information published together with the audited financial statements in the annual report and accounts is consistent with the financial statements.

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters:




in our opinion the governance statement does not comply with NHS Improvement’s guidance ; or
we issue a report in the public interest under section 24 of the Local Audit and Accountability Act 2014; or
we make a written recommendation to the Trust under section 24 of the Local Audit and Accountability Act 2014.

In respect of the following we have matters to report by exception:
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Referral to the Secretary of State

We refer a matter to the Secretary of State under section 30 of the Local Audit and Accountability Act 2014 because we have reason to believe that the Trust, or an officer of
the Trust, is about to make, or has made, a decision which involves or would involve the body incurring unlawful expenditure, or is about to take, or has begun to take a
course of action which, if followed to its conclusion, would be unlawful and likely to cause a loss or deficiency.

On 17 May 2016, we referred a matter to the Secretary of State under section 30 of the Local Audit and Accountability Act 2014, as in reporting a deficit for the financial
year ended 31 March 2016 and setting a deficit budget for the financial year ended 31 March 2017 the Trust had breached its breakeven duty as set out in Paragraph 2(1)
of Schedule 5 to the National Health Service Act 2006 as interpreted by the Department of Health in its detailed guidance on breakeven duties.


Proper arrangements to secure economy, efficiency and effectiveness

We report to you if we are not satisfied that the Trust has put in place proper arrangements to secure economy efficiency and effectiveness in its use of resources.
Basis for qualified conclusion (Adverse) on reporting by exception
The Trust reported a deficit of £26.7 million in its financial statements for the year ending 31 March 2017, in line with the operational plan agreed with NHS Improvement.
It also reported deficits in the previous three financial periods. Therefore it continues to breach its duty, under paragraph 2 (1) of Schedule 5 of the National Health
Service Act 2006, to break even.
Whilst the Trust has been successful in achieving the planned deficit agreed with NHS Improvement for 2016/17 it has not succeeded in addressing the underlying deficit
in its budget and is forecasting further deficits of £21.6 million and £15.4 million for 2017/18 and 2018/19 respectively.
On 19 October 2016 the Care Quality Commission put the Trust into special measures following its inspections in June and July 2016. The Trust is working with other
stakeholders to deliver against the Quality Improvement Plan that it has developed in response, but is yet to be re-inspected and remains in special measures.
The above factors are evidence of weaknesses in proper arrangements to support the sustainable delivery of strategic priorities and maintain statutory functions.

Qualified conclusion on reporting by exception
On the basis of our work, having regard to the guidance issued by the Comptroller and Auditor General in November 2015, we are not satisfied that, in all significant
respects, The Princess Alexandra NHS Trust put in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources for the year ended 31
March 2017.
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Certificate
We certify that we have completed the audit of the accounts of The Princess Alexandra NHS Trust in accordance with the requirements of the Local Audit and
Accountability Act 2014 and the Code of Audit Practice.
Kevin Suter
for and on behalf of Ernst & Young LLP
Luton
xx May 2017
The maintenance and integrity of The Princess Alexandra Hospital NHS Trust web site is the responsibility of the directors; the work carried out by the auditors does not involve
consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may have occurred to the financial statements since they were initially
presented on the web site.
Legislation in the United Kingdom governing the preparation and dissemination of financial statements may differ from legislation in other jurisdictions.
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Audit differences
In the normal course of any audit, we identify misstatements between amounts we believe should be recorded in the financial statements and the disclosures and amounts
actually recorded. These differences are classified as ‘known’ or ‘judgemental’. Known differences represent items that can be accurately quantified and relate to a
definite set of facts or circumstances. Judgemental differences generally involve estimation and relate to facts or circumstances that are uncertain or open to
interpretation.

Summary of adjusted differences
There were some amendments made to disclosures and there were no uncorrected misstatements.
The Trust received notification during the audit of the award of a further £699,000 of STF which has been reflected in the revised financial statements.
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Value for Money
Economy, efficiency and effectiveness
Informed
decision making

We are required to consider whether the Trust has put in place ‘proper arrangements’ to secure economy,
efficiency and effectiveness on its use of resources. This known as our value for money conclusion.
Proper arrangements are defined by statutory guidance issued by the National Audit Office. They
comprise your arrangements to:
• Take informed decisions;
• Deploy resources in a sustainable manner; and
• Work with partners and other third parties.

Proper arrangements for
securing value for money

Sustainable
resource
deployment

Working with
partners and
third parties

In considering your proper arrangements, we draw on the requirements of the guidance issued by NHS
Improvement to ensure that our assessment is made against a framework that you are already required to
have in place and to report on through documents such as your annual governance statement.

Overall conclusion
We identified two significant risks in relation to these arrangements. The tables below presents the findings of our work in response to the risk areas in our Audit Plan.
On the basis of those findings, we expect to issue a qualified (adverse) report about your arrangements to secure economy, efficiency and effectiveness in your use of
resources.
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VFM risks
We are only required to determine whether there are any risks that we consider significant within the Code of Audit Practice which defines significant as:
“A matter is significant if, in the auditor’s professional view, it is reasonable to conclude that the matter would be of interest to the audited body or the wider public”
Our risk assessment supports the planning of sufficient work to enable us to deliver a safe conclusion on arrangements to secure value for money and enables us to
determine the nature and extent of further work that may be required. If we do not identify any significant risk there is no requirement to carry out further work.
The table below presents the findings of our work in response to the risk areas in our Audit Plan.
What is the significant VFM risk?

In 2015/16 we qualified the VFM conclusion due to the Trust’s
significant in-year deficit and accumulated deficit.
The control total set for the Trust for 2016/17 was £29.7m,
less than the £42.2m deficit originally submitted in its initial
operating plan, with a significant part of the difference being
£7.9m funding from the STF.
At month 6 performance was on track, but non-recurrent
measures of £1.3m had been taken to achieve that position.
Control totals set by NHSI for subsequent years were £21.6m
and £15.4m, representing a significant challenge as a
reduction from 2016/17.
In qualifying our conclusion in 2015/16, as well as reflecting
on the cumulative deficit and breach of the statutory duty to
break-even, we also reflected on the lack of clear strategic
direction for the NHS Trust, the significant limitations of its
estate and primary location, and previous reviews confirming
lack of financial sustainability in the Trust’s current form.
We therefore focused on:
 The Trust’s progress in dealing with its ongoing
financial challenge;
 Its performance against its 2016/17 financial budget;
and
 Its progress in establishing a clear strategic direction
for the future of the Trust.

What
arrangements
did this
impact?

What are our findings?

Deploying
resources in a
sustainable
manner

The Trust achieved its control total and triggered STF funding which is reflected in the final
adjusted retained deficit of £26.7m. The Trust has made significant improvements in both
controlling expenditure and increasing income levels. Addressing the cost base has been a priority.
As part of this process the Trust has reduced spend on temporary staff by £6m. This, combined
with other actions to control costs and generate income has led to an over delivery of the Trusts
CIP programme by £2.7m (£14.7m outturn compared to £12m plan). These factors are a
significant improvement on prior years, demonstrating improvements in controlling the Trust’s
expenditure, and managing its finances to plan.
The future strategic direction of the Trust has started to become clearer with it remaining a standalone organisation rather than being merged. With partners there is an intent to work towards an
ACO model. The Trust also now forms part of the Hertfordshire and West Essex Sustainability and
Transformational Plan (STF). This footprint is developing a number of clinical workstreams for
efficiency and patient benefit. As part of this work the Trust is continuing closer collaborative
working with E&N Herts NHS Trust. The ACO plan is only slowly starting to emerge, and there is a
significant way to go.
The Trust received permission to produce a Strategic Outline Case during the year to examine the
feasibility of a new hospital site and/or a Health and Social Care campus. This is being produced
taking account of demand and capacity forecasts, and the clinical workstreams mentioned above.
All of these factors demonstrate an improving direction of travel for the Trust compared to the
prior year.
However, £26.7m is still a significant deficit. The cumulative deficit is now £100m, and is
expected to increase in the next two years with deficit budgets for that period. There is still no plan
for a return to annual, or cumulative balance and the plans for an ACO and the case for a new
hospital site are yet to be progressed sufficiently to be clear how these will impact the future
finances. Therefore, there are still significant weaknesses in the Trust’s arrangements.
22
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VFM risks
What is the significant VFM risk?

What
arrangements
did this
impact?

What are our findings?

The CQC re-inspected the Trust in June and July 2016. This
resulted in an ‘inadequate’ rating, and the Trust was put into
special measures in October 2016.

Taking
informed
decisions
Deploying
resources in a
sustainable
manner
Working with
partners and
other third
parties

The Trust has put in place arrangements to respond to the CQC’s findings and
recommendations, and to improve quality.

The CQC raised a number of issues that cut across the VFM
criterion and categories of the expected arrangements.
Our approach focused on the Trust’s response to the CQC
inspection.

The Trust has put in place a Quality Improvement Plan (QIP), Quality First.
Governance responsibilities have been reviewed, these include a RAG monitoring system
introduced to monitor the implementation of required actions and a Risk Management Group.
The timetable for completion of the actions within the QIP range from short-term immediate
actions, to a much longer term targets. This recognises, as did the CQC in their report, some
of the underlying issues the Trust needs to address, such as the review of its Estate.
As at the end of the financial year the Trust is still in special measures

Overall Conclusion
In 2015/16 we issued our adverse conclusion based around key factors including the significant financial deficit and overspends, and lack of clear strategic direction for the Trust as an
organisation and including its primary hospital location and estate. Addressing these issues was unlikely to be a short term process.
Since that conclusion, the Trust was rated inadequate by the CQC and put into special measures, under which it remains as at the end of the year.
While we recognise progress compared to the prior year in controlling costs, the Trust’s financial position is still a significant annual and cumulative deficit with no plans to return to annual
financial balance. We have seen that a clearer strategic direction for the Trust is starting to emerge, but this has not progressed significantly to be able to clearly articulate the future
model of services and location, and their impact on the Trust’s finances.
Therefore, while wishing to recognise progress being made, we are still of the view that there are significant weaknesses in the Trust’s arrangements, and consequently we intend to issue
an adverse value for money conclusion on the Trust’s arrangements as at 31 March 2017.
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Other reporting issues
Annual Report including Annual Governance Statement
We are required to give an opinion on the consistency of the Annual Report and other information published with the financial statements and the parts of the
remuneration report that are required to be audited. We are also required to review the Annual Governance Statement for completeness of disclosures,
consistency with other information we are aware of from our work and whether it complies with relevant guidance.
We noted an improvement in the overall arrangements for producing the 2016/17 Annual Report. The structure of the document clearly followed the guidance in
the Group Accounting Manual. Financial information within the Annual Report published with the financial statements was consistent with the Annual Accounts.
We noted during our review of the Annual Report that the section on sustainability did not follow the reporting template issued by the Sustainable Delivery Unit
(SDU) for NHS trusts. The template has been developed to assist Trusts in making the mandated disclosures. We are aware that the Trust’s Estates section has had
a number of staff changes and that the post of Director of Estates and Facilities is currently vacant. The template provided by the SDU for NHS trusts is required
to be completed by 31 May. Since raising this issue with the Trust steps have been taken to agree an extension to the deadline for the submission to the SDU to
mid- June. The Trust’s Annual Governance Statement has been updated to reflect the non-compliance. We have suggested that the Trust may wish to consider
separate publication of the sustainability information on the Trust web site once this has been completed.
The remuneration and staff report was prepared properly and within the rules set and we had no matters to report although a number of changes were required to
the remuneration tables from the original version provided.
We have reviewed the Annual Governance Statement and can confirm it is consistent with other information that we are aware of from our audit of the financial
statements and we have no other matters to report

Whole of Government Accounts
Alongside our work on the financial statements, we also report to the Trust on differences, within a tolerance of £250,000, between the Trust’s consolidation
schedules and the audited financial statements. We also report to the NAO under is group instructions.
We are currently concluding our work in this areas and will report any matters that arise to the Audit Committee.
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Other powers and duties

We must report to the Secretary of State any matter where we believe a decision has led to, or would lead to, unlawful expenditure, or some action has been, or
would be, unlawful and likely to cause a loss or deficiency.
We reported to the Secretary of State on 17 May 2016 the Trust’s failure to meet its statutory breakeven duty as at 31 March 2016. Within that report we also
referred to the Trust’s deficit budget for 2016/17. We therefore were not required to make any further referral in respect of 2016/17, but continue to draw
attention to the previous referral in our Audit Report on the 2016/17 financial statements.
We also have a duty under the Local Audit and Accountability Act 2014 to consider whether, in the public interest, to report on any matter that comes to our
attention in the course of the audit in order for it to be considered by the Trust or brought to the attention of the public. We did not identify any issues which
required us to issue a report in the public interest.

Other matters
As required by ISA (UK&I) 260 and other ISAs specifying communication requirements, we are required to communicate to you significant findings from the audit
and other matters that are significant to your oversight of the Trust’s financial reporting process, including the following:
•
•
•
•
•
•
•
•
•

Significant qualitative aspects of accounting practices including accounting policies, accounting estimates and financial statement disclosures;
Significant difficulties, if any, encountered during the audit;
Significant matters, if any, arising from the audit that were discussed with management;
Written representations we are seeking;
Expected modifications to the audit report;
Other matters if any, significant to the oversight of the financial reporting process;
Related parties;
External confirmations;
Consideration of laws and regulations.

During the audit we found that the quality of the accounts had improved over the prior year. There was also access to more working papers and supporting
documents in electronic format and this helped the efficiency of the audit.
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Assessment of Control Environment

Assessment of control environment
Financial controls

It is the responsibility of the Trust to develop and implement systems of internal financial control and to put in place proper arrangements to monitor their adequacy and
effectiveness in practice. Our responsibility as your auditor is to consider whether the Trust has put adequate arrangements in place to satisfy itself that the systems of
internal financial control are both adequate and effective in practice.
As part of our audit of the financial statements, we obtained an understanding of internal control sufficient to plan our audit and determine the nature, timing and extent
of testing performed.
Although our audit was not designed to express an opinion on the effectiveness of internal control we are required to communicate to you significant deficiencies in
internal control. There are no significant deficiencies. We make other control observations below.
Reliance on Internal audit
As in the previous year we adopted a largely substantive approach to our audit, with the exception of some reliance over authorisation controls of accounts payable
transactions and expenditure with NHS Professionals. We were able to place reliance on the work of Internal Audit on accounts payable.
Payroll
We initially planned to undertake a controls approach and place reliance on the work of Internal Audit for our audit strategy for payroll. The Trust’s payroll internal audit
was given a ‘reasonable assurance’ rating. However, Internal Audit’s testing found that for two of their sample where changes had been implemented to staff pay there
was no evidence of authorisation by an appropriate manager of the change. This meant that we had to revert to a substantive audit approach. The Trust has responded to
the recommendations by Internal Audit and the Workforce team will ensure that starter/leaver/change forms are appropriately authorised before they are sent to Payroll.
Plant and equipment verification
The Trust seeks to undertake a fixed asset verification exercise for its plant and equipment assets (net book value in excess of £16.9 million). Not all departments
submitted their returns ahead of the audit. We selected a sample of 18 items to verify during our on site work . Three of these could not be found and for two of these it
was established that they had been disposed of. As their net book value was nil we assessed that there was no net impact on the Trust’s statement of financial position
although the gross value for the cost and depreciation of assets shown in the fixed asset movement note was overstated by £114k for these assets and we assess that for
all net book value assets on the register the amount could be £0.9m.
Verification is an important control over a material element of the Trust’s asset base. We would suggest that departments are reminded of the requirement to provide
information on a timely basis.
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Required communications with the Audit Committee
There are certain communications that we must provide to the Audit Committee of UK clients. We have detailed these here together with a reference of when and where they
were covered:
Our Reporting to you
What is reported?

Required communications

When and where

Terms of engagement

Confirmation by the Audit Committee of acceptance of terms of engagement as written in the
engagement letter signed by both parties.

The statement of responsibilities serves as
the formal terms of engagement between
the PSAA’s appointed auditors and audited
bodies.

Planning and audit approach

Communication of the planned scope and timing of the audit, including any limitations.

2 March 2017
Audit Plan

Significant findings from the
audit

•
•
•
•
•
•
•

Going concern

Our view about the significant qualitative aspects of accounting practices including
accounting policies, accounting estimates and financial statement disclosures
Significant difficulties, if any, encountered during the audit
Significant matters, if any, arising from the audit that were discussed with management
Written representations that we are seeking
Expected modifications to the audit report
Other matters if any, significant to the oversight of the financial reporting process
Findings and issues regarding the opening balance on initial audits (delete if not an initial
audit)

Events or conditions identified that may cast significant doubt on the entity’s ability to
continue as a going concern, including:
► Whether the events or conditions constitute a material uncertainty
► Whether the use of the going concern assumption is appropriate in the preparation and
presentation of the financial statements
► The adequacy of related disclosures in the financial statements

30 May 2017
Audit Results Report

30 May 2017
Audit Results Report
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Our Reporting to you
What is reported?

Required communications
Misstatements

►
►
►
►

Fraud

►

►

►

Related parties

Uncorrected misstatements and their effect on our audit opinion
The effect of uncorrected misstatements related to prior periods
A request that any uncorrected misstatement be corrected
In writing, corrected misstatements that are significant
Enquiries of the Audit Committee to determine whether they have knowledge of any
actual, suspected or alleged fraud affecting the entity
Unless all of those charged with governance are involved in managing the entity, any
fraud that we have identified or information we have obtained that indicates that a fraud
may exist involving:
(a) management;
(b) employees who have significant roles in internal control; or
(c) others where the fraud results in a material misstatement in the financial statements.
A discussion of any other matters related to fraud, relevant to Audit Committee
responsibility.

Significant matters arising during the audit in connection with the entity’s related parties
including, when applicable:
► Non-disclosure by management
► Inappropriate authorisation and approval of transactions
► Disagreement over disclosures
► Non-compliance with laws and regulations
► Difficulty in identifying the party that ultimately controls the entity

Subsequent events

►

Other information

►

When and where

30 May 2017
Audit Results Report
We have made enquiries of management and
those charged with governance. We have
not become aware of any fraud or illegal
acts during our audit

We have no matters we wish to report

Enquiry of the Audit Committee where appropriate regarding whether any subsequent
events have occurred that might affect the financial statements.

We have made enquiries of management and
those charged with governance. We have no
matters we wish to report

Where material inconsistencies are identified in other information included in the
document containing the financial statements and management refuses to make the
revision.

We have no matters we wish to report
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Our Reporting to you
What is reported?

Required communications
External confirmations

►
►

Consideration of laws
and regulations

►

►

Significant deficiencies in
internal controls identified
during the audit

►

When and where

Management’s refusal for us to request confirmations
Inability to obtain relevant and reliable audit evidence from other procedures.

At the time of drafting this report we had
not received confirmation from the Trust’s
bankers of bank account balances. We have
therefore undertaken alternative procedures

Audit findings regarding non-compliance where the non-compliance is material and
believed to be intentional. This communication is subject to compliance with legislation on
tipping off
Enquiry of the Audit Committee into possible instances of non-compliance with laws and
regulations that may have a material effect on the financial statements and that the Audit
Committee may be aware of.

We have made enquiries of management and
those charged with governance. We have
not identified any material instances or noncompliance with laws and regulations

Significant deficiencies in internal controls identified during the audit.

30 May 2017
Audit Results Report

Independence

Communication of all significant facts and matters that bear on EY’s objectivity and
independence.
Communication of key elements of the audit engagement partner’s consideration of
independence and objectivity such as:
► The principal threats
► Safeguards adopted and their effectiveness
► An overall assessment of threats and safeguards
► Information about the general policies and process within the firm to maintain objectivity
and independence
Communications whenever significant judgments are made about threats to objectivity and
independence and the appropriateness of safeguards put in place,

30 May 2017
Audit Results Report

Fee Reporting

Breakdown of fee information at the agreement of the initial audit plan
Breakdown of fee information at the completion of the audit
Any non-audit work undertaken

30 May 2017
Audit Results Report
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Independence
As part of our reporting on our independence, we set out below a summary of
the fees you have paid us in the year ended 31 March 2017.
We confirm there are no changes in our assessment of independence since our
confirmation in our audit planning board report dated January.
We complied with the APB Ethical Standards and the requirements of the PSAA’s
Terms of Appointment. In our professional judgement the firm is independent and
the objectivity of the audit engagement partner and audit staff has not been
compromised within the meaning of regulatory and professional requirements.
We consider that our independence in this context is a matter that should be
reviewed by both you and ourselves. It is therefore important that you and your
Audit Committee consider the facts of which you are aware and come to a view. If
you wish to discuss any matters concerning our independence, we will be pleased
to do so at the forthcoming meeting of the Audit Committee on 30 May 2017.
We confirm we have undertaken non-audit work outside of the PSAA Code
requirements in relation to our work on the Quality Accounts. We have adopted
the necessary safeguards in our completion of this work.

We incurred some additional costs in respect of payroll testing and will be
agreeing our outturn fee with the Chief Financial Officer, the figure asterixed
in the table below is the planned fee including an amount of £3,600 for this
additional cost. Any additional fee has to be agreed with the Chief Financial
Officer and PSAA.
We confirm that we have undertaken non-audit work outside of the PSAA
Code requirements on the Trust’s Quality Account. Non audit work is work not
carried out under the Code. We have adopted the necessary safeguards in our
completion of this work and complied with Auditor Guidance Note 1 issued by
the NAO in December 2016.

Description

Final fee

Planned fee

Scale fee

Final fee

2016/17

2016/17

2016/17

2015/16

£

£

£

£

Total Audit fee –
Code work

*58,773

55,173

55,173

60,946

Non-audit work –
Quality Accounts

10,000

10,000

-

10,000
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Outstanding matters
The following items relating to the completion of our audit procedures are outstanding at the date of the release of this report:
Item

Actions to resolve

Responsibility

Management representation letter

Receipt of signed management representation letter

Management

Subsequent events review

Completion of subsequent events procedures to the
date of signing the audit report

EY and management

Resolution of outstanding queries from testing.

In progress

EY and management

Review of the final version of the financial statements

In progress

EY
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Management representation letter
Management Rep Letter
Kevin Suter
Executive Director
Ernst & Young
400 Capability Green
Luton
LU1 3LU
Dear Mr Suter
This letter of representations is provided in connection with your audit of the financial statements of The Princess Alexandra Hospital NHS Trust (“the Trust”) for
the year ended 31 March 2017. We recognise that obtaining representations from us concerning the information contained in this letter is a significant procedure
in enabling you to form an opinion as to whether the financial statements give a true and fair view of the financial position of The Princess Alexandra Hospital NHS
Trust as of 31 March 2017 and of its financial performance (or operations) and its cash flows for the year then ended in accordance with the Secretary of State
Directions and the Department of Health (DH) Group Accounting Manual (GAM).
We understand that the purpose of your audit of our financial statements is to express an opinion thereon and that your audit was conducted in accordance with
International Standards on Auditing (UK and Ireland), which involves an examination of the accounting system, internal control and related data to the extent you
considered necessary in the circumstances, and is not designed to identify - nor necessarily be expected to disclose - all fraud, shortages, errors and other
irregularities, should any exist.
Accordingly, we make the following representations, which are true to the best of our knowledge and belief, having made such inquiries as we considered
necessary for the purpose of appropriately informing ourselves:
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A. Financial Statements and Financial Records
1.
We have fulfilled our responsibilities, under the relevant statutory authorities, for the preparation of the financial statements in accordance with the
Secretary of
State Directions and the Department of Health (DH) Group Accounting Manual (GAM).
2.
We acknowledge, as members of management of the Trust our responsibility for the fair presentation of the financial statements. We believe the financial
statements referred to above give a true and fair view of the financial position, financial performance (or results of operations) and cash flows of the Trust in
accordance with Secretary of State Directions and the Department of Health (DH) Group Accounting Manual (GAM), and are free of material misstatements, including
omissions. We have approved the financial statements.
3.

The significant accounting policies adopted in the preparation of the financial statements are appropriately described in the financial statements.

4.

As members of management of the Trust, we believe that the Trust has a system of internal controls adequate to enable the preparation of accurate financial
statements in accordance with the Secretary of State Directions and the Department of Health (DH) Group Accounting Manual (GAM) that are free from material
misstatement, whether due to fraud or error.

5.

There are no unadjusted audit differences identified during the current audit and pertaining to the latest period presented.

B. Fraud
1.

We acknowledge that we are responsible for the design, implementation and maintenance of internal controls to prevent and detect fraud.

2.

We have disclosed to you the results of our assessment of the risk that the financial statements may be materially misstated as a result of fraud.

3.

We have disclosed to you all significant facts relating to any frauds, suspected frauds or allegations of fraud known to us that may have affected the Trust
(regardless of the source or form and including, without limitation, allegations by “whistle-blowers”), whether involving management or employees who have
significant roles in internal control. Similarly, we have disclosed to you our knowledge of frauds or suspected frauds affecting the entity involving others where the
fraud could have a material effect on the financial statements. We have also disclosed to you all information in relation to any allegations of fraud or suspected fraud
communicated by employees, former employees, analysts, regulators or others, that could affect the financial statements.

C. Compliance with Laws and Regulations
1.

We have disclosed to you all identified or suspected non-compliance with laws and regulations whose effects should be considered when preparing the financial
statements

D. Information Provided and Completeness of Information and Transactions
We have provided you with:
•

Access to all information of which we are aware that is relevant to the preparation of the financial statements such as records, documentation and other
matters;

•

Additional information that you have requested from us for the purpose of the audit; and

•

Unrestricted access to persons within the entity from whom you determined it necessary to obtain audit evidence.
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2.

All material transactions have been recorded in the accounting records and are reflected in the financial statements.

3.

We have made available to you all minutes of the meetings of the Trust Board, and Audit committee (or summaries of actions of recent meetings for which minutes
have not yet been prepared) held through the year to the most recent meeting on the following date: 25 May 2017.
We confirm the completeness of information provided regarding the identification of related parties. We have disclosed to you the identity of the Trust’s related
parties and all related party relationships and transactions of which we are aware, including sales, purchases, loans, transfers of assets, liabilities and services,
leasing arrangements, guarantees, non-monetary transactions and transactions for no consideration for the period ended, as well as related balances due to or from
such parties at the year end. These transactions have been appropriately accounted for and disclosed in the financial statements.

4.

5.

We believe that the significant assumptions we used in making accounting estimates, including those measured at fair value, are reasonable.

6.

We have disclosed to you, and the Trust has complied with, all aspects of contractual agreements that could have a material effect on the financial statements in the
event of non-compliance, including all covenants, conditions or other requirements of all outstanding debt.

E. Liabilities and Contingencies
1.

All liabilities and contingencies, including those associated with guarantees, whether written or oral, have been disclosed to you and are appropriately reflected in
the financial statements.

2.

We have informed you of all outstanding and possible litigation and claims, whether or not they have been discussed with legal counsel.

3.

We have recorded and/or disclosed, as appropriate, all liabilities related litigation and claims, both actual and contingent.

F. Subsequent Events
1.

Other than as described in Note 27 to the financial statements, there have been no events subsequent to period end which require adjustment of or disclosure in the
financial statements or notes thereto.

G. Agreement of Balances and key judgments
1.

We have disclosed to you details of all transactions and judgments we have made on income and expenditure, payable and receivable balances with counter-parties
irrespective of whether or not they have been included in the 2016/17 Agreement of Balances Exercise

2.

We have agreed balances, disputes and claims with all NHS bodies via the Agreement of Balances process and where not agreed, we have reported the matter to you.

3.

We have disclosed to you all of the risks and judgments we have made in arriving at the Trust’s reported financial outturn for financial year ended 31 March 2017.

H. Other information
1.

We acknowledge our responsibility for the preparation of the other information. The other information comprises the annual report.

2.

We confirm that the content contained within the other information is consistent with the financial statements.
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I. Segmental reporting
1.

We have reviewed the operating segments reported internally to the Board and We are satisfied that it is appropriate to aggregate these as, in accordance with IFRS
8:Operating Segments, they are similar in each of the following respects:
•

The nature of the products and services

•

The nature of the production processes

•

The type or class of customer for their products and services

•

The methods used to distribute their products

J. Going Concern
1.

Note 1.1 to the financial statements discloses all of the matters of which we are aware that are relevant to the Trust’s ability to continue as a going concern,
including significant conditions and events, our plans for future action, and the feasibility of those plans.

K. Use of the Work of a Specialist
1.

We agree with the findings of the specialists that we engaged to evaluate the value of the Trust’s land and buildings and have adequately considered the
qualifications of the specialists in determining the amounts and disclosures included in the financial statements and the underlying accounting records. We did not
give or cause any instructions to be given to the specialists with respect to the values or amounts derived in an attempt to bias their work, and we are not otherwise
aware of any matters that have had an effect on the independence or objectivity of the specialists.

L. Estimates
Land and Buildings Valuation Estimate
1.

We believe that the measurement processes, including related assumptions and models, used to determine the accounting estimate have been consistently applied
and are appropriate in the context of the applicable financial reporting framework.

2.

We confirm that the significant assumptions used in making the Land and Buildings Valuation Estimate appropriately reflect our intent and ability to carry out the
delivery of services from the sites valued.

3.

We confirm that the disclosures made in the financial statements with respect to the accounting estimates are complete and made in accordance with the applicable
financial reporting framework.

4.

We confirm that no adjustments are required to the accounting estimate and disclosures in the financial statements due to subsequent events.

Yours sincerely,
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Simon Covill (Acting Chief Financial Officer)
Stephen Bright (Chairman of the Audit Committee)
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