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Purpose of this Letter and scope of our audit

The purpose of this Annual Audit Letter (‘letter’) is to summarise the key issues arising from the work that we have carried out during the year at Leeds Teaching Hospitals NHS Trust (the Trust). Although this letter is addressed to the directors of the Trust, it is also intended to communicate the significant issues we have identified, in an accessible style, to key external stakeholders, including members of the public. The letter will be published on the Audit Commission website at www.audit-commission.gov.uk and also on the Trust website.

This letter has been prepared in the context of the Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission. This is available from www.audit-commission.gov.uk.

Responsibilities of the external auditors and the Trust

We have been appointed as the Trust’s independent external auditors by the Audit Commission, the body responsible for appointing auditors to local public bodies in England, including NHS trusts. 
As the Trust’s external auditors, we have a broad remit covering financial and governance matters. We target our work on areas that involve significant amounts of public money and on the basis of our assessment of the key risks to the Trust achieving its objectives. It is the responsibility of the Trust to ensure that proper arrangements are in place for the conduct of its business and that public money is safeguarded and properly accounted for. We have considered how the Trust is fulfilling these responsibilities.

The scope of our work

Our main responsibility as your external auditor is to plan and carry out an audit that meets the requirements of the Audit Commission’s Code of Audit Practice (the Code). Under the Code, we are required to review and report on:

· the Trust’s accounts

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

This letter summarises the significant issues arising from both these areas of work and highlights the key recommendations that we consider should be addressed by the Trust. A list of all reports issued to the Trust in relation to the 2006/07 audit is provided in Appendix A.

Key issues arising from the audit of the accounts

We were able to issue an unqualified opinion on the Trust’s accounts on 31 May 2007, in advance of the deadline set by the Department of Health. Our opinion confirms that the accounts give a true and fair view of the Trust’s financial affairs and of the income and expenditure recorded by the Trust during the year.

Before we give our opinion on the accounts, we are required to report significant matters arising from the audit to the Trust’s Audit Committee. A detailed report was issued on 31 May 2007 and only the key issues are summarised here.

Accounting issues

We received a complete set of draft accounts, in advance of the deadline set by the Department of Health. The Trust’s finance team responded positively to recommendations made at the end of the 2005/06 audit and produced an improved set of working papers in support of the draft accounts.

We identified a small number of adjustments required to the accounts. With the exception of one error that the Trust and us did not feel was significant enough to warrant an adjustment, these adjustments were made by management and were highlighted in our report to the Audit Committee. 

Financial standing

NHS trusts have a number of key statutory financial duties (summarised below), all of which the Trust met.

	Target
	Performance 
	Target met?

	Breakeven on income and expenditure
	The Trust achieved a surplus of £355,000
	Yes

	Keep within the capital resource limit (CRL) of £47,426,000
	The Trust remained within the CRL
	Yes

	Remain within the external financing limit (EFL) of £21,937,000
	The Trust remained within the EFL
	Yes

	Keep within a Capital Cost Absorption rate (CCAR) of 3.5%
	The Trust kept within the CCAR
	Yes


The Trust has faced significant financial challenges this year. In developing the 2006/07 budget, the Trust identified a savings requirement of some £25m, which represented 4% of budgeted expenditure. By November 2006, the Trust was reporting a forecast deficit for the year of £11m due to projected savings not being achieved. At the same time, the Director of Finance was reporting the need for a much larger savings requirement for 2007/08. 

These financial forecasts prompted the Strategic Health Authority (SHA) to consider the Trust’s financial position as high risk. As a result, Trust Board members were required to attend a series of meetings with the SHA to identify strategic plans to manage these challenges.

The financial forecasts also suggested that the Trust’s key strategic vision of concentrating acute hospital services onto one site and constructing a children’s and maternity hospital were no longer affordable.

During January 2007, we formally reported to the Board, our concerns that the Trust would not achieve its statutory financial duties. We recommended a number of priority actions needed to address the 2006/07 deficit and develop a balanced budget for 2007/08. We also indicated our intention to use the special reporting powers available to auditors if the financial position did not improve.

Subsequently, the Trust achieved a breakeven financial position for 2006/07. This was as a result of emergency savings measures agreed by the Board including:

· restrictions on appointments to vacant job posts
· restrictions on the use of bank and agency staff
· other restrictions on non-pay expenditure.
The Trust has also approved a breakeven budget for 2007/08 which included a savings requirement of a further £25m. However, how the Trust will achieve £7m of this savings requirement still remains to be identified. 

The latest budget monitoring reports, as at August 2007, show that the Trust is projecting a breakeven financial position for 2007/08. This is due to the emergency savings measures remaining in place. Whilst these measures have had the desired effect of achieving savings, the Trust has identified the need for more robust medium to long term plans. With the appointment of a new Chief Executive, the Trust has now begun to focus on a medium and longer term service and financial strategy. This is a crucial step towards achieving financial balance each year. The Trust also needs to grasp available opportunities to implement efficiencies which have been identified through detailed reviews of organisational processes and benchmarking exercises.
Key issues arising from the review of the Trust’s use of resources

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

We are also required to assess how well NHS organisations manage and use their financial resources by providing scored judgements on the Trust’s arrangements in five specific areas. This is known as the Auditor’s Local Evaluation.

Value for money conclusion

We issued an “except for” qualified value for money conclusion for the 2006/07 financial year.  This was due to the fact that the Trust does not have in place a medium term financial strategy that is soundly based and designed to deliver its strategic priorities.  In all other respects we are satisfied that the Trust put in place proper arrangements for securing economy, efficiency and effectiveness in its use of resources.

Auditor’s Local Evaluation

We assessed the Trust’s arrangements in five areas using the 1-4 scoring system introduced by the Audit Commission, where:

· 1 = below minimum requirements - inadequate performance

· 2 = at minimum requirements – adequate performance

· 3 = consistently above minimum requirements – performing well
· 4 = well above minimum requirements – performing strongly.

	Area
	2007 Score
	2006 Score

	Financial reporting
	3
	2

	Financial management
	2
	2

	Financial standing
	2
	2

	Internal control
	3
	2

	Value for money
	2
	2


From our assessments, we have concluded that the Trust has improved its scores, since last year, within the financial reporting and internal control themes and continues to perform adequately and meet minimum requirements in the other themes. A detailed report supporting our assessment and highlighting areas for improvement was issued to the Trust on 16 May 2007.

Implementation of our key recommendations for improvement is designed to assist the Trust’s application to become a Foundation Trust by 2009. The most significant areas for action are as follows:

· demonstrating that the Trust can meet its breakeven duty over the next three years. Financial projections should be supported by detailed action plans and linked to the medium term financial strategy
· producing an updated estates strategy that accurately reflects current service plans. The revised strategy should fully reflect the overall strategic direction of the Trust. Aligned to this, the Trust needs to put in place an investment plan to reduce the quantified level of backlog maintenance and monitor achievement of the plan

· completing a review of key strategic business objectives and demonstrating that the Trust is able to deliver against strategic plans which reflect these objectives.

Specific risk based work

We carried out a joint piece of work with the Trust’s Internal Audit department based on our assessment of key risks facing the Trust.  Our work related to the Trust’s arrangements for negotiating, agreeing and monitoring of health care income contracts with Primary Care Trusts (PCTs) under the Payment by Results regime.

We found that, whilst arrangements are improving for contract negotiation and monitoring, there are key areas where the Trust needs to implement improvements to the process, particularly in relation to agreeing contracts, based on the Department of Health guidance.

During the year we completed our Acute Hospitals Portfolio reviews. These were a series of three service specific reviews carried out on behalf of the Healthcare Commission. The work informed the Trust about its performance compared to other trusts in the following service areas:

· admissions management

· diagnostic services (including pathology, imaging and endoscopy)

· medicines management.

Whilst our work in all three services highlighted some areas for improvement, we also reported areas where the Trust is performing comparatively well. The key areas where we made recommendations are:

· within admissions management we recommended a review of the waiting list system to identify possible efficiencies and improve patient care

· within diagnostic services we identified several areas where resources could be used more efficiently and costs could be reduced

· within medicines management we identified areas where procedures could be revised to improve patient care and reduce delays in the discharge process.

Key Recommendations

We have highlighted here our recommendations that we feel need the most urgent attention by the Trust.

	Recommendation 1

The Trust should complete its efficiency workstream planning as soon as possible so that financial balance can be achieved.


	Recommendation 2

The Trust should put in place a medium term financial strategy which fully reflects organisational strategies, medium term service planning and the planned efficiency savings required to bring the Trust into financial balance each year.

	Recommendation 3

In agreeing health care income contracts, the Trust should adopt the template contract developed by the Department of Health. All contracts should be discussed with PCTs prior to the start of the financial year and formally signed in accordance with the Department of Health timetables.


We also followed-up the recommendations that we made in our Annual Audit Letter for 2005/06 and consider that the Trust has taken appropriate action to implement them.  A particular success has been the introduction of good practice arrangements in capital budget monitoring in a number of areas of the Trust. These arrangements now need to be implemented across all areas of the Trust. 
Closing Remarks

This letter has been discussed with the Chief Executive and Director of Finance. The letter was presented to the Audit Committee in September 2007 with a copy provided to all Board Members.

We would like to take this opportunity to express our appreciation for the assistance and co-operation provided during the course of the audit. Our aim is to deliver a high standard of audit, which makes a positive and practical contribution that supports the Trust's own agenda. We recognise the value of your co-operation and support.

Grant Thornton UK LLP

17 September 2007

A Reports issued in relation to the 2006/07 audit

	Report
	Date Issued



	Audit plan
	April 2006

	Acute hospital portfolio reports
	October 2006

	Use of resources – Auditor’s local evaluation and interim accounts report
	May 2007

	ISA260 communication of audit matters to those charged with governance
	May 2007

	Payment by Results
	July 2007

	Annual Audit Letter
	September 2007
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