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1.
INTRODUCTION

1.1
The objectives of this Annual Report are to describe the governance context of the Audit Committee; the revised role of the Audit Committee; note important changes during the year; and summarise some of the main topics considered by the Committee during the past 12 months.
2.
GOVERNANCE

2.1
Every NHS Trust is required to establish a non-executive committee of the Board to be known as the Audit Committee.  The main objective of that Committee is to independently contribute to the Board’s overall process for ensuring that effective governance and internal control system are maintained.
2.2
The rules under which the Committee operates are specified in the Trust’s Standing Orders and the Audit Committee Handbook issued by the Department of Health. The latest version of this was issued in the autumn of 2005.

3.
CHANGES DURING THE YEAR
3.1
Mr Ian Goldman was the Chair of the Committee up to and including the meeting in September 2005. Following his retirement, the Board appointed Mr Howard Cressey, Non-Executive Director to be Chair of the Audit Committee. Mr Cressey’s first meeting as Chair was on 9 December 2005.
3.2
Following the ratification of revised Terms of Reference for the Audit Committee (refer to section 4), Dr Valerie Kaye, Mrs Susan Silverstone and Professor Ed Hillhouse, who are all Non-Executive Directors, joined the Audit Committee.
4.
ENHANCING THE ROLE FOR THE AUDIT COMMITTEE TO FORMALLY INCLUDE THE SCRUTINY OF QUALITY AND STANDARDS FOR BETTER HEALTH
4.1
Following the introduction of the Standards for Better Health, the publication of the NHS Audit Committee Handbook – 2005 at the end of October and in preparation for Foundation Trust status, the Trust took the opportunity to review its scrutiny arrangements.  A proposal was developed to formally widen the remit of the Audit Committee to encompass the scrutiny of Quality issues and the Standards for Better Health.

4.2
The following principles were applied in developing this approach:

· The reporting arrangements for the Quality function were to be the same as all other corporate functions, that is to say, accounts through the Trust Headquarters Board.

· Quality issues were be scrutinised by the Audit Committee.

· Compliance with the Standards for Better Health was be scrutinised by the Audit Committee.

4.3
It was proposed and agreed that the Audit Committee’s Terms of Reference be amended to formally extend its role to include the scrutiny of all the areas covered by the Standards for Better Health. In doing this the Audit Committee would fulfil the role of the Board Committees for Corporate, Financial and Clinical Governance. On 1 December 2005, the Trust Board endorsed the changes proposed and ratified the Terms of Reference for the Trust’s Audit Committee. The new Terms of Reference are attached as Appendix 1 to this report.
4.4
In reviewing the previous Terms of Reference the opportunity was taken to update them in a number of other aspects.

4.5
The most significant changes were:-

· The membership of the Audit Committee was expanded to include all of the Non Executive Directors with the exception of the Chairman of the Trust.
· The Chief Executive will normally attend one per year to discuss the Statement of Internal Control.

· The Audit Committee’s duty to scrutinise was emphasised.

· Standards for Better Health were incorporated.

· The Audit Committee’s duty to act as the Trust’s Quality and Clinical Governance Committee was stated.
· The Assurance Framework is included under the heading of Internal Control and Risk Management.
· Counter Fraud arrangements were brought up to date.
· Reports from the Healthcare Commission were added to matters for consideration.
5.
RESOURCES AVAILABLE TO SERVICE THE AUDIT COMMITTEE
5.1
Members of the Audit Committee raised concerns regarding the resources available to the Audit Committee to assist it in fulfilling its enhanced scrutiny role. Having consulted with the Medical Director and Director of Quality, the Head of Internal Audit presented a paper to the Audit Committee in February 2006.
5.2
The Audit Committee discussed this issue and agreed to keep it under review.
6
AREAS CONSIDERED DURING THE YEAR
6.1
The Audit Committee received routine reports from the External Auditors and from Internal Audit, including:
· Robson Rhodes Interim and Final Audits, Management Letter and a number of VFM / Acute Hospitals Portfolio reports

· Internal Audit Progress and Annual reports,
· Counter Fraud Risk Assessment, Workplan and Annual Report

· Changes to SOs / SFIs, Losses & Compensations reports, Single Tender Actions, etc

· Chief Executive’s Statement on Internal Controls, Head of Audit Opinion.
6.2
Various topics presented in the above reports were then considered in more depth by the Committee, with directors and senior managers being invited to meetings to provide further information or explain their actions.  Some of the topics covered in more detail were: 
· Pathology Labelling;

· Private Practice by Consultants;
· Complaints Handling;

· Nurse Bank;

· Assurance and Data Protection Issues relating to the ESR Payroll & HR system.
7.
CALENDAR OF KEY EVENTS

7.1
It was agreed that it would be helpful to produce a calendar of key events coming before the Committee on an annual basis as a means of assisting with structuring the Committee’s workload.
7.2
On 16 February 2006 a Calendar of Key Events was approved by the Audit Committee. This is reproduced as Appendix 2 to this report.
8.
INTERNAL AUDIT PROGRESS REPORTS

8.1
At the request of the Audit Committee, the Head of Internal Audit has commenced a process of developing the style, format and content of the Internal Audit Progress Reports presented to the Committee. This should assist the Committee in fulfilling its scrutiny and monitoring roles.

8.2
The Audit Committee requested that it should be made aware of all recommendations which have been agreed by management, but have not been implemented by their agreed dates. To achieve this Internal Audit are creating a database of all live recommendations. This will form the basis of a new report for the Audit Committee.
9.
CONCLUSION
9.1
In line with the good practice suggested by the National Audit Office, members of the Audit Committee confirm that they have complied with their obligations and the Board are asked to note the content of this report.

Howard Cressey,
Chairman of the Audit Committee

23 May 2006

Appendix 1

AUDIT COMMITTEE TERMS OF REFERENCE

CONSTITUTION

1. Membership:  The Committee shall be appointed by the Board from amongst the Non-Executive Directors of the Trust but not the Chairman and shall consist of not less than three members. One of the Non-Executive Directors will have recent and relevant financial experience. A quorum shall be two members.

2. Attendance:  The Director of Finance, the Head of Internal Audit and a representative of the External Auditors shall normally attend meetings.  Other directors and officers of the Trust may be requested or permitted to attend any meetings by the Audit Committee Chairman. The Chief Executive will normally attend once per year to discuss the Statement of Internal Control.  However at least once a year the Committee will meet with the External and Internal Auditors without any executive director present.

3. Frequency:  Meetings shall be held not less than three times a year.  The Chairman of the Audit Committee, External Auditor or Head of Internal Audit may request a meeting if they consider that one is necessary.

4. Authority:  The Committee is authorised by the Board to investigate any activity within its terms of reference.  It is authorised to seek any information it requires from any employee and all employees are directed to co-operate with any request made by the Committee.  The Committee is authorised by the Board to obtain outside legal or other independent professional advice and to secure the attendance of outsiders with relevant experience and expertise if it considers this necessary.

5. Reporting:  The minutes of Audit Committee meetings shall be formally recorded and submitted to the board.  The Audit Committee will produce an Annual Report to the Board.

DUTIES

6. The duties of the Committee can be categorised as follows:

Governance, Risk Management and Internal Control

The Committee shall review the establishment and maintenance of an effective system of integrated governance, risk management and internal control, across the whole of the organisation’s activities (both clinical and non-clinical), that supports the achievement of the organisation’s objectives.

In particular, the Committee will review the adequacy of:

· all risk and control related disclosure statements (in particular the Statement on Internal Control and declarations of compliance with the Standards for Better Health), together with any accompanying Head of Internal Audit statement, external audit opinion or other appropriate independent assurances, prior to endorsement by the Board

· the underlying assurance processes that indicate the degree of the achievement of corporate objectives, the effectiveness of the management of principal risks and the appropriateness of the above disclosure statements

· the policies for ensuring compliance with relevant regulatory, legal and code of conduct requirements

· the policies and procedures for all work related to fraud and corruption as set out in Secretary of State Directions or relevant contract and as required by the Counter Fraud and Security Management Service.

In carrying out this work the Committee will primarily utilise the work of Internal Audit, External Audit and other assurance functions, but will not be limited to these audit functions.  It will also seek reports and assurances from directors and managers as appropriate, concentrating on the over-arching systems of integrated governance, risk management and internal control, together with indicators of their effectiveness.

This will be evidenced through the Committee’s use of an effective Assurance Framework to guide its work and that of the audit and assurance functions that report to it.

INTERNAL AUDIT
7. The Committee will:
· consider the appointment of the Head of Internal Audit, and any questions of resignation and dismissal;

· review the internal audit programme, consider the major findings of internal audit investigations (and management’s response), and ensure co-ordination between the Internal and External Auditors;

· discuss with the Head of Internal Audit any matters arising from audit work;

· ensure that the Internal Audit function is adequately resourced and has appropriate standing within the organisation

· approve the Annual Audit Plan

· receive quarterly progress reports and the Annual Report

· receive the Local Counter Fraud Specialist’s Annual Work Plan

· receive the Local Counter Fraud Specialist’s Annual Report

EXTERNAL AUDIT
8. The Committee will:

· consider the appointment of the External Auditor, as far as the Audit Commission’s rules permit;

· discuss with the External Auditor, before the audit commences, the nature and scope of the audit, and ensure co-ordination, as appropriate, with other External Auditors in the local health economy;

· review External Audit reports, including value for money reports and annual audit letters, together with the management response;

· discuss with the External Auditors any matters arising from their work.

FINANCIAL REPORTING
9. The Audit Committee shall review the Annual Report and Financial Statements before submission to the Board, focusing particularly on:

· the wording in the Statement on Internal Control and other disclosures relevant to the Terms of Reference of the Committee

· changes in, and compliance with, accounting policies and practices

· unadjusted mis-statements in the financial statements

· major judgemental areas

· significant adjustments resulting from the audit.

The Committee should also ensure that the systems for financial reporting to the Board, including those of budgetary control, are subject to review as to completeness and accuracy of the information provided to the Board.

GENERAL
10. The Committee will:

· consider any reports from the Healthcare Commission, Audit Commission, National Audit Office, etc;

· review proposed changes to the Trust’s Standing Orders and Standing Financial Instructions, and make recommendations to the Board;

· examine the circumstances associated with occasions on which Trust’s SOs or SFIs have been waived, and report any concerns to the Board

· approves the writing off of any losses and compensation payments.

Appendix 2

Proposed Calendar as at 16 February 2006

	Agenda Item

	March
	May
	July (Note 1)
	Sept
	Dec

	External Audit
	
	
	
	
	

	External Audit Plan and Fees
	
	X
	
	
	

	External Audit Progress Report
	X
	X
	
	X
	X

	External Audit Annual Audit Letter 
	
	
	
	X
	

	External Audit Management Letter (ISA 620 previously SAS610 and is regarding the accounts)
	
	
	X
	
	

	Internal Audit
	
	
	
	
	

	Internal Audit Plans (including Quality Reviews)
	
	X
	
	
	

	Internal Audit Progress Report (including Quality Reviews)
	X
	
	
	X
	X

	Internal Audit Annual Report and Opinion
	
	X
	
	
	

	Counter Fraud
	
	
	
	
	

	Counter Fraud Workplan
	X
	
	
	
	

	Counter Fraud Progress Report
	
	X
	
	X
	X

	Counter Fraud Annual Report
	X
	
	
	
	

	Governance
	
	
	
	
	

	Assurance Framework
	X
	
	
	
	

	Statement of Internal Control
	
	X
	
	
	

	Standards for Better Health process and declaration
	X
	
	
	
	

	Changes to Standing Orders and Standing Financial Instructions
	X
	X
	
	X
	X

	Single Tender Action
	X
	X
	
	X
	X

	Losses & Compensations Report
	X
	X
	
	X
	X

	Finance
	
	
	
	
	

	Review of annual accounts and financial statements
	
	
	X
	
	

	Chairman
	
	
	
	
	

	Self Assessment of Committee’s Effectiveness
	
	
	
	
	X

	Audit Committee Annual Report
	X
	
	
	
	

	
	
	
	
	
	


	Agenda Item
	March
	May
	July (Note 1)
	Sept
	Dec

	Private Discussions
	
	
	
	
	

	External Audit
	X
	
	
	
	

	Internal Audit
	
	X
	
	
	

	Director of Finance
	
	
	
	X
	

	Medical Director / Director of Quality
	
	
	
	
	X
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