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1 Introduction 

The Purpose of this Letter 

1.1 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.  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’s website. 

1.2 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 auditor and the Trust 

1.3 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. 

1.4 As the Trust’s external auditors, we have a broad remit covering financial and governance 

matters.  We target our work on areas which 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 

1.5 Our main responsibility as the appointed 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. 

1.6 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 issues to the Trust in relation to the 2005/06 audit is provided in the 

Appendix. 
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2 Activities and services of the Trust 

2.1 The Trust is a leading provider of multi-disciplinary postgraduate training in mental health 

and a provider of mental health clinical services to patients throughout London.  It is also an 

international centre of excellence in the therapeutic treatment of complex and serious mental 

health disorders, in clinical training, consultancy, research and scholarship.  

2.2 The Trust employs approximately 450 staff and provides training for 1,700 students every 

year.  Over 50 per cent of the Trust’s income is received from providing education, training 

and research in mental health services.   

2.3 Its Research directorate was awarded the highest rating for its three research programmes 

from the NHS Research & Development assessment and received the highest rating from 

the Department for Education and Skills for its child psychotherapy courses. 

2.4 The Healthcare Commission, the regulator for health care and public health, has awarded 

the Trust a three-star rating in both 2004 and 2005, the highest rating for patient care and 

management of the Trust.  The Trust has also assessed itself as fully compliant with the 

National Standards for the 2006 Annual Health Check and the Healthcare Commission will 

announce its 2006 assessment of the Trust in October 2006. 

2.5 The Trust has also achieved a level one assessment against the Clinical Negligence 

Scheme for Trusts for its arrangements for clinical risk management and received 

accreditation for Improving Working Lives Practice Plus, demonstrating its commitment to 

staff. 

2.6 Following the Secretary of State’s support, the Trust has recently applied to Monitor to 

become a Foundation Trust, which should allow for greater freedoms to develop its services 

and to better respond to the needs of its stakeholders.  As part of the application process, 

the Trust will need to have a formal review of its working capital.  The outcome of the 

application should be known later this year.     
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3 Key findings 

3.1 This has been a successful year for the Trust in which it has again achieved its key 

objectives and continued to expand its services.  The Trust achieved its statutory financial 

duties and reported a surplus of £373,000 for the financial year. 

3.2 The key challenge for the Trust in the coming months will be its commitment to the 

application process to become a Foundation Trust including developing the new governance 

arrangements under this regime and supporting the Working Capital assessments. 

Accounts 

3.3 We were able to issue an unqualified opinion on the Trust’s accounts on 10 July, by 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. 

Accounts preparation processes 

3.4 As part of the accounts closedown process, NHS organisations are required to agree income 

and expenditure and year end balances and to resolve any disputes with other NHS 

organisations.  Should local negotiations fail to resolve any disputes, these should be 

referred for arbitration to the local Strategic Health Authority. 

3.5 The Trust was in dispute with a few other NHS organisations regarding amounts due, mainly 

as a result of over-performance on contract activity, which had not been referred to the 

Strategic Health Authority for arbitration and agreement.  As a result, the financial 

statements included an estimate of the amount believed to be recoverable from Camden 

Primary Care Trust, although £122,000 of this estimate was being disputed and therefore 

income and debtors were potentially overstated.  The financial statements also included a 

provision of £99,000 against debtors for potential loss of income from other organisations, 

which was not confirmed with these organisations before certification of the accounts. 

3.6 Subsequently, Camden Primary Care Trust has agreed to pay all the Trust’s outstanding 

invoices with the exception of £48,000.  We are informed that some of the amounts from 

other organisations that were considered to be doubtful are still outstanding. 

3.7 In future years, the Trust should seek to resolve disputes in a timely manner and to refer 

unresolved disputes to the Strategic Health Authority for arbitration prior to the Department 

of Health submission deadline for audited accounts. 
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Use of resources 

3.8 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. 

3.9 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. 

Financial position 

3.10 The Trust has maintained its healthy financial position and achieved its key statutory 

financial duties for the year:  

Target Performance Target met 

Breakeven on income and 

expenditure 

The Trust achieved a surplus of £373,000 Yes 

Keep within the Capital Resource 

Limit (CRL) 

The Trust under-spent by £59,000 against 

the CRL of £528,000 

Yes 

Keep within the External Financing 

Limit (EFL)  

The Trust undershot by £421,000 against 

the EFL repayment of £70,000. 

Yes 

 

3.11 The surplus achieved in 2005/06 will be paid to the Trust as additional income in 2006/07 

and as a result, is currently forecasting a surplus of £230,000 for 2006/07.  

3.12 There are, however, a number of risks around the forecast surplus position for 2006/07, 

mainly arising from the budgeted income for training courses which is not known until the 

new academic year, the NHS training contract for 2006/07 which has yet to be finalised, 

potential unforeseen costs that may arise from the completion of the Agenda for Change 

process and costs for the implementation of the Electronic Staff Record.  The Trust 

acknowledges that additional cost savings may be required to cover any income shortfalls or 

cost pressures in these areas. 

3.13 Whilst Payment by Results for mental health services is unlikely to be in place before 

2008/09, this will have a significant impact on the finances of the Trust and could potentially 

significantly change the way in which the Trust’s reference costs are calculated.  The Trust 

will need to ensure that it is able to provide the necessary information on Minimum Data Sets 

across the whole care pathway and case-mix information on patient needs.   
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Auditor’s Local Evaluation (ALE) 

3.14 We have assessed the Trust’s overall arrangements for securing economy, efficiency and 

effectiveness as performing adequately in each of the five areas reviewed.   

Area Score 

Financial reporting 2 

Financial management 2 

Financial standing 3 

Internal control 2 

Value for money 2 

 

3.15 The assessments are scored from level 1 (inadequate performance) through to level 4 

(performing strongly), and the Trust is required to score at least at level 2 to achieve 

minimum expected requirements (adequate performance). 

3.16 We concluded that the Trust has adequate arrangements for securing strategic and 

operational objectives and to assess the needs of stakeholders and patients.  Its financial 

management and financial health are robust although further improvements to the process 

adopted for 2005/06 could be made through better integration of financial planning and 

service planning when developing its 5-year plan. 

3.17 However, within these assessments, there were three criteria where the Trust had not 

achieved adequate performance in respect of the arrangements for: 

• Asset management – there is no medium to long term capital programme linked to the 

Trust’s Estates Strategy and Provider Sustainability Plan 

• Managing its significant business risks – there is no operational risk register covering all 

departments to support the overall Assurance Framework 

• Managing and improving value for money – there is no overall Trust plan for improving 

organisational value for money and driving efficiencies through the use of benchmarking 

data and activity costing information. 

Specific risk-based work 

3.18 We also carried out a number of specific pieces of work based on our assessment of the key 

risks facing the Trust, including a review of the use of Information and Governance to 

support service delivery, Data Quality for reported performance and debt recovery 

arrangements.   
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Information Management and Governance 

3.19 We were satisfied that the Trust had taken significant steps to move forward its information 

management and governance agenda to provide management and staff with reliable and 

timely information and that this was being used to drive service improvements.  We noted 

that information is held securely and in accordance with legal and other standards, although 

the Trust is working to resolve conflicts of interest between the Freedom of Information Act, 

the Data Protection Act and the new Mental Health Act. 

Data Quality 

3.20 The Trust has made good progress in responding to weaknesses previously reported with 

regard to Data Quality arrangements and has improved data quality processes through the 

development of a Data Quality Policy, Data Set Change Notice user guide and CareNotes 

reporting facility. 

Debt collection procedures 

3.21 The Trust has taken steps to improve its debt collection procedures in order to minimise any 

potential loss to the Trust through non-payment of debt and has taken steps to write-off long 

outstanding irrecoverable debt.  However, the Trust should improve the debt monitoring 

arrangements for non-tuition debt and ensure that this is also systematically reviewed and 

chased. 

Value for money conclusion 

3.22 Whilst we have assessed the Trust’s overall arrangements for securing economy, efficiency 

and effectiveness as performing adequately, we have concluded that its arrangements in two 

areas, included in paragraph 3.17 above, had not met the Audit Commission’s expected 

minimum requirements.  This has resulted in a qualified value for money conclusion for the 

2005/06 financial year in respect of the Trust’s arrangements for: 

• managing its significant business risks 

• managing and improving value for money. 
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4 Key recommendations 

4.1 During the year we made a number of recommendations to the Trust.  We have highlighted  

below the key recommendations required to drive improvements at the Trust and responses 

from management: 

Recommendation Management response 

As part of the accounts preparation, the Trust 

should seek Strategic Health Authority arbitration 

for disputed NHS balances to ensure early 

resolution in advance of the submission deadline 

for audited accounts. 

SHA arbitration was very helpful for 2004/05, 

though well after year-end.  It is not always 

available, due to limited resources.  The 

Department of Health process for agreeing 

balances at month 9 as well as year-end helps 

to identify problems early and resolve them if 

possible, but does not guarantee success. 

The Trust’s medium term financial plan should 

clearly drive internal resource allocation, and the 

Provider Sustainability Plan should be more 

explicitly linked to corporate objectives, service 

plans and internal strategies for HR, IT and 

capital. 

This is certainly part of the five-year business 

plan we have been developing this year, as 

submitted to the Secretary of State in June and 

to Monitor in August. 

The Trust should develop a medium to long term 

capital programme, which should be linked to its 

Estates Strategy and financial plan.   

Currently being developed, with options to be 

discussed by the Board in September.  To be 

finalised in November. 

The Trust should develop a detailed operational 

risk register, which should be assessed in terms 

of likelihood and impact and identify mitigating 

actions / controls. 

This was agreed in response to the Interim 

report (June) and is currently in progress. 

The Trust Board should agree a plan for 

improving organisational efficiency including 

consideration of benchmarking data and activity 

costing information. 

Agreed.  Proposals to be discussed in January 

2007. 
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Reports issued in relation to the 2005/06 audit 

 

Report Date Issued 

Audit Plan March 2005 

Information Management and Governance Red Risk Review November 2005 

Report on the audit of the financial systems (‘Interim Audit Memorandum’) June 2006 

Report on the audit of the financial statements (‘Final Audit Memorandum’) June 2006 

Annual Audit Letter August 2006 

 


