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Status of our reports 
The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit 
Commission explains the respective responsibilities of auditors and of the audited body. 
Reports prepared by appointed auditors are addressed to non-executive 
directors/members or officers. They are prepared for the sole use of the audited body. 
Auditors accept no responsibility to: 

• any director/member or officer in their individual capacity; or  
• any third party.  
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Summary 
Key messages 
1 The Trust has continued to make good progress with the developmental agenda it 

started last year and is now well positioned for its future application for foundation trust 
status, as evidenced by: 

• the delivery of its £22m Performance Improvement Programme, which resulted in a 
reported surplus of £17.9m and ensured it met its statutory break even duty; 

• a declaration of full compliance by the year-end with all 44 of the Core Standards 
for Better Health; 

• achieving 3s (performing well) for all five of the areas in the Auditor's Local 
Evaluation demonstrating the embeddedness of sound management 
arrangements; and 

• and the strengthening of governance arrangements following the appointment of 
new non-executive directors. 

2 Nonetheless for a successful application, and to operate effectively as a foundation 
trust, the Trust still needs to focus on: 

• ensuring all the Board members have a clear understanding of how the Trust plans 
to implement its strategic objectives and the risks to their achievement in order to 
demonstrate maturity and unity at the board to board meeting with Monitor; 

• enhancing its treasury management arrangements, particularly in the wake of the 
recent 'credit crunch' developments; and 

• continuing to prepare itself to operate under a new regulatory regime as set out in 
Monitor's compliance framework.  

3 There are also significant operational issues that the Trust needs to address and 
manage going forward, particularly given its stretched capacity and the targets that 
were missed in 2007/08. 

• The current consultant job planning arrangements need to be strengthened to 
ensure clinical resources are used as effectively as possible and in support of Trust 
objectives. 

• The Trust has a comprehensive Estates Strategy to deliver and significant backlog 
maintenance, which will require careful management and the generation of 
substantial cash to finance it. 

• In light of its planned move towards increasing provision of specialist services, the 
imminent commissioning of an independent sector treatment centre in 
Southampton, and the importance of making service redesign (formerly demand 
management) work in the health community, the Trust needs strong relationships 
with commissioners to agree medium term objectives in respect of activity, and the 
resultant finances. 
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• The Trust needs to complete the development and roll out of its service line 
management approach, and patient level costing systems, to improve divisional 
performance management and inform strategic investment and marketing 
decisions. 

• The cancellation of the Fujitsu contract for the local implementation of the 
Connecting for Health agenda has meant further uncertainty over the pace and 
detail of the national programme's rollout in the Trust. While an interim solution was 
found last year for choose and book, further changes will inevitably need to occur. 



Purpose, responsibilities and scope 

 

5   Southampton University Hospitals NHS Trust 
 

Purpose, responsibilities and 
scope 
4 This Annual Audit Letter (letter) summarises the key issues arising from our work 

carried out during the year. I have addressed this letter to the directors and members 
of the Trust as it is the responsibility of the Trust to ensure that arrangements are in 
place for the conduct of its business and that it safeguards and properly accounts for 
public money. I have made recommendations to assist the Trust in meeting its 
responsibilities. 

5 The letter also communicates the significant issues to key external stakeholders, 
including members of the public. I will publish this letter on the Audit Commission 
website at www.audit-commission.gov.uk. In addition the Trust is planning to publish it 
on its website. 

6 As your appointed auditor, I am responsible for planning and carrying out an audit that 
meets the requirements of the Audit Commission’s Code of Audit Practice (the Code). 
Under the Code, I review and report on: 

• the Trust's accounts; and 
• whether the Trust has made proper arrangements for securing economy, efficiency 

and effectiveness in its use of resources. 

7 This letter summarises the significant issues arising from both these areas of work and 
highlights the key recommendations that I consider the Trust should be addressing. I 
have listed the reports issued to the Trust relating to the 2007/08 audit at the end of 
this letter. 
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Audit of the accounts 
8 I issued an unqualified opinion on the Trust’s accounts on 19 June 2008, before the 

deadline set by the Department of Health. In my opinion the accounts give a true and 
fair view of the Trust’s financial affairs at the end of the year and of its income and 
expenditure during the year. 

9 Before giving my opinion I reported to those charged with governance, in this case the 
Audit and Assurance Committee, on the issues arising from the 2007/08 audit. I issued 
this report on 16 June 2008. 

Accounting issues 
10 The financial reporting process this year was significantly improved from 2006/07 and 

was professionally managed throughout. Key accounting issues were discussed with 
auditors in advance, and the financial statements were submitted before the 
Department of Health's deadline of 1 May 2008. The annual report and statement of 
internal control were also available for audit on that date.  

11 There were comprehensive working papers available to support the accounts and the 
audit identified only minor errors, which management agreed to amend. These were 
mainly presentational and none affected the reported surplus.  

12 Our audit work earlier in the year identified a number of control weaknesses in the 
operation of the financial systems, but the Trust addressed the issues raised and none 
subsequently affected our audit of the financial statements.  

13 The Audit Code requires me to review the Trust’s Annual Report, to ensure that the 
financial information disclosed within it is consistent with that within the audited 
Financial Statements. I did not report any inconsistencies with the financial statements 
arising from that review. 
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Economy, efficiency and 
effectiveness review 
14 The Audit Code requires me to satisfy myself that you have made proper 

arrangements for securing economy, efficiency and effectiveness in your use of 
resources. This is known as the value for money conclusion. 

15 I am 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 (ALE). 

Value for money conclusion 
16 I concluded that the Trust had proper arrangements in place to secure economy, 

efficiency and effectiveness in the use of resources. 

Auditor's local evaluation judgement (including financial standing) 
17 I assessed the Trust's arrangements in five areas. We scored each area from 1 to 4 

(1= inadequate and below minimum standards, 2 = adequate, 3 = performing well and  
4 = performing strongly). These scores are then aggregated into a single score by the 
Audit Commission for inclusion in the Healthcare Commission’s ratings system for 
trusts. 

18 I issued a detailed report supporting our assessment and highlighting areas for 
improvement to the Trust on 26 June 2008. The scores for each of the five areas, and 
the consolidated score, are set out in the table below. 

Table 1 ALE scores 
 

Element 2007/08 
Assessment 

2006/07 
Assessment 

2005/06 
Assessment 

Financial reporting 
Financial management 
Financial standing 
Internal control 
Value for money 

3 
3 
3 
3 
3 

1 
3 
2 
3 
3 

2 
2 
1 
2 
2 

Overall assessment  3 2 1 
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19 This clearly demonstrates the sustained improvement to the Trust's management 
arrangements in all areas over the last few years; reflecting a more structured 
approach to the ALE assessment process and the involvement of a larger Trust-wide 
group of individuals responsible for key aspects and actions.  

20 Financial reporting improvements were the most significant and reflected a more 
coordinated, corporate and professional approach to the production of the accounts 
and annual report. Potential accounting issues were discussed with auditors early in 
the closedown process, and draft financial statements were prepared well in advance 
of the deadline and properly quality controlled. Extensive working papers were 
available to facilitate the audit process. 

21 The other aspect of financial reporting considered in our work is external 
accountability. The annual report was produced alongside the accounts, is designed in 
a user-friendly format, is written so as to be accessible to the public, and is made 
available in different languages and formats. The Trust's website promotes openness 
and transparency by including Board papers, as well as minutes, and other key 
strategic documents that set out the Trust's objectives and how they plan to achieve 
them. 

22 Financial management generally continues to be strong but there are areas where 
further improvements are needed. Asset management in particular is one of the key 
improvement areas for the Trust, both in terms of capital accounting and in monitoring 
the effective implementation of its estates strategy. However the Trust also needs to 
refine existing arrangements as it moves towards foundation trust status by: 

• further developing service line reporting and patient level costing systems in order 
to better understand the relative strengths and weaknesses of services; and 

• revising and strengthening treasury management arrangements to reflect the 
different environment in which it will be operating. 

23 Financial standing has clearly improved as in 2007/08 the Trust delivered a 
'Performance Improvement Programme' (PIP) of £22m and reported a surplus of 
£17.9m. However, this impressive headline performance needs to be unpicked to 
understand how it was achieved and the challenges that still lie ahead. 

• Income was over £22m higher than originally budgeted because the Trust treated 
more patients than originally planned but also incurred £13m of additional costs in 
delivering this additional work. To improve financial management next year in this 
respect, the Trust has a 'sales plan', representing contracted activity, and a 
'production plan' based on its best initial estimate of probable activity in year. 
These differ by £17m.  

• The PIP was made up of £17.4m of cost savings (£4.9m of pay and £12.5m of  
non-pay), and £4.6m of income generation. However only £13.2m of these are 
recurrent and the other £8.8m represented once-off savings (of which £2.1m was 
income built recurrently into the 2008/09 baseline.) In order to achieve its target 
surplus of £13.3m in 2008/09, the Trust will need to deliver a further £17.7m PIP. 
To date £17m of supporting schemes have been identified.  
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• The Trust needed to take out a £10.5m capital loan from the Department of Health 
to pay for its capital programme. It is forecast that it will need to borrow a further 
£8m in 2008/09 as surplus cash is largely used to repay the balance of the £25m 
working capital loan received in 2006/07.  

24 The Trust's internal control environment is sufficiently strong to enable it to manage its 
significant business risks. Risk management arrangements are good and are 
becoming more embedded throughout the operating divisions. The Trust has put in 
place codes of conduct, and arrangements to monitor compliance with them, and has 
an active local counter fraud function. However we found more work was needed on 
business continuity planning and the management of its business critical systems. 

25 Our separate review of the internal audit service provided by BDO Stoy Hayward found 
that they met the requirements of the NHS Internal Audit Standards. 

26 Strategic and operational objectives have measurable targets and quantifiable 
outcomes, and performance against them is closely monitored. The Trust has 
identified resource capacity gaps and has developed two capacity planning models - 
one based on contracted activity and the other on the Trust's targets and ambitions, 
which enables the Trust to model both scenarios and clearly demonstrate variances. 

27 The Trust has worked to understand and meet the public's needs, and the Annual Plan 
includes ambitions to improve the patients' experience. A Patient Care Improvement 
Framework is in place to accelerate progress with patient safety, experience and 
clinical outcomes; and there is a system in place to obtain patient feedback on all 
services provided. A variety of methods have been used to engage with specific 
communities and identify the needs of diverse groups, including identifying champions 
in cultural and other minority groups. 

28 Performance management is also strong and monthly Board reports have high-level 
indicators aligned with the Trust’s Strategy, which are supported by detailed colour-
coded score cards providing a clear picture of YTD and predicted full year effect 
performance.  Action is taken to address variances from strategic objectives, standards 
and targets. Data quality is reasonable but the Trust is working to improve internal 
arrangements and has agreed an action plan with its main commissioning PCT to 
address data quality issues.  

29 The Trust is using benchmarking, including best practice from overseas, to identify 
scope for efficiency improvements and there is clear commitment from senior 
managers and clinicians, through a series of service redesign projects using lean 
thinking. There is a system in place to share good practice and innovation and events 
are held where divisions outline levers and barriers to success, to share good ideas 
and identify common issues.  
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Specific risk-based work  
30 The key conclusions from specific pieces of work as set out in our plan are 

summarised below. 

31 No work was mandated by the Healthcare Commission for 2007/08. 

Table 2 Specific Use of Resources Work 
Key findings 

Review Main conclusions 

Partnership  working –  
Demand Management 

This was a review of the progress in introducing successful 
'demand management' schemes within the health economy, to 
reduce referrals to the Trust by developing alternative provision 
closer to home. 
We found that the identification and development of schemes 
had not progressed as quickly and robustly as it should, largely 
due to the immaturity of partnership arrangements.  
Workstreams were often not considered to be deliverable 
because of lack of clarity over team membership, purpose, 
scope and capacity. This was compounded by weaknesses in 
performance management arrangements, driven by a lack of 
comprehensive up-to-date information. 
We concluded that the membership of the Partnership Board 
needed to be reviewed to ensure that the right decision makers 
attended, and that project management arrangements needed 
to be strengthened. The consequence was that the partnership 
needed to make exceptional progress in the second half of the 
year to deliver its objectives, which did not happen. 

Implementation of 
external 
recommendations 

This review set out to test the arrangements in place to ensure 
the Trust delivers agreed recommendations and therefore 
makes planned improvements. 
We found the Trust is good at putting in place the action plans 
from external audit reviews and that most of the 
recommendations reviewed had been fully implemented. 
Information provided was in most cases clear in terms of what 
action had been taken, but this was not readily available and 
had to be frequently requested. Corporate monitoring processes 
and management were not sufficient to assure the Audit and 
Assurance Committee that actions were being implemented and 
their intended impact achieved. 
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Review Main conclusions 

Consultant Contract 
and Job Planning 

The aim of this review was to assess implementation of the 
consultant contract and underpinning job planning arrangements, 
and to determine the effectiveness with which they are being 
used to deliver the Trust strategy, and organisational, 
commissioner and patient benefits. 
We found that the Trust started well in using the new consultant 
contract to deliver its strategic aims, and that there had been 
good progress in ensuring that clinicians understand the need for 
sound budgetary control and how job planning supports this. 
However this early progress needs to be built on and there is 
now a significant need for processes to be reviewed, updated 
and re-focused; to make sure job plans are fit for purpose, 
guidance widely understood and complied with, and that the 
appropriate HR and finance support is available for clinical 
directors.  
The Trust also needs to address gaps in management 
information, as consultant productivity is not being measured and 
no indicators have been specified to allow the monitoring of 
performance and to quantify other benefits. The Trust needs to 
identify the resources necessary to carry out such analysis and 
respond to the report findings. 

Data quality  Internal Audit (IA) identified a number of data quality issues early 
in the year and so we reviewed how arrangements had been 
strengthened in this key area in response to their 
recommendations. 
We found that there had been little action, largely because the 
Trust's approach to data quality was not well focused or joined 
up. There are several groups and individuals involved in data 
quality issues but no one person or group had an overview, 
which meant work to improve data quality was less efficient and 
effective than it could have been.  
Without a clear framework, action was only taken when 
information indicated an obvious data problem and there was 
little proactive work with managers and frontline medical staff to 
improve the quality of data and information across the Trust. 
An executive director has since been assigned overall 
responsibility for data quality.  
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Review Main conclusions 

Payment by Results 
Assurance 
Framework 

The aim of this audit was to assess the accuracy of clinical 
coding in a number of targeted areas, and to support 
improvement in coding and associated arrangements. 
In respect of clinical coding accuracy, the review found that an 
overall error rate of 7 per cent for Healthcare Resource Groups 
(HRGs - which are the groupings used for related diagnoses and 
clinical procedures), which was below (i.e. better than) the 
average of 12 per cent discovered in an earlier Audit 
Commission pilot study. This performance was reasonably 
consistent across the specialties reviewed. 
The results of the coding audit were encouraging when 
compared with others but an analysis of the errors suggested 
that non coder error was the cause of most of the inaccuracies. 
In particular ‘information not available at the time of coding’ 
accounted for over half of the errors. We therefore recommended 
that further training of staff was needed, that audit of coding is 
improved, and that the Trust ensure that the source document for 
all specialties contains all the required information to facilitate the 
coding process. 

Work mandated by the Healthcare Commission  
32 No work was specifically mandated by the Healthcare Commission for 2007/08 for the 

Trust. The PBR review referred to above was mandated as part of the Southampton 
City Primary Care Trust audit plan. 
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Closing remarks 
33 I have discussed and agreed this letter with the Chief Executive and the Director of 

Finance. We will present the letter at the Audit Committee on 15 September 2007 and 
will provide copies to all Board members. 

34 Further detailed findings, conclusions and recommendations on the areas covered by 
our audit are included in the reports issued to the Trust during the year, as set out in 
Table 3 below.  

 

Table 3 Reports relating to the 2007/08 audit 
 

Planned output Date of Issue 

Audit plan April 2007 

Demand Management August 2007 

Follow up of external recommendations February 2008 

Interim audit memorandum March 2008 

Review of Internal Audit May 2008 

Annual governance report June 2008 

Opinion on the financial statements and value for money conclusion June 2008 

Consultant Job Planning August 2008 

Auditor's Local Evaluation report July 2008 

Annual schedule of recommendations August 2008 

Annual audit letter August 2008 

 

35 The Trust has taken a positive and constructive approach to our audit, and I wish to 
thank Trust staff for their support and cooperation during the audit. 

36 Last year we reported that we had experienced difficulty getting reviews started and 
finished effectively. There have been improvements in this regard during 2007/08, 
particularly due to the helpful interventions of the Director of Finance, but we still feel 
this is an area where there is scope for further improvement to ensure the Trust 
maximises the benefit from its audit plans. 

 

Patrick Jarvis 
Engagement Lead  

September 2008 



 

 

The Audit Commission 
The Audit Commission is an independent watchdog, driving economy, efficiency and 
effectiveness in local public services to deliver better outcomes for everyone. 

Our work across local government, health, housing, community safety and fire and rescue 
services means that we have a unique perspective. We promote value for money for 
taxpayers, covering the £180 billion spent by 11,000 local public bodies.  

As a force for improvement, we work in partnership to assess local public services and 
make practical recommendations for promoting a better quality of life for local people. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Copies of this report 
If you require further copies of this report, or a copy in large print, in Braille,  
on tape, or in a language other than English, please call 0844 798 7070. 
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For further information on the work of the Commission please contact: 

Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ  

Tel: 020 7828 1212  Fax: 020 7976 6187  Textphone (minicom): 020 7630 0421 

www.audit-commission.gov.uk 


