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EXTERNAL AUDIT CONTRACT - AGREEMENT OF FEES
Background
Deloitte were awarded the external audit contract for the Trust on 25th October 2012 following a thorough tender process.

The terms of the contract state that it may be extended beyond the 3 contracted year term by a further 24 months, subject to agreement between both parties i.e. to 25th October 2017. In February 2015, the Audit Committee considered an extension to the contract and in March 2015 the Council of Governors approved an extension for a further 24 months to 25th October 2017.
The Audit Committee is required to ensure a cost-effective external audit service and the Council of Governors approve the remuneration of external audit.

Fees

The current annual fee contracted with and charged by Deloitte is £57,500 plus VAT, excluding audit of charitable funds.
Deloitte propose increasing the annual fee from £57,500 to £66,170 - this would not reflect any changes in scope. However, Deloitte have suggested that if the Trust is able to assist in a number of ways to streamline the audit process then they could limit the increased fee to £63,000.

Deloitte’s fee proposal and suggested ways to streamline processes are attached to this paper. The Trust’s response to the suggested process issues are also included, which indicates that the Trust can support most of the suggestions.
In terms of comparison with other Trusts with mental health and community services, the respective 2014/15 annual accounts reveal the following:

	Trust
	Income

£m
	Audit fee
(inc VAT)
£000
	Fee as % of Income
	Auditor

	Oxfordshire Health
NHS FT
	288
	68
	0.024%
	Deloitte

	Central & NW London NHS FT
	451
	98
	0.022%
	KPMG

	Peterborough &

Stamford NHS FT
	248
	96
	0.039%
	KPMG

	Birmingham & Solihull Mental Health NHS Foundation Trust
	241
	79
	0.033%
	PwC

	Greater Manchester West Mental Health NHS Foundation Trust
	167
	51
	0.031%
	KPMG

	Derby Teaching Hospitals NHS Foundation Trust
	488
	63
	0.013%
	PwC

	Heart of England NHS Foundation Trust
	648
	84
	0.013%
	PwC

	Northumbria Healthcare NHS Foundation Trust
	461
	63
	0.014%
	KPMG


Note: fees stated are for the NHS organisation only, excluding any charity element
Although this is a small sample, it provides an indication that the current fee charged by Deloitte is comparable to that being paid by other Trusts.
In addition to the increase in the annual audit fee, Deloitte are seeking a one-off additional fee of £5,146 in relation to the overrun for the quality accounts testing in 2014/15.

Audit Committee Recommendation

The Audit Committee considered the proposed increase of the External Audit Fees on 3 December 2015 (paper AC AOB2/2015).  The Committee considered the performance of the provider of External Audit services and was assured by the quality of the work provided and in particular in relation to the additional work which had been required on, and the approach to, the 2014/15 External Audit.  The Director of Finance reported that he had benchmarked the fees proposed and they were in the middle/reasonable compared to other providers.    

The Committee APPROVED the additional fee, as set out in the report, for the additional work which had been required on the 2014/15 External Audit in particular in relation to the testing of the Quality Account.  The Committee RECOMMENDED the increased annual fee of £63,000 to the Council of Governors for approval.  
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Mike McEnaney, Director of Finance
The following statements must be attached to every report: 

1. A risk assessment has been undertaken around the legal issues that this report presents and there are no issues that need to be referred to the Trust Solicitors. 
2. This report satisfies or provides assurance and evidence against the requirements of the following Terms of Reference of the Audit Committee (please delete as appropriate):
· to review the establishment and maintenance of an effective system of integrated governance, risk management and internal control (clinical and non-clinical activities) that supports the achievement of the Trust’s objectives; 
· to review the findings of other significant assurance functions, both internal and external to the Trust, and consider the implications to the governance of the Trust; 

Deloitte - Fee Proposal (e-mail 30 October 2015)
The first point to address is the overrun for the quality accounts testing last year.  The table below shows the hours expected –vs- the hours actually spent by grade along with the associated cost.  Please could you let me know if we are now able to bill this?

	Person
	Planned hours
	Additional hours spent

	
	
	
	 

	Sue
	8
	5
	 

	Laura
	9
	6
	 

	Flic
	52
	24
	 

	Patrick
	16
	
	 

	PSR
	2
	1
	 

	Additional partner consultations
	
	3
	 

	
	
	
	 

	Quoted fee
	
	£      9,000 
	 

	Cost incurred
	
	£    14,146
	 

	Overrun billed at same rate as original work
	
	£      5,146 
	 


For the main audit, as we discussed in our meeting, the costs of completing the work are significantly higher than anticipated at the time of our bid.  We planned to achieve efficiency savings throughout the term of the contract in order to mitigate the non-inflating fee and, whist we have indeed managed to reduce the cost of delivery over the audit term, our costs are still notably higher than we had expected in even the first year.  Much of the higher cost relates simply to the complexity of the organisation but there are also some areas of work which are requiring an increased level of scrutiny, such as our assessment of the Trust’s going concern status.

As a result, we need to seek an increase in our audit fee for FY16 please.  However, we are extremely mindful of the financial pressures on the Trust and the sector as a whole so realise that we need to keep this increase to a minimum.  We propose increasing the fee from £57,500 to £66,170 which would not reflect any changes is scope but would simply account for our inflationary increases in staff costs over the life of the contract.  However, if you are able to assist in the ways suggested below (very happy to discuss these further if you think any are not achievable/could be done a better way etc), then we would look to limit the increase to £63,000. 

Suggestions to streamline audit process

	Aspects of the audit taking longer than expected
	How you could help
	Trust comments

	Generally more complex organisation than anticipated
	
	This should have been included in initial scoping and fee proposal

	Small but still material revenue streams which take a disproportionately long time to audit
	A detailed memo for each revenue stream detailing how it is accounted for, who is responsible for managing the process, reasons for changes on PY and for variances against budget, commentary of significant transactions in the year and reconciliation to signed contracts would significantly assist this process
	We would prefer what we did last year which was to provide them with detail on a sample (which they selected in advance of year-end).  There are numerous “non-standard” revenue streams of relatively low value so to do a detailed memo for them all could be time consuming.

	Partnership working agreements
	Trust to prepare a detailed paper considering the key accounting judgements associated with each partnership arrangement including a summary of the arrangement and the Trust’s role within it.
	This should be possible if Deloitte specifically detail what is required and well in advance of year end.

	Review of draft annual report disclosures
	Trust to complete the disclosure checklist which Deloitte have agreed to provide a copy of, detailing where each requirement has been met.
	We could do this but the cost to Deloitte would be minimal (this is usually completed by a junior member of staff).

	Payroll
	Detailed reconciliation from payroll reports to TB and support for reconciling items (we should note that significant progress has been made in this area over our contract period).
	This is already in place so can be provided.

	Challenging the valuation of properties
	Trust to provide a paper setting out rationale for the key assumptions/inputs to the property valuation process, referencing to additional support where available.


	This is largely down to the District Valuer. We believe the information is already in his report, and anything extra would be a duplication.

	
	The Trust to review and update process notes prior to our planning visit
	We can do this and have done it for them in the past.

	Going concern
	Additional, detailed commentary of forecasts, assumptions and key sensitivity calculations to be included within/in addition to the GC assessment paper to support our review of whether the Trust remains a going concern.
	This should be possible and should fall out of the FY17 financial plan information

	Quality accounts indicators
	For new indicators - Trust to have completed a walkthrough of one case before we come onto site so that they already know what reports need to be run and can have these prepared.  
For existing indicators – try to ensure availability of key members of staff to enable testing to be completed efficiently.

Trust to complete first version of disclosure checklist section covering the QA as per above.


	To be considered

	Governors’ meetings
	Aim to timetable these so we only need to attend one per year
	Trust Secretariat office to consider
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