




































































































































































































































































Independent auditor's report to the Council of Governors of St George’s
University Hospitals NHS Foundation Trust

Report on the Audit of the Financial Statements

Opinion

Our opinion on the financial statements is unmodified

We have audited the financial statements of St George’s University Hospitals NHS Foundation Trust (the
‘Trust’) for the year ended 31 March 2018 which comprise the Statement of Comprehensive Income, the
Statement of Financial Position, the Statement of Changes in Equity, the Statement of Cash Flows and
Notes to the Accounts, including Accounting policies and other information. The financial reporting
framework that has been applied in their preparation is applicable law and the NHS foundation trust annual
reporting manual 2017/18.

In our opinion the financial statements:

® give a true and fair view of the financial position of the Trust as at 31 March 2018 and of its expenditure
and income for the year then ended; and

e have been properly prepared in accordance with International Financial Reporting Standards (IFRSs) as
adopted by the European Union, as interpreted and adapted by the NHS foundation trust annual
reporting manual 2017/2018; and

® have been prepared in accordance with the requirements of the National Health Service Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the Auditot’s responsibilities
for the audit of the financial statements section of our report. We are independent of the Trust in accordance
with the ethical requirements that are relevant to our audit of the financial statements in the UK, including the
FRC’s Ethical Standard, and we have fulfilled our other ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Who we are reporting to

This report is made solely to the Council of Governors of the Trust, as a body, in accordance with Schedule 10
of the National Health Service Act 2006. Our audit work has been undertaken so that we might state to the
Trust's Council of Governors those matters we are required to state to them in an auditor’s report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone
other than the Trust and the Trust's Council of Governors, as a body, for our audit work, for this report, or for
the opinions we have formed.

Material uncertainty related to going concern

We draw attention to note 1 in the financial statements, which indicates that the Trust incurred a deficit of
£53.1 million during the year ended 31 March 2018 and borrowed £60.3 million from the NHS Independent
Trust Financing Facility in 2017/18 under interim revenue support facilities. As stated in note 1, the Trust has
identified that further loans of £30.7 million will be required in 2018/19 to finance the Trust for the year and is
requesting access to further Department of Health and Social Care borrowing facilities to provide adequate
liquidity headroom. At the date of our report these discussions have not yet concluded

In addition, the Trust has also identified that a Department of Health and Social Care loan for £48.7m that falls
due in March 2019 will require to be refinanced for the Trust to be able to avoid defaulting on the loan. The



Department has advised the Trust that it is expected the Trust will be able to access borrowing to fully finance
the repayment of this facility but that this will not be confirmed until later in the 201 8/19 financial year.

These events or conditions, along with the other matters explained in note 1, indicate that a material
uncertainty exists that may cast significant doubt about the Trust’s ability to continue as a going concern. Our
opinion is not modified in respect of this matter.

Overview of our audit approach
e  Overall materiality: £12,917,000 which represents 1.5% of the Trust's gross
operating expenses;
e Key audit matters were identified as:
O Material uncertainty related to going concern
o Occurrence of income from patient care activities and existence
of associated receivables; and
o Valuation of land and buildings.
® We have tested the Trust’s material income and expenditure streams and
assets and liabilities covering 100% of the Trust’s income, 100% of the
Trust’s expenditure and 98% of the Trust’s net assets.

Key audit matters
The graph below depicts the audit risks identified and their relative significance based on the extent of the
financial statement impact and the extent of management judgement.
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Key audit matters are those matters that, in our professional judgment, were of most significance in our audit
of the financial statements of the current year and include the most significant assessed risks of material
misstatement (whether or not due to fraud) that we identified. These matters included those that had the
greatest effect on: the overall audit strategy; the allocation of resources in the audit; and directing the efforts of
the engagement team. These matters were addressed in the context of our audit of the financial statements as a
whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters. In
addition to the matter described in the Material Uncertainty Related to Going Concern section, we have determined
the matters described below to be the key audit matters to be communicated in our report.



Key Audit Matter

How the matter was addressed in the audit

Occurrence of income from patient
care activities and existence of
associated receivables

82% of the Trust's income from patient
care activities is derived from transactions
with NHS commissioners, of which 93%
is derived from contracts with the Trust’s
10 main NHS commissioners. These
contracts include the rates for and level
of patient care activity to be undertaken
by the Trust.

The Trust recognises income from
patient care activity during the year based
on the completion of these activities.
Patient care activities provided that are
additional to those incorporated in the
contracts with NHS commissioners are
subject to verification and agreement of
the activity completed by the NHS

commissioners.

We therefore identified occurrence of
income from patient care activities and
the existence of associated receivables as
a significant risk, which was one of the
most significant assessed risks of material
misstatement.

Our audit work included, but was not restricted to:

e evaluating the Trust's accounting policy for recognition of
income from patient care activities for appropriateness and
compliance with the Department of Health and Social Care
(DHSC) Group Accounting Manual;

® gaining an understanding of the Trust's system for
accounting for income from patient care activities and
evaluating the design of the associated controls;

e obtaining an exception report from the DHSC that details
differences in reported income and expenditure; and
receivables and payables between NHS bodies; agreeing the
figures in the exception report to the Trust’s financial
records; and for differences calculated by the DHSC as
being in excess of £250,000, obtaining corroborating
evidence to support the amount recorded in the financial
statements by the Trust;

® agreeing amounts recognised as income from the 10 main
NHS Commissioners in the financial statements, in respect
of the main baseline monthly contract billings, to signed
contracts;

® agreeing, on a sample basis, amounts for under and over-
performance of contracted patient care activities with the
main 10 NHS Commissioners to invoices or alternative
evidence;

® agreeing, on a sample basis, income from residual patient
care income sources to invoices or alternative evidence;

e agreeing, on a sample basis, receivables for patient care
income to invoices and subsequent cash receipts oz, for
cases in our sample where cash was yet to be receipted, to

alternative evidence.

The Trust's accounting policy on recognition of income from
patient care activities is shown in note 1.2 to the financial
statements. Disclosures related to income from patient care
activities are included in note 3 and disclosures related to
associated receivable balances are included in note 24.

Key observations

From our testing of trade receivable balances with NHS bodies,
we identified one balance for £10,180 that we do not consider is
recoverable and should have been written off. We have
extrapolated this error and calculated an extrapolated etror of
£4,506,808. This is below our level of performance materiality
and hence we are satisfied that despite the error identified, we
have obtained sufficient assurance in respect of the existence of
NHS trade receivables.

We obtained sufficient audit evidence to conclude that:




Key Audit Matter

How the matter was addressed in the audit

e the Trust’s accounting policy for recognition of income
from patient care activities complies with the DHSC
Group Accounting Manual 2017/18 and has been
propetly applied; and

e income from patient care activities is not materially
misstated.

Valuation of land and buildings

The Trust re-values its land and buildings
on an annual basis to ensure that the
carrying value is not materially different
from current value. This represents a
significant estimate by management in the
financial statements.

Management have applied a judgement in
valuing land and buildings at the St
George’s Hospital site be valued using
the “alternative site” basis of valuation
for specialised hospital buildings.
assumption that were the hospital to be
rebuilt as at the 31 March 2018 to a
modern specification, the hospital would
be built on a site in Wimbledon rather
than at the current location in Tooting.
This judgement has a material impact on
the overall valuation of land and
buildings in the financial statements.

We therefore identified the valuation of
land and buildings, in particular
revaluations and impairments, as a
significant risk, which was one of the
most significant assessed risks of material
misstatement.

Our audit work included, but was not restricted to:

e assessing the competence, objectivity and capabilities of the
Trust’s external valuer, Gerald Eve LLP;

e evaluating management’s processes and assumptions for the
calculation of the estimate;

e assessing the appropriateness of the instructions issued to
the valuer and the scope of their work;

e obtaining and challenging evidence for the assumptions
made by management and the external valuer in relation to
the valuation of land and buildings, including the
assumptions made around the use of an “alternative site”
basis of valuation for specialised hospital buildings at the St
George’s Hospital site;

e for a sample of assets revalued in the year, agreeing the
valuation in the valuer's report to the Trust’s asset register
and the financial statements; and

e assessing the overall reasonableness of the valuation
movement for the year through comparison of the
percentage movements in asset values to relevant national

property indices.

The Trust's accounting policy on property, plant and equipment,
including land and buildings, is shown in note 1.6 to the
financial statements and related disclosures are included in note
12.

Key observations
We obtained sufficient audit assurance to conclude that:

e the basis of the valuation was appropriate and the
assumptions and processes used by management in
determining the estimate were reasonable;

e the valuation of land and buildings disclosed in the
financial statements is reasonable.

Our application of materiality

We define materiality as the magnitude of misstatement in the financial statements that makes it probable that
the economic decisions of a reasonably knowledgeable person would be changed or influenced. We use
materiality in determining the nature, timing and extent of our audit work and in evaluating the results of that

work.

Materiality was determined as follows:

| Materiality Measure

| Trust




Other information

The Accounting Officer is responsible for the other information. The other information comprises the
information included in the Annual Report, other than the financial statements and our auditor’s report
thereon. Our opinion on the financial statements does not cover the other information and, except to the
extent otherwise explicitly stated in our report, we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially inconsistent with the financial statements or
our knowledge of the Trust obtained in the course of our work including that gained through work in relation
to the Trust’s arrangements for securing value for money through economy, efficiency and effectiveness in the
use of its resources or otherwise appears to be materially misstated. If we identify such material inconsistencies
or apparent material misstatements, we are required to determine whether there is a material misstatement in
the financial statements or a material misstatement of the other information. If, based on the work we have
petformed, we conclude that there is a material misstatement of this other information, we are required to
report that fact.

We have nothing to report in this regard.

In this context, we also have nothing to report in regard to our responsibility to specifically address the
following items in the other information and to report as uncorrected material misstatements of the other
information where we conclude that those items meet the following conditions:

e Fair, balanced and understandable in accordance with provision C.1.1 of the NHS Foundation Trust Code
of Governance — the statement given by the directors that they consider the Annual Report and financial
statements taken as a whole is fair, balanced and understandable and provides the information necessary
for patients, regulators and other stakeholders to assess the Trust’s performance, business model and
strategy, is materially inconsistent with our knowledge of the Trust obtained in the audit; or

e Audit Committee reporting in accordance with provision C.3.9 of the NHS Foundation Trust Code of
Governance — the section describing the work of the Audit Committee does not appropriately address
matters communicated by us to the Audit Committee.

Other information we are required to report on by exception under the Code of Audit
Practice

Under the Code of Audit Practice published by the National Audit Office on behalf of the Comptroller and
Auditor General (the Code of Audit Practice) we are required to consider whether the Annual Governance
Statement does not meet the disclosure requirements set out in the NHS foundation trust annual reporting
manual 2017/18. We are not required to consider whether the Annual Governance Statement addresses all
risks and controls or that risks are satisfactorily addressed by internal controls.

We have nothing to report in this regard.

Our opinion on other matters required by the Code of Audit Practice is unmodified

In our opinion:

e the parts of the Remuneration Report and the Staff Repozt to be audited have been propetrly prepared in
accordance with IFRSs as adopted by the European Union, as interpreted and adapted by the NHS
foundation trust annual reporting manual 2017/18 and the requirements of the National Health Service
Act 2006; and

e based on the work undertaken in the course of the audit of the financial statements and our knowledge
of the Trust gained through our work in relation to the Trust’s arrangements for securing economy,
efficiency and effectiveness in its use of resources, the other information published together with the




Financial statements as a whole £12,917,000, which is 1.5% of the Trust’s gross operating costs.
This benchmark is considered the most appropriate because we
consider users of the financial statements to be most interested

in how it has expended its revenue and other funding.

We materiality threshold used for the audit from a level of
1.25% of the Trust’s gross operating costs determined for the
year ended 31 March 2017. This is to reflect our view that while
the Trust remains in financial and quality special measutes, it
now has a more stable management structure in place and has
had less adverse media coverage during 2017 /18. These factors
hence draw less special attention to the Trust’s financial
statements than in the previous year,

Performance materiality used to drive the | 70% of financial statement materiality

extent of our testing
Communication of misstatements to the £250,000 and misstatements below that threshold that, in our
Audit Committee view, warrant reporting on qualitative grounds.

The graph below illustrates how performance materiality interacts with our overall materiality and the tolerance
for potential uncorrected misstatements.

Overall materiality - Trust

@ Tolerance for
potential uncorrected
mistatements

® Performance
matenality

An overview of the scope of our audit

Our audit approach was based on a thorough understanding of the Trust's business, was risk based and
included an evaluation of the Trust's internal controls including relevant I'T systems and controls over key
financial systems.

Our wortk involved obtaining evidence about the amounts and disclosures in the financial statements to give us

reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud

ot error. The scope of our audit included:

® gaining an understanding of and evaluating the Trust's internal controls environment including its financial
and IT systems and controls during an interim audit visit before the year end;

e obtaining supporting evidence, on a sample basis, for all of the Trust’s material income streams covering
100% of the Trust’s revenues;

® obtaining supporting evidence, on a sample basis, for 100% of the Trust’s operating expenses and 95% of
the Trust’s finance costs;

e obtaining supporting evidence, on a sample basis, for property plant and equipment and 97% of the Trust’s
other assets and liabilities.

In performing our work, we made the following change to the scope of the audit compared to the prior year:

e for the audit of the financial statements for the year ended 31 March 2016/17, we identified accounting for
income and expenditure in the correct accounting period as an area requiring special audit consideration.
For the audit of the financial statements for the year ended 31 March 2018, we have removed this as a risk
because no findings were noted in relation to this risk during the prior year audit.




financial statements in the Annual Report for the financial year for which the financial statements are
prepared is consistent with the financial statements.

Matters on which we are required to report by exception

Under the Code of Audit Practice we are required to report to you if:

e we have reported a matter in the public interest under Schedule 10 (3) of the National Health Service Act
2006 in the course of, or at the conclusion of the audit; or

® we have referred a matter to the regulator under Schedule 10 (6) of the National Health Service Act 2006
because we had reason to believe that the Trust, or a director or officer of the Trust, was about to make, or
had made, a decision which involved or would involve the incurring of expenditure that was unlawful, or
was about to take, or had taken a course of action which, if followed to its conclusion, would be unlawful
and likely to cause a loss or deficiency.

We have nothing to report in respect of the above matters.

Responsibilities of the Accounting Officer and Those Charged with Governance for the
financial statements

As explained more fully in the Statement of Accounting Officer's responsibilities, the Chief Executive, as
Accounting Officer, is responsible for the preparation of the financial statements in the form and on the basis
set out in the Accounts Directions included in the NHS foundation trust annual reporting manual 2017/18, for
being satisfied that they give a true and fair view, and for such internal control as the Accounting Officer
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, the Accounting Officer is responsible for assessing the Trust’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless the Trust lacks funding for its continued existence or when policy decisions
have been made that affect the services provided by the Trust.

The Audit Committee is Those Charged with Governance.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or etror, and to issue an auditot’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the Financial

Reporting Council’s website at: www.frc.org.uk/auditorsresponsibilities. This description forms patt of our

auditot’s report.

Report on other legal and regulatory requirements — Conclusion on the Trust’s
arrangements for securing economy, efficiency and effectiveness in its use of
resources

Adverse conclusion
On the basis of our work, having regard to the guidance issued by the Comptroller & Auditor General in
November 2017, because of the significance of the matters described in the basis for adverse conclusion



section of our report, we are not satisfied that, in all significant respects St George’s University Hospitals NHS
Foundation Trust put in place proper arrangements for securing economy, efficiency and effectiveness in its
use of resources for the year ended 31 March 2018.

Basis for adverse conclusion

Our review of the Trust's arrangements for securing economy, efficiency and effectiveness in its use of

resources identified the following matters:

e The Trust delivered a deficit of £53.1 million in 2017/18, which represents a significant overspend
compared to its budgeted deficit of £28.5 million. The Trust has set a forecast deficit of £29.0 million for
2018/19, which requires delivery of £50.0 million of transformational savings.

e On 22 March 2017, NHS Improvement placed the Trust into financial special measures.

e The Care Quality Commission (CQC) inspected the Trust in June 2016 and their inspection report,
published on 1 November 2016, gave the Trust an overall rating of ‘Inadequate’. The report highlighted
concerns in respect of quality, safety and overall governance arrangements at the Trust, and drew attention
to the significant state of disrepair of areas of the Trust’s estate. Following publication of the CQC report
the Trust was placed into quality special measures. The Trust remained quality in special measures
throughout 2017/18.

e TIn July 2016, the Trust Board took the decision to cease reporting performance against the Referral To
Treatment (RTT) performance indicator after an independent review identified significant data quality
issues in relation to the recording of patients on incomplete pathways. In 2017/18, the Trust has continued
to not report RTT performance due to ongoing data quality issues.

These matters identify weaknesses in the Trust's arrangements for:

e setting a sustainable budget with sufficient capacity to absorb emerging cost pressures due to the current
configuration of services;

e ensuring quality of data maintained in respect of key performance indicators;

e responding to service delivery issues raised by regulators, including deployment of workforce and
governance atrangements.

These issues are evidence of weaknesses in proper arrangements for informed decision making and sustainable

resource deployment in:

® planning finances effectively to support the sustainable delivery of strategic priorities and maintain
statutory functions;

e acting in the public interest through demonstrating and applying the principles and values of sound
governance to support informed decision making; and

¢ planning, organising and developing the wotkforce effectively to support the delivery of the Trust's
strategic priorities.

Responsibilities of the Accounting Officer
The Accounting Officer is responsible for putting in place proper arrangements for securing economy,
efficiency and effectiveness in the use of the Trust's resources.

Auditor’s responsibilities for the review of the Trust’s arrangements for securing economy,
efficiency and effectiveness in its use of resources

We are required under paragraph 1 of Schedule 10 of the National Health Service Act 2006to be satisfied that
the Trust has made proper arrangements for securing economy, efficiency and effectiveness in its use of
resources and to report where we have not been able to satisfy ourselves that it has done so. We are not
required to consider, nor have we considered, whether all aspects of the Trust's arrangements for securing
economy, efficiency and effectiveness in its use of resources are operating effectively.

We have undertaken our review in accordance with the Code of Audit Practice, having regard to the guidance
on the specified criterion issued by the Comptroller and Auditor General in November 2017, as to whether in
all significant respects, the Trust had proper arrangements to ensure it took properly informed decisions and



deployed resources to achieve planned and sustainable outcomes for taxpayers and local people. The
Comptroller and Auditor General determined this criterion as that necessary for us to consider under the Code
of Audit Practice in satisfying ourselves whether the Trust put in place proper arrangements for securing
economy, efficiency and effectiveness in its use of resources for the year ended 31 March 2018, and to report

by exception where we are not satisfied.

We planned our work in accordance with the Code of Audit Practice. Based on our risk assessment, we
undertook such work as we considered necessary to be satisfied that the Trust has put in place propet
arrangements for securing economy, efficiency and effectiveness in its use of resources.

Report on other legal and regulatory requirements - Certificate

We certify that we have completed the audit of the financial statements of St George’s University Hospitals
NHS Foundation Trust in accordance with the requirements of Chapter 5 of Part 2 of the National Health

Service Act 2006 and the Code of Audit Practice.

Paul Dossett

Paul Dossett

Partner
for and on behalf of Grant Thornton UK LLP

30 Finsbury Square
London

EC2A 1AG

24 May 2018


















































































































































































































































































Contact us

Giving to George’s

As well as making a donation there are lots of ways you can get involved with the St George’s Hospital
Charity. To find out more speak to the Giving to George’s team.

Telephone: 0208725 4917

Email: giving@stgeorges.nhs.uk

Web: www.stgeorgeshospitalcharity.org.uk

Volunteer

Our volunteers perform a number of varied roles, from manning information desks, general housekeeping,
administration and helping patients find their way around. If you would like to volunteer at any St George’s,
University Hospitals NHS Foundation Trust sites, contact the voluntary services team.

Telephone: 020 8725 1452

Email: Alexandra.dennis@stgeorges.nhs.uk

Request a printed copy

Contact the communications team if you would like a printed copy of the annual report or quality accounts.
Telephone: 020 8725 5151

Email: communications@stgeorges.nhs.uk

Follow us

We post all of our latest news online. You can visit our website www.stgeorges.nhs.uk or follow us

on Facebook, Twitter and YouTube.
StGeorgesTrust

@StGeorgesTrust

StGeorgesTrust

Annual Report 2017/18 produced by St George’s communications team.


http://www.stgeorges.nhs.uk/



