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1. WHAT IS AN AUDIT?

2. WHAT IS YOUR AUDITOR LOOKING FOR?

3. GOOD PRACTICE – EXAMPLES AND DISCUSSION
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AIMS FOR THE SESSION
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WHAT IS AN AUDIT?
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BACKGROUND
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Local Audit and Accountability Act 2014

NHS Act 2006

Health and Social Care Act 2012

NAO Code of Audit Practice

Auditor Guidance Notes

All trusts, foundation trusts and CCGs are required to produce a set of financial statements, have them audited, and 

publish them as part of their Annual Report and Accounts
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CODE OF AUDIT PRACTICE

▪ Opinion – on financial statements

▪ VFM conclusion – on whether a body has arrangements in place to achieve economy, efficiency and effectiveness in its use of 
resources

▪ Only report where arrangements aren’t in place

▪ Additional reporting

▪ S30 / sched 10 – where a body or officer has, or is about to commit, an unlawful act

▪ Statutory recommendations (doesn't apply to Foundation Trusts)

▪ Public interest reports

▪ Not under the Code (but normally done by your auditor)

▪ Quality Report/Quality Account assurance

▪ MHIS
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OPINION ON FINANCIAL STATEMENTS
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In our opinion, the financial statements:

• give a true and fair view of the state of the Trust’s affairs as at 31 March 2019 and of its income 

and expenditure for the year then ended;

• have been properly prepared in accordance with the Department of Health and Social Care Group 

Accounting Manual 2018/19; and

• have been properly prepared in accordance with the requirements of the National Health Service Act 

2006 and the Accounts Direction issued thereunder.
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AN AUDIT IN A NUTSHELL

▪ Assess risk of material misstatement

▪ Design an appropriate testing strategy

▪ Carry out that testing strategy

▪ Conclude on whether our testing has responded to the risk of material misstatement

▪ Report our findings to Those Charged With Governance

▪ Issue our audit report
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TRUE AND FAIR VIEW

▪ Materiality – ISA 320

▪ Headline materiality – for the financial statements as a whole

▪ Performance materiality – recognises that misstatements in aggregate can exceed materiality 

▪ Trivial threshold – ‘clearly inconsequential’

‘The auditor obtains reasonable assurance by obtaining sufficient appropriate audit evidence to reduce audit risk to an 
acceptably low level’

‘Audit risk is the risk that the auditor expresses an inappropriate audit opinion when the financial statements are materially 
misstated’
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AUDIT QUALITY
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Clinical 

Commissioning 

Groups

NHS Trusts
NHS Foundation 

Trusts
Type of body

Auditor 

appointed by
Foundation Trust

External QC
AQR (£500m and over) 

QAD (under £500m)
QAD

Local NHS bodies

TrustCCG
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AREAS IDENTIFIED FOR IMPROVEMENT – SECTOR-WIDE

▪ Auditor scepticism

▪ Valuation of Property, Plant and Equipment

▪ Completeness of transactions
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AREAS OF AUDITOR FOCUS

Judgements and estimates

▪ It’s a complex area

▪ It’s often not black and white

▪ Can’t agree back to an invoice

▪ Can usually be looked at early in the process
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ESTIMATES 

▪ Are assumptions appropriate. Are changes from the prior period appropriate?

▪ Justify why you are moving to an alternate site valuation. Why does it give a better reflection of the service potential?

▪ Do judgements made in selecting assumptions give rise to indicators of possible management bias?

▪ Does moving to an alternate site lead to a reduction on overall valuation, and therefore PDC and depreciation in the SOCI?

▪ Are significant assumptions consistent with each other and with the auditor’s knowledge?

▪ Are there plans to diversify provision in community sites rather than on a single large site?

▪ Whether management has the intent to carry our specific courses of action and has the ability to do so?

▪ Is it realistic?

▪ Same points apply to data selected to drive an estimate
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ESTIMATES - CHALLENGE POINTS FROM YOUR AUDITOR

▪ Have other assumptions been considered?

▪ If not, why not?

▪ An auditor may use different assumptions or data available to them to corroborate management’s judgements

▪ Be willing to explain a difference

▪ An auditor may test underlying data
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VALUATION OF PROPERTY, PLANT AND EQUIPMENT

▪ Why do we care? It’s a significant risk

▪ Biggest figures on the SOFP – nearly always material at a provider

▪ A small %age error on a large balance can lead to a non-trivial difference

▪ Inherent estimation uncertainty and judgement – has its own ISA

▪ MEA for specialised assets

▪ Alternate site?

▪ Use of indices?

▪ Use of experts – has 2 ISAs!

▪ Does management understand what the valuer has done

▪ Does the auditor understand what the valuer has done? Does the auditor need an expert?

▪ Potential link to management override of control significant risk

▪ Pressure to manage valuation down?

▪ Reduce PDC?

▪ Reduce depreciation?
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KEY AREAS = ACCOUNTING PAPERS

Another key area for judgements

▪ Allow you to demonstrate your thought process

▪ Allows TCWG to see your thought process and challenge as appropriate

▪ Allows the auditor to see your thought process and challenge as appropriate

▪ Auditors have experience of wider sector issues and may be able to provide insight

▪ Open and upfront always helps!
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WHAT IS YOUR AUDITOR LOOKING FOR?
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AUDIT PLANNING

▪ Be upfront with your auditor

▪ Financial position and performance

▪ Accounting policies

▪ Anything new planned in year?

▪ Accounting judgements and estimates

▪ Agree attendance at Audit Committees/Governing Body meetings throughout the year

▪ Ensure Those Charged With Governance and the auditor have an opportunity to meet without management (if requested on 
either side)

▪ Agree working papers to be provided – when and how
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INTERNAL QUALITY CHECKING

▪ The Accounting Officer’s statement is very similar to the audit opinion

The accounts are prepared on an accruals basis and must give a true and fair view of the state of affairs of [name] NHS foundation trust and of its 
income and expenditure, total recognised gains and losses and cash flows for the financial year.

In preparing the accounts, the Accounting Officer is required to comply with the requirements of the Department of Health and Social Care Group 
Accounting Manual and in particular to:

• observe the Accounts Direction issued by NHS Improvement, including the relevant accounting and disclosure requirements, and apply suitable 
accounting policies on a consistent basis

• make judgements and estimates on a reasonable basis

• state whether applicable accounting standards as set out in the NHS Foundation Trust Annual Reporting Manual (and the Department of Health 
and Social Care Group Accounting Manual) have been followed, and disclose and explain any material departures in the financial statements

• ensure that the use of public funds complies with the relevant legislation, delegated authorities and guidance

• confirm that the annual report and accounts, taken as a whole, is fair, balanced and understandable and provides the information necessary for 
patients, regulators and stakeholders to assess the NHS foundation trust’s performance, business model and strategy and

• prepare the financial statements on a going concern basis.

▪ So how are they getting assurance over the accounts?
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FT ARM 2019/20 Annex 4 to chapter 2 
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WORKING PAPERS

▪ You need to demonstrate that the transactions and account balances are supported

▪ Allow the Director of Finance to have confidence in the accounts

▪ Allow the Accountable Officer to have confidence to be able to sign the accounts

▪ Allow TCWG to have confidence in the accounts

▪ Allow your external auditor to be able to gain sufficient, appropriate audit evidence to support the audit opinion

▪ Do your accounts add up?

▪ Do they match the story in the Annual Report?

▪ Are they consistent with in-year reporting and activity?
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WORKING PAPERS

▪ Account balance for receivables of £500m

▪ Last year balance was £250m

▪ As part of sample testing audit evidence requested for year-end accrual of £10m
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Ledger download

Working paper setting out what the account balance 

is made up of at the year end

Commentary on reason for variance

Matches expectation from move to block contract

Copy of journal

Supporting documentation to support the entries 

made in the ledger via the journal

Explanation of any judgements made in arriving at 

the accrual
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AUDIT HOUSEKEEPING

▪ Agree when the audit team will be on site

▪ Book desks or rooms for the audit team

▪ Inform audit team of any times when no rooms available

▪ Audit teams to inform of any times they will not be on site within the agreed period

▪ Set up regular update meetings during the audit fieldwork

▪ Agree who will respond to audit queries

▪ Agree a realistic response time for queries

▪ Be available for queries

▪ IT issues

▪ Read only access to the ledger?

▪ Wi-fi

▪ Working paper access
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AUDIT HOUSEKEEPING

▪ Timetable meetings with your auditor during the audit

Agenda items likely to include:

▪ How the audit is going – raise any concerns as early as possible, from both sides

▪ Update on audit queries – potential sticking points?

▪ Impact of any errors identified: 

▪ Extrapolation of errors?

▪ Extended testing?

▪ Amendments required and agreed (including associated notes)?

▪ Reporting consequences?
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DISCUSSION AND QUESTIONS
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FURTHER INFORMATION

▪ Attend seminars and workshops

▪ HFMA

▪ Offered by your auditor

▪ National bodies such as NHSE/I

▪ NHSE/I publication ‘Audit and assurance; a guide to governance for providers and commissioners’
https://improvement.nhs.uk/resources/audit-and-assurance-a-guide-to-governance/

Sets out information and hints on how to procure and manage an auditor appointment

▪ Upcoming HFMA briefing on working with auditors

▪ Any comments on best practice to share with others, please contact let HFMA know by 7th February
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About Mazars

Mazars is an international, integrated and independent firm, specialising in audit, 

accountancy, advisory, tax and legal services. Operating in 89 countries and 

territories, as of 1 January 2019, the firm draws on the expertise of 23,000 

professionals to assist major international groups, SMEs, private investors 

and public bodies at every stage in their development.

Disclaimer

This material contains general information only and is not intended to be comprehensive or to provide specific 

accounting, business, financial, investment, legal, tax or other professional advice or services. The material is 

not a substitute for such professional advice or services, and should not be acted on, relied upon or used as a 

basis for any decision or action that may affect you or your organisation.  Any examples or scenarios provided 

as part of these materials are for illustrative purposes only.

Whilst every effort has been made to ensure the accuracy of the information contained in this material, Mazars

makes no representation that the contents are accurate or current, or that legal or other technical guidance 

contained therein is correct. Mazars accepts no responsibility if any person or organisation incurs claims or 
liabilities or suffers loss or damage because they relied on anything in this material.


