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The contents of this report are subject to the terms and conditions of our appointment as set out in our
engagement letter dated 26 April 2017.
This report is made solely to the Audit Committee and management of Isle of Wight NHS Trust in
accordance with our engagement letter. Our work has been undertaken so that we might state to the
Audit Committee and management of the Trust those matters we are required to state to them in this
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 Audit Committee and management of the Trust for this report or
for the opinions we have formed.
Our Complaints Procedure – If at any time you would like to discuss with us how our service to you
could be improved, or if you are dissatisfied with the service you are receiving, you may take the issue
up with your usual partner or director contact. If you prefer an alternative route, please contact Hywell
Ball, our Managing Partner, 1 More London Place, London SE1 2AF. We undertake to look into any
complaint carefully and promptly and to do all we can to explain the position to you. Should you remain
dissatisfied with any aspect of our service, you may of course take matters up with our professional
institute. We can provide further information on how you may contact our professional institute.
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To communicate the results of all our work for the year we issue an annual audit letter to Isle of Wight NHS Trust (the Trust) following completion of our
audit procedures for the year ended 31 March 2020.
The tables below set out the results and conclusions on the significant areas of the audit process.

Executive Summary
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Area of Work Conclusion
Opinion on the Trust’s:
► Financial statements Qualified (except for) – except for our limitation of scope on inventory, the financial statements give a true

and fair view of the financial position of the Trust as at 31 March 2020 and of its expenditure and income for
the year then ended. We issued our auditor’s report on 24 June 2020 enabling the Trust to submit its Annual
Report and Accounts to NHS Improvement. The report also referenced the material uncertainty on going
concern and included an emphasis of matter in respect of property, plant and equipment valuations.

► Parts of the remuneration and staff
report to be audited

We had no matters to report.

► Consistency of the Annual Report and
other information published with the
financial statements

Financial information in the Annual report and published with the financial statements was consistent with
the audited accounts.

Area of Work Conclusion
Reports by exception:
► Consistency of Governance Statement The Governance Statement was consistent with our understanding of the Trust.

► Referrals to the Secretary of State We made a referral to the Secretary of State in relation to the Trust’s cumulative financial deficit.

► Public interest report We had no matters to report in the public interest.

► Value for money conclusion We issued an adverse value for money conclusion focusing on the Trust’s in-year and cumulative financial
deficit. We did not see a significant improvement in the Trust’s arrangements compared to previous years
sufficient to move the Trust from an adverse conclusion.
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Area of Work Conclusion
Reporting to the Trust on its consolidation
schedules

We concluded that the Trust’s consolidation schedules agreed, within a £300,000 tolerance, to your audited
financial statements.

Reporting to the National Audit Office
(NAO) in line with group instructions

The NAO did not include the Trust in its sample of DHSC component bodies.
We reported to the NAO the unadjusted difference of £0.133m summarised on page 11 of this letter.

As a result of the work we carried out we have also:

Outcomes Conclusion
Issued a report to those charged with
governance of the Trust communicating
significant findings resulting from our audit.

We issued an Audit Results Report dated 1 June and discussed it at the 22 June joint Audit Committee and
Board in private meeting.

Issued a certificate that we have
completed the audit in accordance with the
requirements of the Local Audit and
Accountability Act 2014 and the National
Audit Office’s 2015 Code of Audit Practice.

We issued our certificate on 24 June 2020.

We would like to take this opportunity to thank the Trust staff for their assistance during the course of our work.

Kevin Suter

Associate Partner
For and on behalf of Ernst & Young LLP
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The Purpose of this Letter
The purpose of this annual audit letter is to communicate to the Board of Directors and external stakeholders, including members of the public, the key
issues arising from our work, which we consider should be brought to the attention of the Trust. We have already reported the detailed findings from our
audit work in our 2019/20 audit results report to the 22 June Audit Committee, representing those charged with governance. We do not repeat those
detailed findings in this letter. The matters reported here are the most significant for the Trust.

Responsibilities of the Appointed Auditor
We have undertaken our 2019/20 audit work in accordance with the outline Audit Plan that we issued in November 2019 as well as the subsequent
update to our Audit Pan we issued in May 2020. We have complied with the National Audit Office's 2015 Code of Audit Practice, International Standards
on Auditing (UK), and other guidance issued by the National Audit Office.
As auditors we are responsible for:
Expressing an opinion on:
► The 2019/20 financial statements;
► The parts of the remuneration and staff report to be audited;
► The consistency of other information published with the financial statements, including the annual report; and
► Whether the consolidation schedules are consistent with the Trust's financial statements for the relevant reporting period.
Reporting by exception:
► If the governance statement does not comply with relevant guidance or is not consistent with our understanding of the Trust;
► To the Secretary of State for Health and Social Care if we have concerns about the legality of transactions of decisions taken by the Trust;
► Forming a conclusion on the arrangements the Trust has in place to secure economy, efficiency and effectiveness in its use of resources;
► Any significant matters that are in the public interest; and
► Reporting on an exception basis any significant issues or outstanding matters arising from our work which are relevant to the NAO as group auditor.

Responsibilities of the Trust
The Trust is responsible for preparing and publishing its financial statements, annual report and governance statement. It is also responsible for putting
in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources.
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Key Issues
The Annual Report and Accounts is an important tool for the Trust to show how it has used public money and how it can demonstrate its financial
management and financial health. We audited the Trust’s financial statements in line with the NAO’s 2015 Code of Audit Practice, International
Standards on Auditing (UK), and other NAO guidance and issued an qualified audit report on 24 June. We reported our detailed findings to the 22 June
joint Audit Committee and Board. The key issues identified as part of our audit were as follows:

Audit Issue Conclusion
Inventory – Limitation of scope
The Trust discloses a year-end inventory
balance of £2.862m in the financial
statements, which is above our material level
of £2.148m.
We are unable to attend Trust stock takes
that took place close to the end of the
financial year as we had planned because of
the impact of Covid-19 and associated
restrictions on movement.

We were unable to gain appropriate assurance on the existence of the stock through alternate audit
procedures. This included attempting to organise a virtual stock count after the balance sheet date, with
the plan to ‘roll-back’ the values to the balance sheet date.  We were unable to implement this procedure
due to a number of items that needed to be counted residing in areas where, due to the Trust’s ongoing
response to the pandemic, logistically access was not possible.

This placed a limitation on the scope of our audit work in this area which we need to reflect in our audit
report.

Financial Statement Audit
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Significant Risk Conclusion
Misstatements due to fraud or error
A risk present on all audits is that
management is in a unique position to
perpetrate fraud because of its ability to
manipulate accounting records directly or
indirectly, and prepare fraudulent financial
statements by overriding controls that
otherwise appear to be operating effectively.

We obtained a full list of the journals posted to the Trust’s general ledger during the year, and analysed
these journals using criteria we set to identify unusual journal types or amounts. We then tested a sample
of journals that met our criteria and tested these to supporting documentation.
We tested the accounting estimates most susceptible to bias, being mainly the valuation of land and
buildings.
We have not identified any material weaknesses in controls or evidence of material management override.
We have not identified any instances of inappropriate judgements being applied.
We did not identify any transactions during our audit which appeared unusual or outside the Trust’s
normal course of business.

Risk of fraud in non-NHS income and
expenditure recognition
Auditing standards also require us to
presume that there is a risk that revenue and
expenditure may be misstated due to
improper recognition or manipulation.

We reviewed and discussed with management any accounting estimates on revenue for evidence of bias.
None were identified.
We reviewed and tested manual creditors and accruals and the associated expenditure as well as manual
debtors and accrued income balances and evaluated the estimates made by management for
reasonableness. We used higher sample sizes for manual income and expenditure accruals reflecting the
higher level of risk. No evidence of manipulation of these balances were identified.
We reviewed post year-end cash book entries to identify any unrecorded liabilities. No unrecorded
liabilities were identified.
We reviewed the DHSC agreement of balances data and investigated differences with counter-parties we
considered to be significant or unusual. These were few in number and there was no evidence of
manipulation of the financial position arising from these procedures.
We tested the manual accrual relating to Covid-19 related expenditure in 2019/20 as part of testing
manual accruals and were satisfied that there was no evidence of material manipulation arising in
response to this balance.

Financial Statement Audit
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Significant Risk Conclusion
Going concern
The Trust was forecasting a deficit of £4m for 2019/20.
This was subsequently revised to a deficit of £17.7m. In
the prior year the Trust reported a deficit of £30.1m.
The Trust continues to rely on Department of Health and
Social Care loan funding and working capital support to
enable the Trust to finance the forecast deficit. The size
of the deficit and the deterioration of the financial position
means that the Trust is dependent on ongoing financial
support from NHSI in order to continue its operations.
The Trust is not able to borrow funds greater than its
deficit plan and thus any overspending could result in the
Trust not being able to pay its suppliers on time.

We considered whether it is appropriate to prepare the financial statements on a going
concern basis by:
• Reviewing the Board’s assessment that it is appropriate for the financial statements to be
prepared on a going concern basis and if necessary challenge the level and form of
disclosure of this assessment made in the financial statements.
• Reviewing the Trust’s cashflow forecast covering the foreseeable future, to ensure that it
has sufficient liquidity to continue to operate as a going concern.
• Challenging the disclosure made in the accounts and annual report in respect of going
concern and any material uncertainty.

In light of Covid-19, we extended these audit procedures as there was a risk that previously
agreed arrangements could change. We, and the Trust, then considered the guidance issued
by NHSI in May 2020. We also scrutinised the Trust’s revised financial plans and cashflow,
liquidity forecasts, known outcomes, sensitivities, mitigating actions and key assumptions.

The Trust revised its draft going concern disclosure in note 1.2 to reflect the material
uncertainty relating to the receipt of Financial Recovery Funding which would enable it to
break even for 2020/21 in line with the financial trajectory agreed with NHSI.
We drew attention to this through a ‘material uncertainty related to going concern’ paragraph
in our audit report..

Financial Statement Audit (cont’d)



Ref: EY-000092651-01 Isle of Wight NHS Trust 11

Areas of audit focus
In addition to the significant risks we have reported on pages 9 and 10, we also identified 2 other areas of audit focus.

Area of audit focus Conclusion
Valuation of land and buildings
Land and buildings is the most significant balance in the Trust’s
balance sheet. The valuation of land and buildings is complex and is
subject to a number of assumptions and judgements. A small
movement in these assumptions can have a material impact on the
financial statements including the Trust’s charge for depreciation.
Following the Covid-19 pandemic, the Royal Institute of Chartered
Surveyors, the body setting the standards for property valuations, has
issued guidance to valuers highlighting that the uncertain impact of
Covid-19 on markets might cause a valuer to conclude that there is a
material uncertainty. Caveats around this material uncertainty have
been included in the year-end valuation reports produced by the
Trust’s external valuer.

We were satisfied that the Trust has accounted for its valuation of land and
buildings appropriately.

We suggested that the Trust enhance its land and buildings valuation disclosure
to reflect the material uncertainty within their valuation report.  We included an
emphasis of matter paragraph in our audit report to draw attention to this
disclosure.

IFRS 16 – Leases
The adoption of IFRS 16 by the DHSC GAM has been deferred to
2021/22.

The Trust was no longer required to undertake an impact assessment, and
disclosure of the impact of the standard in the financial statements did not need
to be financially quantified. However, the Trust opted to include detailed IFRS 16
disclosures and we therefore carried out our procedures for these disclosures.
We identified a few errors in the disclosure which the Trust corrected. The Trust
is therefore in a better position to quantify the impact of this new standard in next
year’s financial statements.

Financial Statement Audit (cont’d)
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Financial Statement Audit (cont’d)
Audit differences
We identified a small number of misstatements in disclosures and a reclassification misstatement between debtors and creditors which management
corrected. Furthermore, we identified one projected misstatement of £0.133m in relation to deferred income which management opted not to correct as
the amount was not material. We accepted management’s reason for not correcting the misstatement.
Our application of materiality
When establishing our overall audit strategy, we determined a magnitude of uncorrected misstatements that we judged would be material for the financial
statements as a whole.

Item Thresholds applied
Planning materiality We determined planning materiality to be £2.148m as 1% of gross revenue expenditure reported in the accounts. We consider

gross revenue expenditure to be one of the principal considerations for stakeholders in assessing the financial performance of
the Trust.

Reporting threshold We agreed with the Audit Committee that we would report to the Committee all audit differences in excess of £0.107m.

We also identified the following areas where misstatement at a level lower than our overall materiality level might influence the reader. For these areas we
developed an audit strategy specific to these areas. The areas identified and audit strategy applied include:
► Remuneration disclosures: We audited all disclosures and undertook procedures to confirm material completeness
► Related party transactions. We audited all disclosures and undertook procedures to confirm material completeness



Ref: EY-000092651-01

Section 4

Value for Money



Ref: EY-000092651-01 Isle of Wight NHS Trust 14

Value for Money
We are required to consider whether the Trust has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on its use of resources.
This is known as our value for money conclusion. Proper arrangements are defined by statutory guidance issued by the National Audit Office. They comprise
your arrangements to:
► Take informed decisions;
► Deploy resources in a sustainable manner; and
► Work with partners and other third parties.

We identified one significant risk in relation to these criteria relating to Trust’s significant in-year and cumulative financial deficit. We issued an adverse value
for money conclusion on 24 June 2020 and we summarise the basis below.

Basis for adverse value for money conclusion
The Trust reported a deficit of £17.724 million in its financial statements for the year ending 31 March 2020, thereby breaching its duty under paragraph 2 (1)
of Schedule 5 of the National Health Service Act 2006, to break even. The Trust has not yet succeeded in addressing the underlying deficit in its budget and
before contract negotiations were suspended due to the impact of Covid-19, the Trust had not identified sufficient plans to demonstrate how to deliver its
agreed targets. The Trust has been in financial special measures since March 2019. The Care Quality Commission (CQC) issued the Trust with an overall
rating of ‘Requires Improvement’ in its report in September 2019 and the Trust remains in quality special measures. Although improvements were noted in
most areas the report highlighted concerns in respect of quality, safety and staffing levels. These issues are evidence of weaknesses in proper arrangements
for planning finances effectively to support the sustainable delivery of strategic priorities and maintain statutory functions.
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Department of Health and Social Care Group Instructions
We reported to the NAO that the consolidation schedule was consistent with the audited accounts. We also reported the unadjusted difference.

Governance Statement
We are required to consider the completeness of disclosures in the Trust’s governance statement, identify any inconsistencies with the other information
of which we are aware from our work, and consider whether it complies with relevant guidance. We completed this work and did not identify any areas of
concern.

Referral to Secretary of State
We must report to the Secretary of State any matter where we believe a decision has led to, or would lead to, unlawful expenditure, or some action has
been, or would be, unlawful and likely to cause a loss or deficiency. We made a referral to the Secretary of State in relation to the failure of the Trust to
break-even in 2019/20.

Report in the Public Interest
We have a duty under the Local Audit and Accountability Act 2014 to consider whether, in the public interest, to report on any matter that comes to our
attention in the course of the audit in order for it to be considered by the Trust or brought to the attention of the public.
We did not identify any issues which required us to issue a report in the public interest.

Control Themes and Observations
As part of our work, we obtained an understanding of internal control sufficient to plan our audit and determine the nature, timing and extent of testing
performed. Although our audit was not designed to express an opinion on the effectiveness of internal control, we are required to communicate to you
significant deficiencies in internal control identified during our audit.
We adopted a fully substantive approach and have therefore not tested the operation of controls.

Other Reporting Issues

Isle of Wight NHS Trust 16



Ref: EY-000092651-01

Section 6

Focused on your
future



Ref: EY-000092651-01

Focused on your future

Isle of Wight NHS Trust 18

Area Issue Impact

New accounting
standard

IFRS 16 will now be applicable for Trusts accounts from the
2021/22 financial year, having been deferred from 2020/21.

Whilst the definition of a lease remains similar to the current
leasing standard; IAS 17, for Trusts who lease a large number of
assets the new standard will have a significant impact, with nearly
all current leases being included on the balance sheet. The only
exclusions being low value leases and leases with a term of less
than one year.

The Trust will need to undertake a detailed exercise to identify all
of its leases and capture the relevant information for them. Whilst
applicable to the 2021/22 financial year, the Trust should continue
to build upon the work done in 2019/20 into 2020/21.

The Trust will no longer be able to expense operating leases but
will instead have to recognise an asset on the balance sheet and
recognise interest and depreciation. The Trust must therefore
continue to ensure that all lease arrangements are fully
documented.
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Appendix A – Audit Fees

The table below sets out the planned fee and our final proposed audit fee.

Description
Final Fee 2019/20
£

Planned Fee 2019/20
£

Final Fee 2018/19
£

Total Audit Fee – Code work 75,982* 67,840 68,268

Non-audit work Quality Accounts 881 8,000 8,000

TOTAL 76,863 75,840 76,268

*The proposed final fee includes £8,142 in respect of additional work required;
• to gain assurance over going concern, over and above the level of work communicated in our Audit Plan due to the impact of Covid-19;
• to respond to the ‘material uncertainty’ within the RICS valuer’s report on the valuation of land and building valuations;
• the Trust’s detailed IFRS 16 disclosures; and
• revisiting our risk assessments for the impact of Covid-19.
It also includes the cost of our internal consultation process to ensure that the audit report being issued provided the right assurance to the reader of the
accounts. This consultation is part of EY delivering a NAO Code compliant audit. This additional fee is currently under discussion with the Director of Finance,
Estates and IM&T.
We confirm that we have undertaken some non-audit work on the Quality Accounts. Non-audit work is work not carried out under the Code. In March 2020,
NHSI removed the requirement for auditors to issue a limited assurance opinion on the quality account for 2019/20 and we suspended our work in this area.
The fee above reflects the quantum of work performed up to the date of the announcement by NHSI. We have adopted the necessary safeguards in our
completion of this work and complied with Auditor Guidance Note 1 issued by the NAO in December 2017.

Isle of Wight NHS Trust 19
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