NOTICE OF MEETING

Meeting:

‘Virtual’ Audit Committee

Date and Time:

Tuesday, 21 July 2020 at 7.00 pm

Place:

Council Chamber, Civic Offices, Fleet

Telephone Enquiries to:

01252 774141
committeeservices@hart.gov.uk

Members:

Blewett, Crookes, Delaney, MakepeaceBrowne (Chairman), Smith, Southern,
Wildsmith

Joint Chief Executive

CIVIC OFFICES, HARLINGTON WAY
FLEET, HAMPSHIRE GU51 4AE

AGENDA
This meeting is being administered under the provisioning of the Local Authorities
and Police and Crime Panels (Coronavirus) (Flexibility of Local Authority and
Police and Crime Panel Meetings) (England and Wales) Regulations 2020 The
provision made in this regulation applies notwithstanding any prohibition or other
restriction contained in the standing orders or any other rules of the Council
governing the meeting and any such prohibition or restriction has no effect.
This Agenda and associated appendices are provided in electronic form only and
are published at https://www.hart.gov.uk/council-meetings
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ELECTION OF VICE-CHAIRMAN

To elect a Vice-Chairman from among the Councillors.
-1-

2

MINUTES OF THE PREVIOUS MEETING
The Minutes of the meeting held on 3 December 2019 are attached to be confirmed
and signed as a correct record. Paper A

3

APOLOGIES FOR ABSENCE

4

CHAIRMAN’S ANNOUNCEMENTS

5

DECLARATIONS OF INTEREST
To declare disclosable pecuniary, and any other, interests.

6

INTERNAL AUDIT PLAN FOR 2020/2021
To inform members of the content of the 2020/21 Internal Audit Plan, attached as
Appendix 1. Paper B
RECOMMENDATION
That the committee approves the Internal Audit Plan for 2020/21.

7

EXTERNAL AUDIT PLAN FOR 2019/2020
To approve the External Audit Plan for 2019/2020. Paper C

8

ANNUAL AUDIT LETTER FOR 2018/2019
To review the content of the 2018/2019 Annual Audit Letter. Paper D

9

ANNUAL INTERNAL AUDIT REPORT FOR 2019/2020
The purpose of this report is to inform the Committee of the Audit Manager’s annual
audit opinion on the effectiveness of the internal control framework for 2019/2020
attached as Appendix 1. Paper E
RECOMMENDATION
That the Committee accepts the report.

10

DRAFT STATEMENT OF ACCOUNTS FOR 2019/2020
The Draft Statement of Accounts for 2019/2020 are now available for the Committee
to review, these should be sent out to the committee after the meeting. It should be
noted that the accounts are unaudited.

Date of Despatch: 13 July 2020
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PAPER A
AUDIT COMMITTEE
Date and Time:

Tuesday, 3 December 2019 at 7pm

Place:

Council Chamber, Civic Offices, Fleet

Present:
COUNCILLORS
Harward (7.05pm), Smith, Southern (Vice Chairman), Tomlinson

19

Officers:
Andrew Vallance
Neil Carpenter
Sabrina Cranny

Head of Corporate Services and S151 Officer
Audit Manager
Committee Services

In attendance:
Jason Collier
Emma Foy
Kevin Suter

Capita
Capita
Ernst & Young (E&Y)

MINUTES OF THE PREVIOUS MEETING
The Minutes of the meeting held on 30 July 2019 were confirmed and signed as a
correct record.

20

APOLOGIES FOR ABSENCE
Apologies were received from Councillors Axam, Blewett, and Delaney.

21

CHAIRMAN’S ANNOUNCEMENTS
None.

22

DECLARATIONS OF INTEREST
None declared.

23

ANNUAL GOVERNANCE STATEMENT 2018/19
The Committee considered the final Annual Governance Statement for 2018/19.
DECISION
Members approved the Annual Governance Statement 2018/19.

24

INTERNAL AUDIT PROGRESS REPORT 2019/20
The Audit Manager highlighted the key findings from audit reviews completed
between August and November 2019.
AUD.8

PAPER A
Members discussed:
•
•
•

Staff resource issue within SANGs/Countryside services
Credit card usage – buying small ticket IT items without going through
procurement
Credit card signoff with no supporting information

DECISION
That the Internal Audit work completed between August 2019 and November 2019
be noted.
25

EXTERNAL AUDIT REPORT ON THE STATEMENT OF ACCOUNTS
2018/19
E&Y stated the report is due to be signed off by 6 December but delays from Capita
in obtaining data from Payroll suggests the deadline would be missed.
E&Y also advised they would be undertaking nationwide training for Capita staff.
Members also discussed:
•
•
•
•

That the Audit had taken longer than expected
New accounting standards
That there should be better staff training and resources in place to avoid similar
problems next year
Signing off the accounts

DECISION

26

1

The External Audit Report be noted

2

Subject to final approval by the Associate Partner, E&Y:
a

The accounts for 2018/19 be approved

b

The Chairman of the Audit Committee, in consultation with the S151
Officer, be given delegated authority to sign the accounts.

AUDIT COMMITTEE WORK PROGRAMME
Members considered the Audit Committee Work Programme and agreed to remove
Certification of Grants Claims Report as E&Y no longer provide this report.

The meeting closed at 7.44pm.

AUD.9

PAPER B
AUDIT COMMITTEE
DATE OF MEETING:

21 JULY 2020

TITLE OF REPORT:

INTERNAL AUDIT PLAN 2020/21

Report of:

INTERNAL Audit Manager

Cabinet Member:

Councillor James Radley

1.

PURPOSE OF REPORT
To inform members of the content of the 2020/21 Internal Audit Plan, attached
as Appendix 1.

2.

RECOMMENDATION
That the Committee approves the Internal Audit Plan for 2020/21.

3.

BACKGROUND
3.1

The Internal Audit Plan provides a summary of the planned work for
2020/21. The Public Sector Internal Auditing Standards require the
preparation of a risk based annual plan. Senior Management have
been consulted on the content of the plan, which is now reported to the
audit Committee for approval.

3.2

It should be noted that for 2020/21 the Internal Audit plan is shortened.
This is to take into account the impact of COVID-19 to the service
normally provided by Internal Audit.

3.3

During April, May and June, the Internal Audit Team provided a
resource to administer the payment of Business Grants to small
businesses. This was to respond to additional work that central
government required local authorities to do, as a result of the
pandemic.

3.4

The Internal Audit Plan is still based on a risk assessment which
includes the following elements:






Content of the Corporate Risk Register
Budget
Corporate Priorities
Previous Audit Work and audit knowledge of the council
Statutory Requirements
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4.

3.5

A significant part of the Internal Audit resource for 2020/21 is focused
on the Council’s financial systems. This is the statutory element of
Internal Audit’s work, arising from Section 151 of the Local Government
Act 1972 and the Accounts and Audit Regulations 2011.

3.6

The other significant area of work planned for 2020/21, is that Internal
Audit will continue to provide a resource to the 5 Councils Contract, in
particular the transition of services out of the 5 Councils Contract.

3.7

It should be noted that there is always the possibility that planned work
may change due to emerging risks, changing priorities the need to
ensure resources are used effectively. This is particularly relevant this
year given emerging risks from COVID-19. Any changes to the plan will
be reported to the Audit Committee.

FINANCIAL IMPLICATIONS
There are no direct financial implications arising from this report.

5.

MANAGEMENT OF RISK
A robust Internal Audit Plan is an essential element of the Council’s systems
of internal control. The plan is designed in accordance with the Council’s
identified risks and is also considered to be a key part of the Council’s
governance framework.
Contact Details:

Neil Carpenter Extension: 4140
Email: neil.carpenter@hart.gov.uk

APPENDICES:
Appendix 1 – Internal Audit Plan
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Appendix 1
Draft Internal Audit Plan 2020/21
Service Reviews
Garden Community
SANGS/S106 Agreements
Waste Contract
Data Management
Commercialisation
Corporate Reviews
IT Controls
Fraud Risk Assessment
Finance Reviews
Payroll
Council Tax & Business
Rates
Housing Benefits
Treasury Management
Accounts Payable
Accounts Receivable
Income Management
Main Accounting
Corporate
Ombudsman
Audit Management
NFI/Fruad
Follow Ups
Risk Management
External Audit
Annual Governance
Statement
5 Councils
Corporate Projects
Training
Audit Committee
Total Days

Planned Start
Date

Original
Plan
10
10
10
10
10
50

Revised
Plan

10
10
20

10
10
20

10
15

10
15

15
10
10
10
10
10
90

15
10
10
10
10
10
90

5
15
15
10
10
5
10

2
15
10
8
10
5
6

40
50
5
10
175

25
35
2
8
128

335

258

10
10
20
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Hart District Council

Audit planning report
Year ended 31 March 2020
March 2020

Hart District Council,
Harlington Way,
Fleet, Hampshire.
GU51 4AE

04 March 2020

Dear Audit Committee Members
Audit planning report
We are pleased to attach our Audit Plan which sets out how we intend to carry out our responsibilities as auditor. Its purpose is to provide the
Audit Committee with a basis to review our proposed audit approach and scope for the 2019/20 audit in accordance with the requirements of the
Local Audit and Accountability Act 2014, the National Audit Office’s 2015 Code of Audit Practice, the Statement of Responsibilities issued by
Public Sector Audit Appointments (PSAA) Ltd, auditing standards and other professional requirements. It is also to ensure that our audit is
aligned with the Committee’s service expectations.
This plan summarises our initial assessment of the key risks driving the development of an effective audit for the Council, and outlines our
planned audit strategy in response to those risks. Our planning procedures remain ongoing, and we will update the Audit Committee should any
further matters come to our attention that impact the assessment of key issues or our audit scope.
This report is intended solely for the information and use of the Audit Committee and management, and is not intended to be and should not be
used by anyone other than these specified parties.
We welcome the opportunity to discuss this report with you on 24 March 2020 as well as understand whether there are other matters which you
consider may influence our audit.

Yours faithfully

Kevin Suter
For and on behalf of Ernst & Young LLP
Enc

2

Contents
01

Overview of our
2019/20 audit
strategy

for
02 Audit risks 03 Value
Money Risks

04 Audit
materiality

of our
05 Scope
audit

V
F
M

Independence
Appendices
06 Audit team 07 Audit
08
09
timeline

Public Sector Audit Appointments Ltd (PSAA) issued the “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website (https://www.psaa.co.uk/audit-quality/statementof-responsibilities/)).The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of auditors
and audited bodies begin and end, and what is to be expected of the audited body in certain areas.
The “Terms of Appointment and further guidance (updated April 2018)” issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National Audit
Office Code of Audit Practice (the Code) and in legislation, and covers matters of practice and procedure which are of a recurring nature.
This report is made solely to the Audit Committee and management of Hart District Council in accordance with the statement of responsibilities. Our work has been undertaken so that we might state to the
Audit Committee, and management of Hart District Council 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 Hart District Council for this report or for the opinions we have formed. It should not be provided to any third-party
without our prior written consent.
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Overview of our 2019/20 audit
01 strategy
01
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Overview of our 2019/20 audit strategy
The following ‘dashboard’ summarises the significant accounting and auditing matters outlined in this report. It seeks to provide the Audit Committee
with an overview of our initial risk identification for the upcoming audit and any changes in risks identified in the current year.

Audit risks and areas of focus
Risk / area of focus

Risk
identified

Change from
PY

Details

No change in
risk or focus

As identified in ISA 240, 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 would otherwise appear to be operating effectively.

Fraud risk

No change in
risk or focus

Under ISA 240 there is a presumed risk that revenue may be misstated due to improper revenue
recognition. In the public sector, this requirement is modified by Practice Note 10 issued by the Financial
Reporting Council, which states that auditors should also consider the risk that material misstatements
may occur by the manipulation of expenditure recognition. We have assessed the risk is most likely to
occur through the inappropriate capitalisation of revenue expenditure.

Valuation of Land and
Buildings

Other risk

No change in
risk or focus

Pension Liability
Valuation

Other risk

No change in
risk or focus

Misstatements due to
fraud or error
Risk of fraud in
revenue and
expenditure
recognition, through
inappropriate
capitalisation of
revenue expenditure

Fraud risk

The value of Property, Plant and Equipment (PPE) and Investment Properties (IP) represent significant
balances in the Council’s accounts and are `subject to valuation changes, impairment reviews and
depreciation charges. Management is required to make material judgemental inputs and apply estimation
techniques to calculate the year-end balances recorded in the balance sheet, covering both those assets
that are revalued within the year and the continuing material accuracy of those valued in prior periods.
The Local Authority Accounting Code of Practice and IAS19 require the Council to make extensive
disclosures within its financial statements regarding its membership of the Local Government Pension
Scheme administered by Hampshire County Council.
Accounting for this scheme involves significant estimation and judgement and therefore management
engages an actuary to undertake the calculations on their behalf. ISAs (UK) 500 and 540 require us to
undertake procedures on the use of management experts and the assumptions underlying fair value
estimates.
In 2018/19, late changes were required to disclosures in the financial statements arising from the
McCloud legal judgement. There could be further impact for 2019/20 should any further developments
arise.
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Overview of our 2019/20 audit strategy
The following ‘dashboard’ summarises the significant accounting and auditing matters outlined in this report. It seeks to provide the Audit Committeewith an
overview of our initial risk identification for the upcoming audit and any changes in risks identified in the current year.

Audit risks and areas of focus
Risk / area of
focus

IFRS 16 Leases

Risk identified

Inherent risk

Change from
PY

New
accounting
standard

Details

It is currently proposed that IFRS 16 will be applicable for local authority accounts from 01 April 2020.
There are transitional arrangements within the standard and although the 2020/21 Accounting Code of
Practice for Local Authorities has yet to be issued, CIPFA have issued some limited provisional information
which begins to clarify what the impact on local authority accounting will be. Whether any accounting
statutory overrides will be introduced to mitigate any impact remains an outstanding issue.
Within the 2019/20 financial statements ,the Council will need to make disclosures, required under IAS8, in
relation to the expected impact of this new standard on the 2020/21 financial statements.
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Overview of our 2019/20 audit strategy
Materiality
Materiality has been set at £0.902m, which represents 2% of the prior year’s gross expenditure on provision of services.
Planning
materiality

£0.90m

Performance
materiality

£0.45m

Performance materiality has been set at £0.451m, which represents 50% of planning materiality (PM). We have
reduced this from the 75% of PM we used last year, given the large volume of errors found in the 2018/19 financial
statements.

Audit
differences

£45.1k

We will report all uncorrected misstatements relating to the primary statements (comprehensive income
and expenditure statement, balance sheet, and collection fund) greater than £45.1k. Other
misstatements identified will be communicated to the extent that they merit the attention of the Audit
Committee.
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Overview of our 2019/20 audit strategy
Audit scope
This Audit Plan covers the work that we plan to perform to provide you with:
▪ Our audit opinion on whether the financial statements of Hart District Council give a true and fair view of the financial position as at 31 March 2020 and of the
income and expenditure for the year then ended; and
▪ Our conclusion on the Council’s arrangements to secure economy, efficiency and effectiveness.
We will also review and report to the National Audit Office (NAO), to the extent and in the form required by them, on the Council’s Whole of Government Accounts
return.
Our audit will also include the mandatory procedures that we are required to perform in accordance with applicable laws and auditing standards.
When planning the audit we take into account several key inputs:
▪
▪
▪
▪
▪

Strategic, operational and financial risks relevant to the financial statements;
Developments in financial reporting and auditing standards;
The quality of systems and processes;
Changes in the business and regulatory environment; and
Management’s views on all of the above.

By considering these inputs, our audit is focused on the areas that matter and our feedback is more likely to be relevant to the Council.
Taking the above into account, and as articulated in this audit plan, our professional responsibilities require us to assess independently the risks associated with
providing an audit opinion, and to undertake appropriate procedures in response to that assessment. Our Terms of Appointment with PSAA allow them to vary the fee
dependent on “the auditor’s assessment of risk and the work needed to meet their professional responsibilities”. PSAA are aware that the setting of scale fees has not
kept pace with the changing requirements of external audit, with increased focus on, for example, the valuations of land and buildings, the auditing of groups, the
valuation of pension obligations, the introduction of new accounting standards such as IFRS 9, 15 and 16 in recent years as well as the expansion of factors impacting
the value for money conclusion. Therefore to the extent any of these are relevant in the context of Hart District Council’s audit, we will discuss these with
management as to the impact on the scale fee.
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02 Audit risks

01
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Audit risks

Our response to significant risks
We have set out the significant risks (including fraud risks denoted by*) identified for the current year audit along with the rationale and expected audit approach.
The risks identified below may change to reflect any significant findings or subsequent issues we identify during the audit.

Misstatements due to fraud
or error*

What is the risk?

What will we do?

The financial statements as a whole are not free
of material misstatements whether caused by
fraud or error.

We will:

As identified in ISA (UK) 240, 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
identify and respond to this fraud risk on every
audit engagement.

•

Enquire of management about risks of fraud and the controls put in
place to address those risks.

•

Understand the oversight given by those charged with governance of
management’s processes over fraud.

•

Consider the effectiveness of management’s controls designed to
address the risk of fraud.

•

Perform mandatory procedures regardless of specifically identified
fraud risks, including testing of journal entries and other adjustments
in the preparation of the financial statements.

•

Review accounting estimates for evidence of management bias.

•

Evaluate the business rationale for significant unusual transactions.
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Audit risks

Our response to significant risks (continued)
We have set out the significant risks (including fraud risks denoted by*) identified for the current year audit along with the rationale and expected audit approach.
The risks identified below may change to reflect any significant findings or subsequent issues we identify during the audit.

Risk of fraud in revenue and
expenditure recognition,
through inappropriate
capitalisation of revenue
expenditure*

Financial statement impact
We have assessed that the risk of
fraud in revenue and expenditure
recognition is most likely to occur
through the inappropriate
capitalisation of revenue
expenditure. This would have the
impact of reducing revenue
expenditure and increasing
additions to Property, Plant and
Equipment.

What is the risk?

What will we do?

Under ISA 240 there is a presumed risk that
revenue may be misstated due to improper
revenue recognition. In the public sector, this
requirement is modified by Practice Note 10
issued by the Financial Reporting Council, which
states that auditors should also consider the risk
that material misstatements may occur by the
manipulation of expenditure recognition.

We will:
•

Test PPE additions using lowered testing thresholds, to ensure they are
appropriately supported by documentary evidence, and that the
expenditure incurred and capitalised is clearly capital in nature; and

•

Seek to identify and understand the basis for any significant journals
transferring expenditure from non-capital codes to PPE additions or
from revenue to capital codes on the general ledger at the end of the
year.

We have assessed that the risk is most likely to
occur through the inappropriate capitalisation of
revenue expenditure, as there is an incentive to
reduce expenditure which is funded from Council
Tax. This could then result in funding of that
expenditure, that should properly be defined as
revenue, through inappropriate sources such as
capital receipts, capital grants, or borrowing.
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Audit risks

Other areas of audit focus
We have identified other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material
misstatement to the financial statements and disclosures.
What is the risk/area of focus?

What will we do?

Valuation of Land and Buildings
The fair value of Property, Plant and Equipment (PPE) and Investment
Properties (IP) represent significant balances in the Council’s accounts
and are subject to valuation changes, impairment reviews and
depreciation charges. Management is required to make material
judgemental inputs and apply estimation techniques to calculate the
year-end balances recorded in the balance sheet.

We will:
• Consider the work performed by the Council’s valuers, including the adequacy of the
scope of the work performed, their professional capabilities and the results of their work;
•

Sample test key asset information used by the valuers in performing their valuation (e.g.
floor plans to support valuations based on price per square metre) and challenge the key
assumptions used by the valuers;

•

Consider the annual cycle of valuations to ensure that assets have been valued within a 5
year rolling programme as required by the Code for PPE and annually for Investment
Property. We will also consider if there are any specific changes to assets that have
occurred and whether these have been communicated to the valuers;

•

Review assets not subject to valuation in 2019/20 to confirm that the remaining asset
base is not materially misstated;

•

Consider changes to useful economic lives as a result of the most recent valuation; and

•

Test to confirm that accounting entries have been correctly processed in the financial
statements.
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Audit risks

Other areas of audit focus
We have identified other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material
misstatement to the financial statements and disclosures.
What is the risk/area of focus?

What will we do?

Pension Liability Valuation
The Local Authority Accounting Code of Practice and IAS19 require the
Council to make extensive disclosures within its financial statements
regarding its membership of the Local Government Pension Scheme
administered by Hampshire County Council.

We will:
• Liaise with the auditors of Hampshire County Council Pension Fund, to obtain assurances
over the information supplied to the actuary in relation to Hart District Council;

The Council’s pension fund deficit is a material estimated balance and
the Code requires that this liability be disclosed on the Council’s balance
sheet. At 31 March 2019 this totalled £24.85 million. The information
disclosed is based on the IAS 19 report issued to the Council by the
actuary to the County Council.

•

Assess the work of the Pension Fund actuary (Aon Hewitt) including the assumptions they
have used by relying on the work of PWC - Consulting Actuaries commissioned by the
National Audit Office for all Local Government sector auditors, and considering any
relevant reviews by the EY actuarial team; and

•

Review and test the accounting entries and disclosures made within the Council’s
financial statements in relation to IAS19.

Accounting for this scheme involves significant estimation and
judgement and therefore management engages an actuary to undertake
the calculations on their behalf. ISAs (UK) 500 and 540 require us to
undertake procedures on the use of management experts and the
assumptions underlying fair value estimates.
In the prior year the ‘McCloud’ judgement impacted the estimate and
resulted in an amendment of the net pension liability. We anticipate this
will again be a key assumption in estimating the pension liability. We
would expect the Authority’s actuary to be basing their assumptions
taking into account the Authority’s specific membership profile and how
it has been impacted by the judgement. We also note that there may be
further developments in this area, potentially again coming after the
balance sheet date.
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Audit risks

Other areas of audit focus (continued)
What is the risk/area of focus?

What will we do?

IFRS 16 Leases

Until the 2020/21 Accounting Code is issued and any statutory overrides are confirmed
there remains some uncertainty in this area.

It is currently proposed that IFRS 16 will be applicable for local authority
accounts from 01 April 2020.
Whilst the definition of a lease remains similar to the current leasing
standard (IAS 17), for local authorities 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.
There are transitional arrangements within the standard and although the
2020/21 Accounting Code of Practice for Local Authorities has yet to be
issued, CIPFA have issued some limited provisional information which
begins to clarify what the impact on local authority accounting will be.
Whether any accounting statutory overrides will be introduced to mitigate
any impact remains an outstanding issue.

It is clear is that the Authority will need to undertake a detailed exercise to identify all
leases and capture the relevant information for the production of financial statement
information. The Authority must therefore ensure that all lease arrangements are fully
documented and they have the relevant information to draft the required disclosures in
the 2019/20 financial statements, and to support the full implementation of the standard
in the 2020/21 year.
We will:
• review the Authority’s process for detailed identification and review of the leases it
holds;
• Challenge the information recorded to ensure compliance with IFRS 16; and
• Ensure appropriate disclosures are recorded in the 2019/20 financial statements.

Within the 2019/20 financial statements ,the Council will need to make
disclosures, required under IAS8, in relation to the expected impact of this
new standard on the 2020/21 financial statements.
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Value for Money
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Background
We are required to consider whether the Council 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.
For 2019/20 this is based on the overall evaluation criterion:
“In all significant respects, the audited body had proper arrangements to ensure it took properly informed
decisions and deployed resources to achieve planned and sustainable outcomes for taxpayers and local people”
Proper arrangements are defined by statutory guidance issued by the National Audit Office. They comprise
your arrangements to:
▪
▪
▪

Informed
decision making

Take informed decisions;
Deploy resources in a sustainable manner; and
Work with partners and other third parties.

In considering your proper arrangements, we will draw on the requirements of the CIPFA/SOLACE framework
for local government to ensure that our assessment is made against a framework that you are already required
to have in place and to report on through documents such as your annual governance statement.

Proper arrangements for
securing value for money

We are only required to determine whether there are any risks that we consider significant, which the Code of
Audit Practice defines as:
“A matter is significant if, in the auditor’s professional view, it is reasonable to conclude that the matter would
be of interest to the audited body or the wider public”

Sustainable
resource
deployment

Working with
partners and
third parties

Our risk assessment supports the planning of sufficient work to enable us to deliver a safe conclusion on
arrangements to secure value for money and enables us to determine the nature and extent of further work
that may be required. If we do not identify any significant risks there is no requirement to carry out further
work. We consider business and operational risks insofar as they relate to proper arrangements at both sector
and organisation-specific level.
Our risk assessment therefore considers both the potential financial impact of the issues we have identified,
and also the likelihood that the issue will be of interest to local taxpayers, the Government and other
stakeholders. This has resulted in the identification of two significant risks at the planning stage of our audit to
date, in terms of:

•

The impact of exit of the 5 C’s Contract; and

•

Commercialisation and the purchase of investment properties

Our assessment is ongoing, and will be kept under review,
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Value for Money

Value for Money Risks
What is the significant value for money risk?

What arrangements
does the risk affect?

What will we do?

The impact of the exit of the 5 C’s contract
In October 2017, Hart District Council (the Council) entered into two contracts for the
provision of corporate services, in partnership with Mendip District Council, South
Oxfordshire District Council, Vale of the White Horse District Council and Havant Borough
Council (known as the “Five Councils”). The services split into two lots; data-based services
(Lot 1) and property based services (Lot 2).
These contracts were designed to generate savings of over £50 million for the Five Councils
across their lifetime of nine years but the Councils have had to renegotiate Lot 1, in October
2018, and pull out of Lot 2, in January 2018, due to the issues with the way the contracts
were constructed and the implications for the practical implementation of them.

Deploy resources in a
sustainable manner
Informed Decision
making

We will:
•

review the arrangements in place to
monitor the exit of the 5 C’s contract
for the relevant services.

•

review the arrangements to plan and
implement the revised delivery
arrangements, including risk
management processes.

In October 2018, the Five Councils drafted the new Inter-Authority Agreement (IAA) which
outlined the revised governance and cost sharing arrangements between them. However,
this has not worked effectively as there are still performance issues with the contract, as
discussed at the 28 October 2019 5 Councils Corporate Services Joint Committee.
The 5 Councils are now exiting the contract for some services as at 31 March 2020. Given
the short timescale for termination of the contract there is a risk that both the services and
financial performance of the Council would be negatively impacted if new arrangements,
from 1 April 2020, are difficult to implement or do not deliver the intended benefits in a
sufficiently timely manner.
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Value for Money Risks
What is the significant value for money risk?

What arrangements
does the risk affect?

What will we do?

Commercialisation and the purchase of investment properties
The Council has plans to develop its commercial and investment
opportunities to increase its annual income. The Council’s
Commercialisation Acquisition Programme, as described in the 2020/21
Budget Paper presented to Cabinet on 6 February 2020, shows the
following Commercialisation investment amounts to be funded by
borrowing:
•

2020/21: £16.3 million

•

2021/22: £10 million; and

•

2022/23: £10 million.

The Prudential Code, issued by CIPFA has always contained a statement
that local authorities should not borrow more than, or in advance of their
needs purely in order to profit from the investment of the extra sums
borrowed (paragraph 46 of the Statutory Guidance on Local Government
Investments). However, para 47 also states that where a local authority
has chosen to disregard the Prudential Code and the Guidance, additional
explanations and disclosures will be required, including risk management.
The Guidance also requires investments to have regard to Security,
Liquidity and Yield in that order.
Additionally, the Statutory Guidance on Minimum Revenue Provision
(MRP) applying from 1 April 2019 includes the requirement to establish
an MRP policies, and paragraph 45 states that the duty to make MRP
extends to investment properties where their acquisition has been
funded by an increase in borrowing or credit arrangements. The
Guidance’s commentary sets out this is to ensure Council’s provide for
debt taken on to finance the asset over the period of that debt, with a
maximum period of 50 years, consistent with the maximum period of
PWLB borrowing. The Council’s current policy states only that an annual
review will be made to determine the most prudent method.

Deploy resources in
a sustainable
manner

We will review:
• The underlying rationale for the Council’s proposed
investments and clarity on how this sits with the Council’s
strategy and objectives;
• Legal powers and other advice obtained e.g. tax, investment
decisions;
• Compliance with sections 46 and 47 of Statutory Guidance on
Local Authority Investments and the Prudential Code;
• The Council’s MRP policy;
• Clarity of governance arrangements for the Council’s decision
making with regard to their investment property purchases;
• Recognition and reporting of risks in the corporate/strategic
risk register
We will also consider the extent to which the Council has
demonstrated the key Prudential Code considerations:
• Existence of capital expenditure plans and a clear strategy that
has regard to have regard to; service objectives, stewardship
of assets, value for money, prudence and sustainability,
affordability and practicality
• Demonstrating value for money in borrowing decisions
• Security of borrowed funds
• Extent of borrowing for investments and borrowing overall
• The nature of the investment
• Risks involved, including falling capital values, borrowing costs,
illiquidity of assets.
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Audit materiality

Materiality
Materiality

Key definitions

For planning purposes, materiality for 2019/20 has been set at £0.902m. This
represents 2% of the Council’s prior year gross expenditure on provision of services. It
will be reassessed throughout the audit process. We have set materiality using gross
revenue expenditure as our expectation is that users of the Council’s accounts are
focussed on how it uses its resources to provide services to local people. We have used
2% based on our assessment of the Council’s financial position, levels of public
interest, lack of planned reorganisations and sources of borrowing. We have provided
supplemental information about audit materiality in Appendix C.

Planning materiality – the amount over which we anticipate misstatements
would influence the economic decisions of a user of the financial
statements.

Gross expenditure
on provision of services

Performance
materiality

£44.5m

£0.451m
Planning
materiality

Audit
differences

£0.902m

£45.1k

Performance materiality – the amount we use to determine the extent of
our audit procedures. We have set performance materiality at
£0.451m which represents 50% of planning materiality. The rationale for
using 50%, rather than the 75% we used last year, is based on the
experience of the Council in prior years.
Audit difference threshold – we propose that misstatements identified
below this threshold are deemed clearly trivial. We will report to you all
uncorrected misstatements over this amount relating to the comprehensive
income and expenditure statement, balance sheet and collection fund.
Other uncorrected misstatements, such as reclassifications and
misstatements in the cashflow statement and movement in reserves
statement or disclosures, and corrected misstatements will be
communicated to the extent that they merit the attention of the Committee,
or are important from a qualitative perspective.
Specific materiality – We have also set a materiality of £1k for
remuneration disclosures, related party transactions, members’ allowances
and exit packages, which reflects our understanding that an amount less
than our materiality would influence the economic decisions of users of the
financial statements in relation to these areas.

We request that the Audit Committee confirm its understanding of, and agreement to,
these materiality and reporting levels.
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Scope of our audit

Our Audit Process and Strategy
Objective and Scope of our Audit scoping
Under the Code of Audit Practice our principal objectives are to review and report on the Council’s financial statements and arrangements for securing economy,
efficiency and effectiveness in its use of resources to the extent required by the relevant legislation and the requirements of the Code.
We issue an audit report that covers:
1. Financial statement audit
Our objective is to form an opinion on the financial statements under International Standards on Auditing (UK).
We also perform other procedures as required by auditing, ethical and independence standards, the Code and other regulations. We outline below the procedures we
will undertake during the course of our audit.
Procedures required by standards
• Addressing the risk of fraud and error;
• Significant disclosures included in the financial statements;
• Entity-wide controls;
• Reading other information contained in the financial statements and reporting whether it is inconsistent with our understanding and the financial statements; and
• Auditor independence.
Procedures required by the Code
• Reviewing, and reporting on as appropriate, other information published with the financial statements, including the Annual Governance Statement; and
• Reviewing and reporting on the Whole of Government Accounts return, in line with the instructions issued by the NAO.
2. Arrangements for securing economy, efficiency and effectiveness (value for money)
We are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on its use of resources.

22

Scope of our audit

Our Audit Process and Strategy (continued)
Audit Process Overview
Our audit involves:
• Identifying and understanding the key processes and internal controls; and
•

Substantive tests of detail of transactions and amounts.

For 2019/20 we plan to follow a substantive approach to the audit, as we have concluded this is the most efficient way to obtain the level of audit assurance required
to conclude that the financial statements are not materially misstated.
Analytics:
We will use our computer-based analytics tools to enable us to capture whole populations of your financial data, in particular journal entries. These tools:
• Help identify specific exceptions and anomalies which can then be subject to more traditional substantive audit tests; and
•

Give greater likelihood of identifying errors than random sampling techniques.

We will report the findings from our process and analytics work, including any significant weaknesses or inefficiencies identified and recommendations for
improvement, to management and the Policy & Organisation Board. The successful use of analytics and a technologically enabled audit is an underpinning concept of
our contract with PSAA.
Internal audit:
We will regularly meet with the Head of Internal Audit, and review internal audit plans and the results of their work. We will reflect the findings from these reports,
together with reports from any other work completed in the year, in our detailed audit work, where they raise issues that could have an impact on the financial
statements, the Narrative Statement or the Annual Governance Statement.
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Audit team

Audit team
Audit team structure:

Working together with the Council
Kevin Suter

Associate Partner
ksuter@uk.ey.com

We are working together with officers to
identify continuing improvements in
communication and processes for the
2019/20 audit.
We will continue to keep our audit
approach under review to streamline it
where possible.

Justine Thorpe
Manager
jthorpe@uk.ey.com

Charmaine Cruz
Senior
Charmaine.cruz@uk.ey.com

Changes to the audit team
Charmaine has joined the audit as Senior. Charmaine has worked for EY for 4 years, and has significant experience of leading teams across a range of
clients.
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Audit team

Use of specialists
When auditing key judgements, we are often required to rely on the input and advice provided by specialists who have qualifications and expertise not possessed by the
core audit team. The areas where either EY or third party specialists provide input for the current year audit are:
Area
Valuation of Land and Buildings

Pensions disclosure

Specialists
Management’s valuation experts:
- Capita Property & Infrastructure as valuers for General Fund properties and investment properties.
PwC as consulting actuary appointed by the NAO, and EY internal pensions specialists
Aon Hewitt – Actuary to Hampshire Pension Fund

In accordance with Auditing Standards, we will evaluate each specialist’s professional competence and objectivity, considering their qualifications, experience and
available resources, together with the independence of the individuals performing the work.
We also consider the work performed by the specialist in light of our knowledge of the Council’s business and processes and our assessment of audit risk in the particular
area. For example, we would typically perform the following procedures:
•

Analyse source data and make inquiries as to the procedures used by the specialist to establish whether the source data is relevant and reliable;

•

Assess the reasonableness of the assumptions and methods used;

•

Consider the appropriateness of the timing of when the specialist carried out the work; and

•

Assess whether the substance of the specialist’s findings are properly reflected in the financial statements.
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Audit timeline

Timetable of communication and deliverables
Timeline
Below is an indicative timetable showing the key stages of the audit and the deliverables we have agreed to provide to you through the audit cycle in 2019/20. The
final timetable will depend on our ability to obtain sufficient, appropriate audit evidence to support our audit opinion.
From time to time matters may arise that require immediate communication with the Audit Committee and we will discuss them with the Committee Chair as
appropriate. We will also provide updates on corporate governance and regulatory matters as necessary.
Audit phase

Timetable

Audit committee timetable

Deliverables

24 March Audit Committee meeting

Audit Planning Report

Meeting (tbc)

Audit Results Report

Planning:
Risk assessment and setting of scopes

Walkthrough of key systems and
processes

January

February
Interim audit testing and completion of
walkthrough of key systems and
processes

March

April - July
Year end audit fieldwork
August - September
Audit Completion procedures

October

Audit opinions and completion certificates
December

Annual Audit Letter
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Independence

Introduction
The FRC Ethical Standard and ISA (UK) 260 “Communication of audit matters with those charged with governance”, requires us to communicate with you on a timely basis
on all significant facts and matters that bear upon our integrity, objectivity and independence. The Ethical Standard, as revised in June 2016, requires that we
communicate formally both at the planning stage and at the conclusion of the audit, as well as during the course of the audit if appropriate. The aim of these
communications is to ensure full and fair disclosure by us to those charged with your governance on matters in which you have an interest.
Required communications
Planning stage
►

►

►
►

►

The principal threats, if any, to objectivity and
independence identified by Ernst & Young (EY)
including consideration of all relationships between
the you, your affiliates and directors and us;

Final stage
►

The safeguards adopted and the reasons why they
are considered to be effective, including any
Engagement Quality review;
The overall assessment of threats and safeguards;
Information about the general policies and process
within EY to maintain objectivity and independence.
Where EY has determined it is appropriate to apply
more restrictive independence rules than permitted
under the Ethical Standard

►
►

►
►

►

►

In order for you to assess the integrity, objectivity and independence of the firm and each covered person,
we are required to provide a written disclosure of relationships (including the provision of non-audit
services) that may bear on our integrity, objectivity and independence. This is required to have regard to
relationships with the entity, its directors and senior management, its affiliates, and its connected parties
and the threats to integrity or objectivity, including those that could compromise independence that these
create. We are also required to disclose any safeguards that we have put in place and why they address
such threats, together with any other information necessary to enable our objectivity and independence to
be assessed;
Details of non-audit services provided and the fees charged in relation thereto;
Written confirmation that the firm and each covered person is independent and, if applicable, that any
non-EY firms used in the group audit or external experts used have confirmed their independence to us;
Written confirmation that all covered persons are independent;
Details of any inconsistencies between FRC Ethical Standard and your policy for the supply of non-audit
services by EY and any apparent breach of that policy;
Details of any contingent fee arrangements for non-audit services provided by us or our network firms;
and
An opportunity to discuss auditor independence issues.

In addition, during the course of the audit, we are required to communicate with you whenever any significant judgements are made about threats to objectivity and
independence and the appropriateness of safeguards put in place, for example, when accepting an engagement to provide non-audit services.
We also provide information on any contingent fee arrangements , the amounts of any future services that have been contracted, and details of any written proposal to
provide non-audit services that has been submitted.
We ensure that the total amount of fees that EY and our network firms have charged to you and your affiliates for the provision of services during the reporting period,
analysed in appropriate categories, are disclosed.
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Independence

Relationships, services and related threats and safeguards
We highlight the following significant facts and matters that may be reasonably considered to bear upon our objectivity and independence, including the principal threats,
if any. We have adopted the safeguards noted below to mitigate these threats along with the reasons why they are considered to be effective. However we will only
perform non –audit services if the service has been pre-approved in accordance with your policy.
Overall Assessment
Overall, we consider that the safeguards that have been adopted appropriately mitigate the principal threats identified and we therefore confirm that EY is independent
and the objectivity and independence of Kevin Suter, your audit engagement partner, and the audit engagement team have not been compromised.
Self interest threats
A self interest threat arises when EY has financial or other interests in the Council. Examples include where we receive significant fees in respect of non-audit services;
where we need to recover long outstanding fees; or where we enter into a business relationship with you. At the time of writing, there are no long outstanding fees.
We believe that it is appropriate for us to undertake permissible non-audit services and we will comply with the policies that you have approved.
None of the services are prohibited under the FRC's ES or the National Audit Office’s Auditor Guidance Note 01 and the services have been approved in accordance with
your policy on pre-approval. The ratio of non audit fees to audits fees is not permitted to exceed 70%.
At the time of writing, we have proposed to undertake the role of reporting accountant for the DWP’s Housing Benefit Assurance Process (HBAP). We have determined
appropriate safeguards.
A self interest threat may also arise if members of our audit engagement team have objectives or are rewarded in relation to sales of non-audit services to you. We
confirm that no member of our audit engagement team, including those from other service lines, has objectives or is rewarded in relation to sales to you, in compliance
with Ethical Standard part 4.
There are no other self interest threats at the date of this report.
Self review threats
Self review threats arise when the results of a non-audit service performed by EY or others within the EY network are reflected in the amounts included or disclosed in
the financial statements.

There are no self review threats at the date of this report.
Management threats
Partners and employees of EY are prohibited from taking decisions on behalf of management of the Council. Management threats may also arise during the provision of
a non-audit service in relation to which management is required to make judgements or decision based on that work.
There are no management threats at the date of this report.
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Independence

Relationships, services and related threats and safeguards
Other threats
Other threats, such as advocacy, familiarity or intimidation, may arise.
There are no other threats at the date of this report.

Other communications
EY Transparency Report 2019
Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity, independence
and integrity are maintained.
Details of the key policies and processes in place within EY for maintaining objectivity and independence can be found in our annual Transparency Report which the firm
is required to publish by law. The most recent version of this Report is for the year ended 1 July 2019 and can be found here:
https://www.ey.com/en_uk/who-we-are/transparency-report-2019
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Appendix A

Fees
Public Sector Audit Appointments Ltd (PSAA) has published the fee scale for the audit of the 2019/20 accounts of opted-in principal local government and police bodies.
This is defined as the fee required by auditors to meet statutory responsibilities under the Local Audit and Accountability Act 2014 in accordance with the requirements
of the Code of Audit Practice and supporting guidance published by the National Audit Office, the financial reporting requirements set out in the Code of Practice on
Local Authority Accounting published by CIPFA/LASAAC, and the professional standards applicable to auditors’ work.
Planned fee
2019/20

Scale fee
2019/20

Final Fee
2018/19

£

£

£

Overall assumptions for 2019/20 Fee
The agreed fee presented is based on the following general assumptions:
► Officers meeting the agreed timetable of deliverables;

Code work

41,468
Note 2

Total audit

41,468

Other non-audit services not
covered above (Housing
Benefits)
Total fees
All fees exclude VAT

41,468

63,044
Note 1

41,468

63,044

11,738

N/a

11,738

Tbc

41,468

74,782

Note 2

Note 1

► The production of materially accurate draft accounts;
► Our accounts opinion and value for money conclusion being unqualified;
► Appropriate quality of documentation is provided by the Council; and
► The Council has an effective control environment.
The outline timetable on page 27 is contingent on the above factors.
If any of the above assumptions prove to be unfounded, we will seek a variation to
the agreed fee. This will be discussed with the Council in advance.
Fees for the auditor’s consideration of correspondence from the public and formal
objections will be charged in addition to the scale fee.

Note 1: Explanation for 2018/19 additional fee:
• We have proposed a total additional fee of £21,576, to cover additional work on the errors found in the 1819 financial statements, and the value for money
significant risk. The additional fee remains subject to approval by PSAA.
Note 2: 19/20 VFM work:
• The planned fee for the 2019/20 VFM risks, set out on pages 17 & 18, remains subject to final scoping and agreement with management.
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Appendix B

Required communications with Those Charged with Governance
We have detailed the communications that we must provide to the Audit Committee.
Our Reporting to you
Required communications

What is reported?

Terms of engagement

Confirmation by the Audit Committee of acceptance of terms of engagement as written in
the engagement letter signed by both parties.

Our responsibilities

Reminder of our responsibilities as set out in the engagement letter

Planning and audit
approach

Communication of the planned scope and timing of the audit, any limitations and the
significant risks identified.

Significant findings from
the audit

•
•
•
•
•
•

Our view about the significant qualitative aspects of accounting practices including
accounting policies, accounting estimates and financial statement disclosures
Significant difficulties, if any, encountered during the audit
Significant matters, if any, arising from the audit that were discussed with management
Written representations that we are seeking
Expected modifications to the audit report
Other matters if any, significant to the oversight of the financial reporting process

When and where
The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.
The statement of responsibilities serves as the
formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.
Audit planning report
Audit results report
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Required communications with Those Charged with Governance (continued)
Our Reporting to you
Required communications

What is reported?

When and where

Going concern

Events or conditions identified that may cast significant doubt on the entity’s ability to
continue as a going concern, including:
• Whether the events or conditions constitute a material uncertainty
• Whether the use of the going concern assumption is appropriate in the preparation and
presentation of the financial statements
• The adequacy of related disclosures in the financial statements

Audit results report

Misstatements

•

Uncorrected misstatements and their effect on our audit opinion, unless prohibited by
law or regulation
The effect of uncorrected misstatements related to prior periods
A request that any uncorrected misstatement be corrected
Corrected misstatements that are significant
Material misstatements corrected by management

Audit results report

Enquiries of the Policy & Organisation Board to determine whether they have knowledge
of any actual, suspected or alleged fraud affecting the entity
Any fraud that we have identified or information we have obtained that indicates that a
fraud may exist
A discussion of any other matters related to fraud

Audit results report

•
•
•
•
Fraud

•
•
•

Related parties

•
•
•
•
•
•

Significant matters arising during the audit in connection with the entity’s related parties Audit results report
including, when applicable:
Non-disclosure by management
Inappropriate authorisation and approval of transactions
Disagreement over disclosures
Non-compliance with laws and regulations
Difficulty in identifying the party that ultimately controls the entity
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Required communications with Those Charged with Governance (continued)
Our Reporting to you
Required communications
Independence

External confirmations
Consideration of laws and
regulations

What is reported?

When and where

Communication of all significant facts and matters that bear on EY’s, and all individuals
Audit planning report
involved in the audit, objectivity and independence
Audit results report
Communication of key elements of the audit engagement partner’s consideration of
independence and objectivity such as:
• The principal threats
• Safeguards adopted and their effectiveness
• An overall assessment of threats and safeguards
• Information about the general policies and process within the firm to maintain objectivity
and independence
• Management’s refusal for us to request confirmations
Audit results report
• Inability to obtain relevant and reliable audit evidence from other procedures
•

•

Audit findings regarding non-compliance where the non-compliance is material and
Audit results report
believed to be intentional. This communication is subject to compliance with legislation
on tipping off
Enquiry of the Policy & Organisation Board into possible instances of non-compliance with
laws and regulations that may have a material effect on the financial statements and that
the Committee may be aware of

Internal controls

•

Representations

Written representations we are requesting from management and/or those charged with
governance
Material inconsistencies or misstatements of fact identified in other information which
management has refused to revise
• Any circumstances identified that affect the form and content of our auditor’s report

Audit results report

•
•
•

Audit planning report
Audit results report

Material inconsistencies
and misstatements
Auditors report
Fee Reporting

Significant deficiencies in internal controls identified during the audit

Breakdown of fee information when the audit plan is agreed
Breakdown of fee information at the completion of the audit
Any non-audit work

Audit results report

Audit results report
Audit results report
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Additional audit information
Other required procedures during the course of the audit
In addition to the key areas of audit focus outlined in section 2, we have to perform other procedures as required by auditing, ethical and independence standards and
other regulations. We outline the procedures below that we will undertake during the course of our audit.
Our responsibilities required
by auditing standards

•

•
•
•
•
•
•

Identifying and assessing the risks of material misstatement of the financial statements, whether due to fraud or error, design and
perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion.
Obtaining an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Council’s internal control.
Evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.
Concluding on the appropriateness of management’s use of the going concern basis of accounting.
Evaluating the overall presentation, structure and content of the financial statements, including the disclosures, and whether the
financial statements represent the underlying transactions and events in a manner that achieves fair presentation.
Reading other information published with the financial statements, and reporting whether it is materially inconsistent with our
understanding and the financial statements; and
Maintaining auditor independence.

Purpose and evaluation of materiality
For the purposes of determining whether the accounts are free from material error, we define materiality as the magnitude of an omission or misstatement that,
individually or in the aggregate, in light of the surrounding circumstances, could reasonably be expected to influence the economic decisions of the users of the financial
statements. Our evaluation of it requires professional judgement and necessarily takes into account qualitative as well as quantitative considerations implicit in the
definition. We would be happy to discuss with you your expectations regarding our detection of misstatements in the financial statements.
Materiality determines:
• The level of work performed on individual account balances and financial statement disclosures.
The amount we consider material at the end of the audit may differ from our initial determination. At this stage, however, it is not feasible to anticipate all of the
circumstances that may ultimately influence our judgement about materiality. At the end of the audit we will form our final opinion by reference to all matters that could
be significant to users of the accounts, including the total effect of the audit misstatements we identify, and our evaluation of materiality at that date.
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Public Sector Audit Appointments Ltd (PSAA) have issued a ‘Statement of responsibilities of auditors and audited bodies’. It is available from the Chief
Executive of each audited body and via the PSAA website (www.psaa.co.uk).
This Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different
responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.
The ‘Terms of Appointment (updated April 2018)’ issued by PSAA set out additional requirements that auditors must comply with, over and above those set out
in the National Audit Office Code of Audit Practice (the Code) and statute, and covers matters of practice and procedure which are of a recurring nature.
This Annual Audit Letter is prepared in the context of the Statement of responsibilities and Terms of Appointment. It is addressed to the Members of the
audited body, and is prepared for their sole use. We, as appointed auditor, take no responsibility to any third party.
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 Steve Varley, 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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01 Executive Summary
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Executive Summary
We are required to issue an annual audit letter to Hart District Council (the Council) following completion of our audit procedures for the year ended 31 March 2019.
Below are the results and conclusions on the significant areas of the audit process.

Area of Work

Conclusion

Opinion on the Council’s:

Unqualified – the financial statements give a true and fair view of the financial position of the Council as at 31
March 2019 and of its expenditure and income for the year then ended.

►

Financial statements

►

Consistency of other information published with the
financial statements

Other information published with the financial statements was consistent with the Annual Accounts.

Concluding on the Council’s arrangements for securing
economy, efficiency and effectiveness

We concluded that you have put in place proper arrangements to secure value for money in your use of
resources.

Area of Work

Conclusion

Reports by exception:
►

Consistency of Governance Statement

The Annual Governance Statement was consistent with our understanding of the Council.

►

Public interest report

We had no matters to report in the public interest.

►

Written recommendations to the Council, which should We had no matters to report.
be copied to the Secretary of State

►

Other actions taken in relation to our responsibilities
under the Local Audit and Accountability Act 2014

We had no matters to report.
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Executive Summary (cont’d)
Area of Work

Conclusion

Reporting to the National Audit Office (NAO) on our
review of the Council’s Whole of Government Accounts
return (WGA).

We had no matters to report.

As a result of the above we have also:
Area of Work

Conclusion

Issued a report to those charged with governance of the Our Audit Results Report was issued on 18 November 2020 and reviewed by the Audit Committee on 3
Council communicating significant findings resulting from December 2019.
our audit.

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.

Our certificate was issued on 19 December 2019.

We would like to take this opportunity to thank the Council’s 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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Purpose and Responsibilities
The Purpose of this Letter
The purpose of this annual audit letter is to communicate to Members 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 Council.
We have already reported the detailed findings from our audit work in our 2018/19 Audit Results Report to the 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 Council.
Responsibilities of the Appointed Auditor
Our 2018/19 audit work has been undertaken in accordance with the Audit Plan that we issued on 25 January 2019 and is conducted in accordance 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 2018/19 financial statements; and

►

On the consistency of other information published with the financial statements.

►

Forming a conclusion on the arrangements the Council has to secure economy, efficiency and effectiveness in its use of resources.

►

Reporting by exception:
►

If the Annual Governance Statement is misleading or not consistent with our understanding of the Council;

►

Any significant matters that are in the public interest;

►

Any written recommendations to the Council, which should be copied to the Secretary of State; and

►

If we have discharged our duties and responsibilities as established by the Local Audit and Accountability Act 2014 and Code of Audit Practice.

Alongside our work on the financial statements, we also review and report to the National Audit Office (NAO) on your Whole of Government Accounts return. The Council is
below the specified audit threshold of £500m. Therefore, we did not perform any audit procedures on the return.

Responsibilities of the Council
The Council is responsible for preparing and publishing its statement of accounts accompanied by an Annual Governance Statement (AGS). In the AGS, the Council reports
publicly each year on how far it complies with its own code of governance, including how it has monitored and evaluated the effectiveness of its governance arrangements
in year, and any changes planned in the coming period.
The Council is also responsible for putting in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources.

7

03 Financial Statement Audit
8

Financial Statement Audit
Key Issues
The Council’s Statement of Accounts is an important tool for the Council to show how it has used public money and how it can demonstrate its financial management and
financial health.
We audited the Council’s Statement of Accounts in line 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 and issued an unqualified audit report on 19 December 2019.
Our detailed findings were reported to the 3 December Audit Committee.
The key issues identified as part of our audit were as follows:
Significant Risk

Conclusion

Misstatements due to fraud or error

We:
• Wrote to the s151 officer, Chair of the Audit Committee and the Head of Internal Audit in this
regard and reviewed their responses;
• Documented our understanding of the controls relevant to this significant risk and considered
they have been appropriately designed;
• Tested the appropriateness of journal entries recorded in the general ledger and other
adjustments made in preparing the financial statements;
• Reviewed accounting estimates for evidence of management bias; and
• Evaluated the business rationale for any significant unusual transactions.

The financial statements as a whole are not free of material
misstatements whether caused by fraud or error.
As identified in ISA (UK) 240, 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 identify and respond to this fraud risk on
every audit engagement.

We did not identify any material weaknesses in controls or evidence of material management
override.
We did not identify any instances of inappropriate judgements being applied.
We did not identify any other transactions during our audit which appeared unusual or outside the
Council’s normal course of business.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)
Significant Risk

Conclusion

Risk of fraud in revenue and expenditure recognition –
Capitalisation of revenue expenditure

We:
•

Under ISA 240 there is a presumed risk that revenue may be
misstated due to improper revenue recognition. In the public sector, •
this requirement is modified by Practice Note 10 issued by the
Financial Reporting Council, which states that auditors should also
•
consider the risk that material misstatements may occur by the
manipulation of expenditure recognition.

Documented our understanding of the controls relevant to this significant risk and considered
they have been appropriately designed;
Designed journal procedures to identify and review adjustment manual journals that moved
amounts from revenue codes to capital codes; and
Amended our sample sizes when testing PPE additions to reflect the existence of this risk,
agreeing samples to source documentation to ensure the classification was reasonable

We have identified an opportunity and incentive to capitalise
Our testing did not identify any material misstatements from revenue and expenditure recognition.
expenditure under the accounting framework, to remove it from the
general fund.

Other Risk

Conclusion

Pension Net Liability:

We are satisfied that the Council correctly reflected the IAS 19 entries provided by their
actuaries in the financial statements. We are also satisfied that the actuaries are appropriately
qualified and the reasonableness of their assumptions.

The significance of the liability to the Council’s balance sheet, as well
as the difficulty in valuing some of the pension fund assets caused by
their nature and size. Small changes in assumptions when valuing the
pension net liability valuation can have a material impact on the
financial statements.

We have liaised with the auditors of Hampshire County Council, and received the required
information.
This year, there has been an ongoing national issue which has meant that a late change was
required to the Council’s pension net liability. It related to legal rulings regarding age
discrimination arising from public sector pension scheme transitional arrangements, commonly
described as the “McCloud ruling”.
The financial statements were amended as a result, increasing the past service cost by £470k,
which increased the pension liability by the same amount.

Disclosures amendments were made to clarify how this ruling was included in the accounts.
An amendment was also made to the disclosures to include all movements relating to actuarial
assumptions.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)

Other risk

Conclusion

Valuation of Property, Plant and Equipment, and
Investment Properties.

We assessed and found no issues with the valuer’s qualifications, objectivity and independence to carry out
such valuations. No issues were raised with regard to their key assumptions.

The value of Property, Plant and Equipment (PPE) and
Investment Properties (IP) represent significant balances
in the Council’s accounts.

Accounting entries were correctly processed within the financial statements.

Management are required to make material judgemental
inputs and apply estimation techniques to calculate the
year-end balances recorded in the balance sheet.

We assessed the potential misstatement of assets not valued as at 31/3/2019. The significant proportion of
assets were valued in 2018/19, £34.4m of the total NBV of Other Land & Building value at £36.8m. We
performed procedures for the remaining assets, giving assurance that there would be no material change to
their valuations.

We verified that all PPE requiring valuations have been valued within the 5 year cycle.

In assessing this risk, we considered the material
valuations of operational and investment property held by However, the disclosures on the valuation cycle were required to be amended due to misinterpretation of the
disclosure requirements which showed the annual movements, rather than the valuation by financial year over
the Council, the varied nature of these assets and the
the Council’s 5 year rolling programme
basis on which they are valued, including the need to
apply judgement. We also considered the assets not
revalued in year to assess the likelihood of material
misstatement within the population.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)
Other Key Findings

Conclusion

Non-Domestic Rates (NDR) Appeals Valuation.

We focused on the following:

The Non Domestic Rates Appeals Provision requires a
number of assumptions and judgements

•
•

The reasonableness of the assumptions to appeals made to the 2005 and 2010 ratings lists;
The reasonableness of the assumptions made to any appeals lodged against the 2017 ratings list, and the
Council’s assumptions for appeals as yet unlodged.

We reviewed the assumptions, methods and models used by management, and had no issues to report.
New Accounting standards: IFRS9 Financial
Instruments.
This new accounting standard was applicable for local
authority accounts from the 2018/19 financial year and
changed how financial instruments are classified and
measured, how the impairment of financial assets are
calculated, and amend the disclosure requirements.
New Accounting standards: IFRS15 Revenue from
Contracts with Customers

•

The Council’s draft financial statements did not display sufficient and appropriate knowledge of the new
accounting standard. Preparations, which could have been undertaken significantly earlier in the year,
were not adequate to meet the 31 May deadline with material accuracy even though the Council lacked
any complex financial instruments.

•

The required disclosures for the transition from IAS39 to IFRS9 were not present within the accounts, and
the terminology had not been properly updated to reflect new classifications.

•

We reviewed the authority’s implementation arrangements and impact assessment paper setting out the
application of the new standard, transitional adjustments and planned accounting for 2018/19. We
identified no issues;

This new accounting standard was applicable for local
authority accounts from the 2018/19 financial year. The •
key requirements of the standard cover the identification
of performance obligations under customer contracts and •
the linking of income to the meeting of those
performance obligations.
Treatment of Calthorpe School Sports Hall
HDC’s capital commitment to the part-funding of
Calthorpe School Sports Hall was £1.85 million and
continues to be met through S106 education monies. At
31 March 2018, the remaining £1.255 million of
Section 106 monies for the project were held within
HDC’s Corporate Services Earmarked reserves.

For relevant revenue streams we confirmed that revenue was recognised in line with the requirements of
IFRS 15; and
Disclosures were in line with the requirements of IFRS 15.

• We found that the £1.255 million of Section 106 monies, set aside in HDC’s Corporate Services Earmarked
reserves, were used to pay for the Calthorpe Sports Hall commitment in 2018/19. The disclosure in the
2018/19 accounts was correct.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)

Other Matters
We reported other significant findings from the audit
Significant difficulties encountered during the audit;
•

Poor quality financial statements: The financial statements published on the Council’s website on 31 May 2019, for the public to review were significantly below the
standard we expected.

•

We commenced our audit in June and found that the Cashflow Statement, showing £2.854 million of Cash and Cash Equivalents, was inconsistent with the £24.8
million of Cash and Cash Equivalents in the Balance Sheet. This error resulted in a number of audit adjustments in June as officers corrected the Cashflow Statement

•

There were also a number of other significant elements in the financial statements which were incorrect. These were

o unclear PPE Valuation reporting,
o internal inconsistencies in the values of capital financing; and
o non-compliant IFRS9 disclosures.
•

No senior review of the accounts before the audit. The accounts production did not allow sufficient time for the Council’s S151 Officer to review these prior to
publication, which we expect would have identified a number of the issues present in the draft financial statements. No review was carried out by Capita management.
Quality control was left to the local team who experienced resourcing issues during the accounts production process.

•

Due to the impact of the above, there was a clear inability to complete the audit by the Council’s target date of 31 July, We agreed with the s151 officer to reschedule
the audit for a later period in order for officers to be able to correct the statements, and prepare and accurate supporting working papers according to our agreed
information request.

•

Delays in receiving evidence: There were a number of significant delays to key audit evidence being obtained. These were both at the interim and final stages, and in
particular information that we required for our “walkthroughs” of the Council’s key financial systems. Some information for a number of those systems took 6 months
to provide. When we recommenced the audit n October 2019, no working papers had been provided despite deferring the audit to allow the Council time to correct
the errors within its accounts and provide the supporting working papers.

•

The overall audit process this year was subject to ongoing challenges and delays, considerably lengthening the time required to be able to complete the audit.
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Financial Statement Audit (cont’d)
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 £867k, which is 2% 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 Council.

Reporting threshold

We agreed with the Audit Committee that we would report to the Committee all audit differences in excess of £43k.

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 including any severance payments, exit packages and termination benefits:

►

Related party transactions.

We evaluate any uncorrected misstatements against both the quantitative measures of materiality discussed above and in light of other relevant qualitative
considerations.
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04 Value for Money

Value for Money
We are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness in 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.

Informed
decision
making

Proper
arrangements for
securing value for
money
Sustainable
resource
deployment

Working
with
partners
and third
parties

We identified one significant risk in relation to these arrangements. The table overleaf present the findings of our work in response to the risk identified and any other
significant weaknesses or issues to bring to your attention.
We performed the procedures outlined in our audit plan. We did not identify any significant weaknesses in the Council’s arrangements to ensure it took properly informed
decisions and deployed resources to achieve planned and sustainable outcomes for taxpayers and local people. Therefore, we gave an unqualified Conclusion on 19
December 2019.

16

Value for Money (cont’d)
Significant Risk

Conclusion

Implementation of the 5 Councils (5 C’s) contract

Whilst there are issues with the 5 C’s contract, we found that the Council adequately managed the risks
around this during 2018/19. We have the following key findings to report regarding our review of the 5 C’s
contract:
o

Key Performance Indicators (KPIs) are established for each service. Work took place to review the KPIs
within the contract parameters, for introduction in April 2019. However, the effectiveness of these KPIs
for the period reviewed are undermined by the fact that many of the services are tracking below the
Target Operating Model (“TOM”).

o

The processes implemented in updated governance arrangements, including the revised IAA, will take time
to implement, but in this regard we have found that the arrangements in place are satisfactory and offer a
solid basis upon which to implement the revised agreement and its delivery.

o

In our judgement the joint procurement of services is not always financially beneficial for the Councils due
to the associated costs and complexities of liaising with five Councils over one contract; in fact, our work
has found that it is becoming increasingly likely that the contract will struggle to break-even over its
lifetime, and could even incur some degree of cost. However, the Council’s recognition of this fact
demonstrates that Hart District Council, and indeed the other four Councils, are willing to review and
refresh arrangements in the pursuit of the achievement of value for money.
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Other Reporting Issues
Whole of Government Accounts
We are required to perform the procedures specified by the National Audit Office on the accuracy of the consolidation pack prepared by the Council for Whole of
Government Accounts purposes.
The Council is below the specified audit threshold of £500m. Therefore, we were not required to perform any audit procedures on the consolidation pack

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

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 Council 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.

Written Recommendations
We have a duty under the Local Audit and Accountability Act 2014 to designate any audit recommendation as one that requires the Council to consider it at a public
meeting and to decide what action to take in response.
We did not identify any issues which required us to issue a written recommendation.

Objections Received
We did not receive any objections to the 2018/19 financial statements from members of the public.
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Other Reporting Issues (cont’d)
Other Powers and Duties
We identified no issues during our audit that required us to use our additional powers under the Local Audit and Accountability Act 2014.
Independence
We communicated our assessment of independence in our Audit Results Report to the Audit Committee on 3 December 2019. In our professional judgement the firm is
independent and the objectivity of the audit engagement partner and audit staff has not been compromised within the meaning regulatory and professional
requirements.
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 have adopted a fully substantive audit approach and have therefore not tested the operation of controls. The matters reported are shown below and are limited to
those deficiencies that we identified during the audit and that we concluded are of sufficient importance to merit being reported.

Description

Impact

Capita payroll and pensions administrative services were
under-resourced

There were significant delays in responses to audit queries on payroll and pensions systems which we are
required to walkthrough.
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Focused on your future
The Code of Practice on Local Authority Accounting in the United Kingdom introduces the application of new accounting standards in future years. The impact on the
Council is summarised in the table below.
Standard

Issue

Impact

IFRS 16 Leases

It is currently proposed that IFRS 16 will be applicable for local authority
accounts from the 2020/21 financial year.

Until the 2020/21 Accounting Code is issued and any statutory
overrides are confirmed there remains some uncertainty in this
area.

Whilst the definition of a lease remains similar to the current leasing standard;
IAS 17, for local authorities who lease a large number of assets the new
However, what is clear is that the Council will need to undertake a
standard will have a significant impact, with nearly all current leases being
detailed exercise to identify all of its leases and capture the relevant
included on the balance sheet.
information for them. The Council must therefore ensure that all
lease arrangements are fully documented.
There are transitional arrangements within the standard and although the
2020/21 Accounting Code of Practice for Local Authorities has yet to be
issued, CIPFA have issued some limited provisional information which begins
to clarify what the impact on local authority accounting will be. Whether any
accounting statutory overrides will be introduced to mitigate any impact
remains an outstanding issue.
IASB Conceptual
Framework

CIPFA guidance on
property
investment

The revised IASB Conceptual Framework for Financial Reporting (Conceptual
Framework) will be applicable for local authority accounts from the 2019/20
financial year.

It is not anticipated that this change to the Code will have a material
impact on Local Authority financial statements.
However, Authorities will need to undertake a review to determine
whether current classifications and accounting remains valid under
the revised definitions.

On 15 November 2019 CIPFA released guidance to advise local authorities on This guidance should be reviewed to ensure good practices are
what is expected of them when investing in property.
being adopted, and the Council’s activities are consistent with the
guidance.
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Audit Fees
Our fee for 2018/19 is increased from the scale fee set by PSAA. This is a result of:
•

The identification of one value for money conclusion risk.

•

Significant issues experienced in the delivery of the financial statements audit, as referred to within section 3 of this Annual Audit Letter.

Final Fee 2018/19

Planned Fee 2018/19

Scale Fee 2018/19

Final Fee 2017/18 (previous
auditor)

Description

£

£

£

£

Total Audit Fee – Code work

63,045

41,469

41,479

69,790

Non-audit work
– Claims and returns

11,738

11,738

n/a

12,804

Further information on the scale fee variations are set out below. This is subject to approval by PSAA Ltd.

Description

Value

Rationale

VFM significant risk – 5 C’s Contract

3,068

Addition to audit scope to address the Council’s response to the qualification of its VFM
conclusion in the prior year,

Financial Statements audit

18,508

Total Proposed Scale fee Variation

21,576

Additional work undertaken as a result of delays and issues experienced during the audit as
reflected in section 3 of this letter.
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AUDIT COMMITTEE
DATE OF MEETING:

21 JULY 2020

TITLE OF REPORT:

ANNUAL INTERNAL AUDIT OPINION

Report of:

Audit Manager

Cabinet Member:

Councillor James Radley

1

PURPOSE OF REPORT
The purpose of this report is to inform the Committee of the Audit Manager’s
annual audit opinion on the effectiveness of the internal control framework for
2019/20.

2

OFFICER RECOMMENDATION
That the Committee accepts the report.

3

BACKGROUND
3.1 The Public Sector Internal Audit Standards require the Internal Audit
Manager to provide an opinion on the effectiveness of the internal control
framework.
3.2 The Annual Internal Audit Opinion for 2019/20 is reported in Appendix 1.

4

FINANCIAL IMPLICATIONS
There are no direct financial implications arising from this report

Contact:

Neil Carpenter, Ext 4140, neil.carpenter@hart.gov.uk

APPENDICES:
Appendix 1 – Annual Internal Audit Opinion 2019/20
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ANNUAL INTERNAL AUDIT REPORT 2019/20

Report By: Neil Carpenter
Internal Audit Manager

Date: 19 June 2020
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1.

Purpose of the Annual Internal Audit Report

1.1

The Accounts and Audit Regulations 2015 requires that the Council ensures that
a sound system of internal control exists. The system of internal control is
designed to ensure that the council is able to achieve its aims and objectives,
comply with the law, ensure financial management is effective, safeguard assets
from losses due to fraud and error and have effective arrangements in place to
manage risk.

1.2

In accordance with the Public Sector Internal Audit Standards and, to support the
content of the Annual Governance Statement, The Internal Audit Manager must
provide a report to those charged with governance, that sets out:

2.0



The effectiveness of the Council’s risk management and internal control
environment.



Presents a summary of the audit work from which the opinion is derived



Discloses any qualifications to that opinion together with the reasons for the
qualification.



Compares the work undertaken with the work that was planned and
summarise the performance.



Reports on the performance of the internal audit function.



Comments on compliance with the Public Sector Internal Auditing
Standards.

Internal Audit Approach

2.1

This report will provide the annual internal audit opinion on the internal control
framework that the Council had in place for 2019/20. In order to provide this
opinion Internal Audit carried out a number of planned reviews identified within the
annual internal audit plan.

2.2

A risk based Internal Audit Plan for 2019/20 was approved by the Audit Committee
in March 2019.

2.3

Each review included in the annual plan would normally result in a formal report
being issued to management. However due to the impact of COVID-19 in March,
3 planned reviews were not completed during 2019/20. However, sufficient work
was completed to enable an opinion on the internal controls in place to be provided
for these 3 reviews.

2.4

Work carried out during the year has been carried out in accordance with the
Public Sector Internal Auditing Standards.
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2.5

For each review carried out an opinion was provided on the adequacy of the
system of internal control. There are four categories of assurance on internal
control that can be provided these being:
Level of Assurance
Substantial assurance: can be given where there is a sound system of
controls in place which are applied consistently to enable achievement of the
intended objective.
Satisfactory assurance: can be given when there is generally a sound
system of internal control in place with only minor lapses, and in general
objectives are being achieved.
Limited assurance: is given where controls in place are not always applied
and objectives may not be achieved, meaning the Council is exposed to the
risk of financial loss, fraud or the loss of reputation.
No assurance: is given where weaknesses in control has resulted if a failure
to achieve objectives.

3.0

Internal Audit Opinion

3.1

The annual opinion on the risk and control framework provided by the Audit
Manager is based on:


The levels of assurance provided on each internal audit review carried out.



That appropriate actions are taken by management to resolve risk issues
identified by Internal Audit during 2019/20.



That during 2019/20 no frauds were identified.



Internal controls were sufficient to prevent attempts of fraud.



That appropriate processes were in place to manage risk.

3.2

During 2019/20 a limited level of assurance was provided on 7 internal audit
reviews. We provided a satisfactory level of assurance on 5 reviews.

3.3

Whilst we did receive appropriate responses from management to resolve risk
issues identified during 2019/20, we have yet to see whether actions taken by
management are sufficient to improve the internal control framework.
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3.4

We believe that there are sufficient controls in place to manage the risk of fraud.

3.5

We believe that appropriate processes were in place to manage risk during
2019/20.

3.6

I am satisfied that based on the resources available that sufficient work has
been carried out during 2019/20, to draw a reasonable conclusion on the
effectiveness of the council’s internal control and risk management framework.

3.7

The 2019/20 Internal Audit Plan was substantially delivered. It should be noted
that the impact of COVID-19 did result in 3 reviews not being fully completed.
However sufficient work had been completed to enable an opinion to be provided
on the control in place for each of these reviews.

3.8

It is important to note that the overall opinion on the internal control framework is
not based solely on assurances from internal audit reviews. Other factors are
also considered which include:
 Statutory officers are all in place and have been throughout the year.
 Internal controls have been sufficient to mitigate the risk of fraud.
 Internal controls are sufficient to ensure intended outcomes of the
Council have been substantially met.
 The Council has maintained an appropriate level of services to our
customers and stakeholders during the year.
 Appropriate separation of duties is in place.

3.9

No opinion can be absolute it is not possible to eliminate risk completely. Internal
controls in place are considered to be sufficient to manage risk to a level that is
acceptable to the Council. The overall opinion provided on the internal control
framework for 2019/20 is therefore considered to be satisfactory.

3.10 However there are qualifications to this opinion. These qualifications are based
on internal audit reviews where only a limited opinion was provided on the
internal control framework was provided. The reasons for qualifications are given
below:
Area of Review
Accounts Payable

Reasons for Limited Opinion
•
•
•

Accounts Receivable

•

Financial Regulations need to be reviewed
and updated.
The use of purchase orders does not always
comply with the purchase to pay process.
Procurement rules need to be reviewed and
updated.
Recovery action is not effective in that all
options are not used in a timely manner.
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Credit Card Usage

•
•

Credit Card Policy was not always adhered to.
Supporting information was not always
retained for all purchases.

Housing Benefits

•

Processing of new claims did not meet agreed
performance targets.
The recovery of overpayments is not effective.

•
Payroll

•
•

Data Management weaknesses
Up to date and readily available key HR
policies were not always easy to find.

Main Accounting

•

Integrity of data conversion from the legacy
finance system to the new version of Integra.
2019/20 opening balances had not been
brought forward into the accounts until March
2020.

•

Rent Deposits

•

Inconsistent approach to manage outstanding
balances.

4.0

Compliance with Public Sector Internal Auditing Standards

4.1

The service substantially complies with the requirements of the Public Sector
Internal Auditing Standards, a review of performance against the standards was
carried out in March 2020, as part of reporting and monitoring compliance, a
summary of the current status is shown below.
Category
Code of Ethics
Purpose, authority and
responsibility
Independence and
objectivity
Proficiency and due
professional care
Quality assurance and
improvement
programme
Managing the internal
audit activity
Nature of work
Engagement planning

Number of
Standards

Standards
Met

Standards
Not Met

12
3

Standards
Partially
Met
0
0

12
3
12

12

0

0

12

12

0

0

7

5

0

2

10

9

1

0

13
18

13
16

0
2

0
0

0
0
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Performing the
engagement
Communicating results
Monitoring progress
Communicating the
acceptance of risks
Public Sector Specific
Standards

8

8

0

0

16
3
1

16
2
1

0
1
0

0
0
0

14

13

1

0

129

122

5

2

5.0

Fraud

5.1

Internal Audit will always consider the risk of fraud in all reviews that are carried
out. It should be noted that during 2019/20, other than Housing Benefit and
Single Person Discount Fraud, no frauds were identified that required a formal
investigation.

5.2

The Audit Manager is the key contact for managing the follow up of data matches
identified as part of the National Fraud Initiative.

5.4

Fraud Awareness Training was provided to all employees and to members
during 2019/20, half yearly newsletters were also produced to continue to raise
awareness of fraud risk.

6.0

Risk Management

6.1

Responsibility for the management of risk lies with management. Internal Audit
facilitate the process and will review the effectiveness of controls in place to
manage risk.

6.2

The effectiveness of the risk management framework is reported to the Audit
Committee. Internal Audit are satisfied that the framework in place is satisfactory.

AUDIT COMMITTEE
Date and Time:

Tuesday, 21 July 2020 at 7pm

Place:

Council Chamber, Civic Offices, Fleet

Present:
COUNCILLORS
Blewett, Crookes, Delaney, Makepeace-Browne (Chairman) Smith, Southern
(7.02pm), Wildsmith

1.

Officers:
Emma Foy
Neil Carpenter
Joanne Innes
Helen Vincent
Celia Wood

Interim Head of Corporate Services and S151 Officer
Audit Manager
Internal Auditor
Committee Services
Committee Services

In attendance:
Justine Thorpe
Kevin Suter

Ernst and Young (E&Y)
Ernst and Young (E&Y)

ELECTION OF VICE-CHAIRMAN –
Councillor Wildsmith was elected as Vice-Chairman for the year 2020/21.

2.

MINUTES OF PREVIOUS MEETING
The Minutes of the meeting held on 3rd November 2019 were confirmed and
signed as a correct record.

3.

APOLOGIES FOR ABSENCE
None received.

4.

CHAIRMAN’S ANNOUNCEMENTS
The Chairman introduced Emma Foy as the incumbent Section 151 Officer.

5.

DECLARATIONS OF INTEREST
None declared.

6.

INTERNAL AUDIT PLAN FOR 2020/2021
The Audit Manager updated the Committee on the Internal Audit Plan 2020/21
and the impact of Covid-19 to the service normally provided by Internal Audit,
resulting in the Plan requiring amendment.
The Audit Manager highlighted the work carried out by the Team to administer
the payment of Business Grants to small businesses during the Pandemic
which is ongoing. The Committee thanked Neil and his Team for their work
during this time.
Members queried the reduced amount of work for the Service Review on data
management. The Committee was informed that data management will be
looked at as part of the IT controls audit. Members also expressed concern in
the reduction of days in the Five Councils area which was due to an overall
reduction in the number of days in the audit plan.
Also noted was the reduction of days allocated to the preparation of the
Annual Governance Statement. The Audit Manager stated this is a result of
better input from the Leadership Team.
DECISION
The Committee approved the Internal Audit Plan for 2020/2021.

7.

EXTERNAL AUDIT LETTER 2018/2019
The Council’s External Auditors summarised the Audit Letter for the year
ended 31st March 2019.
The Chairman of the Committee sought reassurance in relation to providing
adequate resources and questioned the increase in audit fee proposed. The
Chairman also asked for assurance that additional billing as in previous years
would not occur.
The Committee was informed that additional requirements have driven a
change to the baseline fee. The auditors also stated that they were unable to
guarantee that there would not be additional billing however any additional
fees will be discussed in advance with the Section 151 Officer.
The Committee questioned whether the issues in getting information from
Capita (noted in November 2019) still occurred with the Mendip shared
accountancy service and were informed that indications are that they are
working to time and with the External Auditors.
The Section 151 Officer stated she has received the first draft of accounts
from Mendip shared accountancy service, they have been reviewed and that
we are waiting for a second draft. The Section 151 noted that the Section 151
Officer at Mendip had been replaced and the team is led by an experienced
Section 151 Officer.
Committee thanked Kevin Suter and Justine Thorpe for their contribution.

8.

ANNUAL AUDIT LETTER 2018/2019
The Annual Audit Letter for the year ended 31 March 2019 was noted.

9.

ANNUAL INTERNAL AUDIT REPORT 2019/2020
The Audit Manager highlighted the key findings from the Annual Internal Audit
Report for the year 2019/2020.
The Chairman praised the Audit Team for their work and noted that the Heads
of Service will be held accountable for any discrepancies that may fall into
their area. The Committee asked if there had been an improvement in the
Accounts Payable challenge, credit card usage and payroll identified at the
last meeting.
The Audit Manager stated that correct and responsible credit card usage has
been reinforced and currently the Audit Team are not aware of any misuse of
this method of payment. Accounts Payable/Purchase Orders is being
addressed for a more consistent approach. Payroll is now back in house and
HDC will have greater control by the end of the year.
The Committee reflected that the Covid-19 period will have necessitated more
use of credit cards. The Audit Manager shared this concern as it may be
proved that quick decisions made as the Pandemic hit could have been done
better. Procurement is being monitored carefully in the next few weeks. The
Committee asked if HDC will have adequate resources now that we have
come to the end of the Capita contract. HDC will be identifying what roles may
be required in the future and are currently seeking to appoint a HR Specialist.
The Section 151 Officer informed the Committee that she has requested
Mendip attend the Audit Committee in November. Arrangements are in place
to ensure continuity and resilience in the short term.
DECISION
That the Internal Audit Report for the year 2019/2020 be accepted.
(Cllr Crookes left at 7.38 due to Internet failure)

10.

DRAFT STATEMENT OF ACCOUNTS FOR 2019/2020
An initial draft statement of accounts for 2019/2020 has been received from
the Mendip Team which will be signed off by The Section 151 Officer in
August. The Accounts will be circulated to the Committee at the beginning of
next week and following that there will be a series of workshops to run through
the Accounts with Members before the final Audit Committee. The Committee
agreed that the workshops would be of benefit to help their understanding.

Meeting closed 7.55pm

