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Dear Councillor
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Delete Councillor Prad Bains from the membership list
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The Chairman has accepted this item as an urgent item in view of the need for the
report to be considered before the next scheduled meeting of the Board.
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HAVANT BOROUGH COUNCIL
GOVERNANCE, AUDIT AND FINANCE
BOARD

7 October 2020

ANNUAL AUDIT LETTER 2018/19
Ernst & Young
FOR INFORMATION
Cabinet Lead): Councillor Inkster
Key Decision: N/A

1.0

Purpose of Report

1.1

To present the Annual Audit Letter for 2018/19.

2.0

Recommendation

2.1

That the Committee note the contents of the report

2.2

Summary

2.3

The purpose of this letter is to communicate to the Members of Havant Borough
Council and external stakeholders, including members of the public, the key
messages of the 2018/19 audit.

4.0

Reports

4.1

The Annual Audit Letter is attached to this report.

5.0

Implications

5.1

Resources: No direct implications

5.2

Legal: No direct implications

5.3

Strategy: No direct implications

5.4

Risks: No direct implications

5.5

Communications: No direct implications

5.6

For the Community: No direct implications
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5.7

The Integrated Impact Assessment (IIA) has been completed and concluded the
following: N/A

5.8

Consultation: N/A

Agreed and signed off for publication by:
Head of Finance

Contact Officer:
Job Title:
Telephone:
E-Mail:

Lydia Morrison
Chief Finance Officer
02392 446624
Lydia.Morrison@easthants.gov.uk
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Havant Borough Council
Annual Audit Letter for the year
ended 31 March 2019
August 2020
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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 Hywel Ball, our
Managing Partner, 1 More London Place, London SE1 2AF. We undertake to look into any complaint carefully and promptly and to do all we can to explain the
position to you. Should you remain dissatisfied with any aspect of our service, you may of course take matters up with our professional institute. We can provide
further information on how you may contact our professional institute.
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01 Executive Summary
3

Executive Summary
We are required to issue an annual audit letter to Havant Borough 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.
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Conclusion

Area of Work

Reports by exception:
►

Consistency of Governance Statement

The 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.

Area of Work

Conclusion

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

The Council is below the specified audit threshold of £500mn. Therefore, we did not perform any audit
procedures on the consolidation pack.
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Executive Summary (cont’d)
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 15 July 2020
Council communicating significant findings resulting from
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 31 July 2020
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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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02 Purpose and Responsibilities
6

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 29 July 2020 Governance, Audit and Finance Board,
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 29 April 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.
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As auditors we are responsible for:

►

►

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

►

Reporting by exception:

►

Expressing an opinion:
►

On the 2018/19 financial statements; and
On the consistency of other information published with the financial statements.

►

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 £500mn. 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.
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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 31 July 2020.
Our detailed findings were reported to the 29 July 2020 Governance, Audit and Finance Board.
Overview of the 2018/19 audit
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The 2018/19 audit was initially scheduled between 10 June 2019 and 12 July 2019 with the view to conclude the audit in advance of the 31st July 2020 publication
date for the 2018/19 accounts. We encountered a number of issues with incomplete working papers, and the quality of the draft statements being lower than expected.
In particular we encountered significant difficulties in auditing the Property, Plant & Equipment (PPE) balances, including delays in obtaining working papers to support
the disclosure note which sets out the latest valuation dates for all assets. We were unable to select our samples for testing despite numerous follow ups with the internal
valuers and this was exacerbated by resignations within the Property Services division and new staff coming in were not familiar with the previous processes followed.
We also had numerous requests for documentary evidence that assets not revalued in-year had not changed materially in value since the last revaluation date and this
information was not available. Through these enquiries management identified assets that should have been revalued but were not revalued as part of the five-year
rolling programme. Due to this significant issue, and a high number of other unresolved questions regarding the accounts, we paused the audit in July.
We came back in early August but management had not made significant progress as the extent of the valuations not performed was much worse than expected. External
valuers were then engaged to perform valuations on these assets. We subsequently received the revised valuations from the external valuers in mid-September but we
were still awaiting the valuation reports for those assets revalued in 2016/17 and 2017/18 which were not processed in the accounts and this was received piecemeal
between the end of September and beginning October.
Furthermore, errors identified during our initial visit in relation to the financial instruments note had still not been rectified. This was subsequently updated at the end of
August but there were still errors within the note that needed further corrections, eventually made and received in mid-September.
Given the further delays we decided again to pause the audit at the start of October and give management two weeks to obtain all the outstanding documentation after
which we would then recommence the audit.
We resumed the audit at the end of October for two weeks and managed to work through the evidence provided for outstanding queries relating to Earmarked Reserves,
Capital Grants, Movement in Reserves Statement, Debtors, Related Parties, Payroll, Collection Fund and Income. However, supporting evidence for PPE valuations were
still outstanding and we then paused the audit again until February 2020 due to our commitments on other clients and staff annual leave.
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Financial Statement Audit

Key Issues (continued)
We resumed the audit again in February and held meetings with management to discuss the outstanding queries and the evidence required to resolve them. At this point
we were liaising with the third different Deputy S151 Officer. We were able to resolve some of the queries based on the evidence provided by management but there
were various valuations which could not be supported by comparable evidence. These all related to prior year valuations and management therefore processed further
adjustments in the accounts as highlighted in section 4. We were then required to audit these adjustments to ensure that they we appropriately processed in the revised
set of accounts.
During the review of the proposed final version of the accounts we again identified casting and internal consistency errors which management corrected. However, there
were multiple instances where management made the corrections to the incorrect version of the accounts and each time we needed to go back and review the whole set
of accounts each time to ensure no other inappropriate changes were made.
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Throughout the audit we identified issues with the quality of supporting working papers, where evidence provided had no clear rationale to support the balances and
there were often delays in receiving the information requested.
Our work was drawing to a conclusion in March 2020 when the UK was impacted by Covid-19. As the final versions of the accounts with all corrections had not been
authorised for issue and approved, we were then required to undertake additional work over post balance sheet events and for the going concern assessment of the
Councils due to the significant impact that the pandemic created to the UK economy. Quite understandably the focus of officers was not on completing the 2018/19 audit
until mid June 2020, when the updated information was provided.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows:
Significant Risk

Conclusion

Risk of fraud in revenue and expenditure recognition

We:

Auditing standards also required us to presume that there is a risk
that revenue and expenditure may be misstated due to improper
recognition or manipulation.

• Documented our understanding of the controls relevant to this significant risk and considered
they have been appropriately designed;

We identified in our planning the incentive and opportunity to
classify revenue spend as capital.

• Amended our sample sizes when testing capital additions to reflect the existence of this risk,
agreed samples to source documentation to ensure the classification was reasonable.

• Designed journal procedures to identify and review adjustment manual journals that moved
amounts from revenue codes to capital codes; and
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Our testing did not identify any material misstatements from revenue and expenditure recognition.

Misstatements due to fraud or error
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 obtained a full list of journals posted to the general ledger during the year, and analysed these
journals using criteria we set to identify any unusual journal types or amounts. We then tested a
sample of journals that met our criteria and tested these to supporting documentation.
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)
Other financial statement risk

Conclusion
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Valuation of land and buildings We reviewed the scope and relationship of the valuer to the Council and the instructions and data provided to the valuer by the Council. We
identified no issues with what the valuer had been requested to do, once the council had properly identified which assets required valuing.
The fair value of Property,
Plant and Equipment (PPE)
Council initially undertook no valuations during 2018/19 on the assumption that all items of PPE were revalued within the rolling five year
represent significant balances capital programme. We challenged this assumption on two bases:
in the Council’s accounts and
1. The accuracy of the asset records and disclosures
are subject to valuation
changes, impairment reviews
2. The processes management had in place to comply with the Code requirements that all assets, whenever valued in the cycle, must be
and depreciation charges.
materially correct as at the balance sheet date. Management had no process to assess potential material movements in valuation between
Management is required to
the last valuation date and 31 March 2019 as required by the Code and we needed to perform our own assessment.
make material judgemental
Management were unable to provide evidence to support the valuation dates for the property portfolio as disclosed in the accounts. We
inputs and apply estimation
requested they review the dates of when each property was last valued from the valuation reports over the past 5 years This procedure
techniques to calculate the
identified 14 properties that were not revalued in the last five years. The Council subsequently engaged external valuers to value these
year-end balances recorded in
properties and the valuations were updated which resulted in material corrections to the financial statements.
the balance sheet.
As part of this review, management identified properties that were revalued in 2016/17 and 2017/18 but the values were not updated in
the accounts for those years. This resulted in material corrections to prior year figures. We therefore needed to audit three years of
We focused on the following:
valuations to gain sufficient assurances over the PPE balances. During our review of these prior year revaluations we identified further
• The adequacy of the scope errors above our threshold, mainly due to the use of the incorrect Build Cost Information Service rates;
of the work performed by
The lack of proper asset records is a significant control deficiency. This was exacerbated by the fact that the internal valuers who
the valuer including their
performed these prior year valuations were no longer employed by the Council, working papers underpinning the valuations were not
professional capabilities;
readily available, and therefore we experienced significant delays in obtaining the required evidence to conclude on the valuations;
and
• The reasonableness of the We reviewed the accounting entries at period end and those journals made in processing valuation adjustments and identified further
errors. The adjustments impacted throughout the accounts, i.e. all primary statements and the notes to the accounts and a significant
underlying assumptions
used by the Council’s expert amount of time was needed to ensure that all the adjustments were made appropriately, including depreciation entries through the
Comprehensive Income and Expenditure Statement (CIES), Expenditure and Funding Analysis (EFA), Cash Flow Statement and related
valuer
notes to the accounts.
Once we had agreed the final adjustments with management in relation to the prior year revaluations, upon review of these adjustments in
the revised set of accounts we identified revaluation adjustments that were incorrectly processed in the current year instead of the prior
year. Management needed to go back and process the adjustments in the correct financial year.
With regard to material movements in valuation between the last valuation date and 31 March 2019 as required by the Code, we did not
identify any material movements in valuation after identifying the correct valuation records, and after all amendment journals had been
properly processed.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)
Other financial statement risk

Conclusion

Pension Asset 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 obtained assurances from the auditors of Hampshire Pension Fund that the information supplied to
the actuary in relation to Havant Borough Council was accurate and complete.
We assessed and were satisfied with the competency and objectivity of the Council’s actuaries: AON
Hewitt. We have reviewed the work of the actuaries. We challenged the actuarial valuation and found no
indication of management bias in this estimate.
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The Council’s pension fund deficit contains material estimations
Our review of accounting entries at period end and those journals made in processing valuation
and the Code requires that this asset be disclosed on the
adjustments did not reveal any instances of management intention to misreport the financial position.
Council’s balance sheet. At 31 March 2019 this totalled
However, we did identify a £260k difference in Employer contributions when transferring the amounts
£45.77m.
from the Actuary’s report to the draft accounts. We also identified an understatement of £287k relating
The information disclosed is based on the IAS 19 report issued to total benefits paid when comparing information submitted to the Actuary to that disclosed in the
to the Council by the actuary to the County Council.
general ledger.
Accounting for this scheme involves significant estimation and
judgement and therefore management engages an actuary to
undertake the calculations on their behalf. ISAs (UK and Ireland)
500 and 540 require us to undertake procedures on the use of
management experts and the assumptions underlying fair value
estimates.

We identified an adjusting event after reporting date relating to the pension fund liability, referred to as
the McCloud judgement, the effect of which increased past service cost and gross liability. A revised IAS
19 report was prepared accordingly by the Actuary and the amendments were processed in the
accounts. However, the new IAS 19 report did not take into account the updated fair value of plan
assets and other actuarial adjustments in relation to guaranteed minimum pension (GMP) indexation.

Going concern
The Council prepares its accounts on the assumption that it will
continue as a going concern. The current and future uncertainty
over government funding and loss of income as a result of
Covid-19 increases the need for the Council to revisit its
financial planning and undertake a detailed assessment to
support its going concern assertion. From an audit perspective,
the auditor’s report going concern concept is a 12-month
outlook from the audit opinion date, rather than the balance
sheet date. So, for the 2018/19 statements, for example, we
needed to see evidence of an assessment up to and including
July 2021.

In our view no significant uncertainty exists that may cast doubt on the Council’s ability to continue as a
going concern, which would be required to be disclosed. The key issues we reflected on for our
assessment relate to a combination of the Council’s liquidity and its level of General Fund reserves.
Management’s assessment demonstrates that reserves should be maintained above the minimum level
set by the s151 officer for the foreseeable future, and the Council will have access to sufficient working
capital.
The Council has updated its disclosures in the accounts to reference these factors and we drew
attention to this through an emphasis of matter paragraph in our audit report.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)

Other financial statement risk

Conclusion

NDR Appeals Valuation
The Code of Practice on Local Authority Accounting requires the Council
to account for NDR income (business rates) on an accruals basis.
Therefore, the Council is required to consider a provision for the outcome
of any appeals to business rates
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The Non Domestic Rates Appeals Provision requires a number of
assumptions and judgements and in the prior year we identified an error
above our audit differences threshold.

We reviewed the calculation of the provision and confirmed that the calculation was accurate.
We confirmed that the provision considered unlodged appeals.
We reviewed the assumptions, methods and models used by management’s specialist. We
identified no issues.

New Accounting Standards – IFRS 9
This new accounting standard is applicable for local authority accounts
from the 2018/19 financial year and changed how financial assets are
classified and measured, how the impairment of financial assets are
calculated, and the disclosure requirements for financial assets.

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 the issues below which were not addressed by the authority’s implementation
arrangements;
• The draft accounts presented for audit displayed an inadequate knowledge of the new
accounting standard, and the steps needed to present the information consistent to it’s
requirements;
• Financial instrument were not appropriately classified under IFRS 9. The accounts submitted
for audit still referred to the old classifications under IAS 39 and the transition from IAS 39 to
IFRS 9 was not presented appropriately;
• Additional disclosure requirements were not in line with the requirements of IFRS 9 as the
disclosures in the draft accounts submitted for audit were prepared in accordance with IAS 39;
• These issues were not resolved until additional resource was brought in by the Council, after
we paused the audit.
We reviewed the new expected credit loss model impairment calculations for assets and
identified no issues.
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Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)

Other financial statement risk

Conclusion

New Accounting Standards – IFRS 15

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.
For relevant revenue streams we confirmed that revenue was recognised in line with the
requirements of IFRS 15.
Additional disclosure requirements were in line with the requirements of IFRS 15.

This new accounting standard is 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.
Where the standard is relevant, the recognition of revenue will
change and new disclosure requirements introduced
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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

Audit differences

In the normal course of any audit, we identify material misstatements between amounts we believe should be recorded in the financial
statements and the disclosures and the amounts actually recorded. These differences are classified as ‘known’ or ‘judgemental’. Known
differences represent items that can be accurately quantified and relate to a definite set of facts or circumstances. Judgemental
differences generally involve estimationand relate to facts or circumstances that are uncertain or open to interpretation.
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We included all known and judgemental amounts greater than £0.064 million in our summary of misstatements within our Audit Results
Report presented to the 29 July 2020 Governance, Audit & Finance Board. We do not repeat them in full, but summarise the issues
below between those affecting the primary statements and those affecting the disclosure notes:
• £4.9m upward revaluations of Property, Plant & Equipment (PPE) as a result of PPE valuations not performed in line with the five-year
rolling programme as required by the Code.
• £2.3m downward revaluations of PPE as a result of PPE valuations not performed in line with the five-year rolling programme as
required by the Code.
• £5.715m prior year adjustment in relation to an understatement of PPE due to asset revaluations performed in prior years which
were not processed in the accounts.
There was also £656k impact on net costs of services in the CIES and the Movement in Reserves Statement. The impact of these
adjustments further affected the Cash Flow Statement, EFA and related notes to the accounts
• £96k impairment allocated to the incorrect portfolio line in the CIES, the impairment was allocated to Community Engagement instead
of Executive and 5Cs
• £695k misclassification between Long Term Debtors and Short Term Debtors in relation to Community Infrastructure Levy. Amounts
falling due within 2019/20 were not reclassified as short term.
• £260k overstatement of the net pension liability due to the figures for Employer contributions being incorrectly transferred from the
Actuary report to the accounts.
• £218k overstatement of the Capital Adjustment Account reserve due to the impact revaluation losses not considered.
• £1.73m overstatement of investment properties due to input errors and double counting.
• Financial instruments were disclosed under the old accounting standard IAS 39. The whole disclosure note needed to be revised and
disclosed in terms of IFRS 9 which is the new standard for financial instruments. The accounting policies also needed to be updated
accordingly.
• A significant number of misstatements (28), both material and immaterial, identified within the notes to the accounts which affected
both current and prior year disclosures
There were also numerous casting and cross casting errors and internal consistencies in the draft set of accounts submitted for audit.
Furthermore, when these errors were corrected their was poor version control. Incorrect versions of the draft accounts were used
which led to previously agreed corrections no longer appearing in the revised set of accounts, which occurred on multiple occasions.
This required us to recheck the revised set of accounts in its entirety on each occasion (over 100 pages) and this had a further impact
on our final audit fee. This occurred again when the signed accounts were sent to us for final review. The version signed was not the
16
version tabled at the Governance, Audit and Finance Board and we needed to recheck the final version subsequently received.

Financial Statement Audit (cont’d)
The key issues identified as part of our audit were as follows: (cont’d)
Other Key Findings

Conclusion

Audit differences

Management chose not to correct the following misstatements as they were not material and had no impact on the overall
financial statements:
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• £190k known overstatement of the Net Pension Liability. The net asset value of Hampshire Pension Fund was estimated
at the time the actuaries prepared their report. The final outturn for the Pension Fund’s net assets at year-end differed to
the actuary’s estimate which had the effect of overstating the Net Pension Liability.
• £309k known understatement of the Net Pension Liability due to the omission of the GMP impact
• £70k difference between the net pension liability recognised on the balance sheet and the net pension liability per note 38
Defined benefit pension schemes
• £192k capital additions recognised in the incorrect period. Capital expenditure incurred in 2017/18 was recognised in
2018/19
• £223k understatement of Collection Fund Council Tax Debtor due to historic imbalance from prior years
• £225k overstatement of grant income that was recognised when conditions of the grant were not fully met
• Note 38 of the financial statements: Total benefits paid in relation to the net pension liability was understated by £288k.
This impacted both the present value of the defined benefit obligation and the fair value on pension assets. However, the
net effect was nil
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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 £1.29m (2018: £1.227m), which is 2% of gross revenue expenditure reported in the draft
accounts of £64.677m.
We consider gross revenue expenditure to be one of the principal considerations for stakeholders in assessing the financial
performance of the Council.

Reporting threshold
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We agreed with the Governance, Audit and Finance Board that we would report to the Committee all audit differences in excess of
£0.064m (2018: £0.061m).

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
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Proper
arrangements for
securing value for
money
Sustainable
resource
deployment

Working
with
partners
and third
parties

We identified one significant risks in relation to these criteria.
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.
We therefore issued an unqualified value for money conclusion on 29 July 2020.
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Value for Money (cont’d)
Significant Risk
Partnership working - Implementation of the revised Corporate Services Contracts
In 2016 the Council entered into agreements for Corporate Services Contracts with Capita (Lot 1) and Vinci (Lot 2), as part of the Five Councils Partnership
arrangements. The services split into two lots; data-based services (Lot 1) and property based services (Lot 2).
These contracts started in 2017/18 at Havant Borough Council and were designed to generate significant savings for the five Councils across their lifetime of nine years.
The Councils have since renegotiated Lot 1 and terminated Lot 2 due to issues with the way the contracts were constructed and the implications for the practical
implementation thereof and have also revised savings targets.
A new Inter-Authority Agreement is being put in place which outlines the revised governance and cost sharing arrangements between the Five Councils. In addition, there
have been a number of issues noted during implementation of the services across the Five Councils. This has led to remedial action being taken including:
• appointing a remedial adviser to review the service provision in some areas, for example, HR and IT, and recommend actions to remedy the causes of failure;
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• potentially bringing HR services back in house if remedial actions does not remedy the failures; and
• implementing additional management checks, for example, on payroll runs.
Given the significant changes to the IAA there is a risk that both the services and financial performance of the Councils could be negatively impacted if renegotiated
changes are difficult to implement or do not deliver the intended benefits.
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Value for Money (cont’d)
Conclusion
Havant Borough Council, along with its partners, have subscribed to the revised IAA, which was signed in January 2019. The revised IAA aims to support wider
collaboration between the Councils according to the agreed Mutual Aims, including delivering improved value for money. The Vinci element of the original contract is
terminated, and the IAA facilitates changes to the contract governance and cost sharing mechanisms. The financial mechanism now better promotes each Council
paying for its own services, increasing transparency, and removing cross subsidy. The IAA also clarifies how changes can be made to the contract, clarifying the
mechanisms and responsibilities for incurred costs if and where changes are sought by any of the members. There are provisions for exclusions for conflicts of interest
in decision making, and a dispute resolution mechanism.
All five Councils are fully represented in the revised document, allowing for a balanced approach to decision making. A revised governance mechanism has been created
to manage the arrangements arising out of the IAA. Governance bodies are now formed of a Joint Committee, a Strategic Board, an Operational Management Board,
and a Service Improvement Group. Each has a defined role and membership, and the relations between each including decision making delegations, is established.
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Looking at the operational arrangements, Key Performance Indicators (KPIs) are established for each service. Work also 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”). As acknowledged by the Councils, and previously reported, it is significantly doubtful whether the
contract has delivered the aspirational savings. We also remain unclear what detailed financial monitoring is taking place to measure actual savings against the
aspirational targets alluded to in the original contracts. Operationally, it is not clear the degree to which the revised governance arrangements are having an impact on
the performance of the contract in the year, as these have not yet had sufficient time by 31 March to clearly demonstrate their impact. The effectiveness of Financial
penalties is also unclear.
The processes will take time to embed, 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.
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. At Havant BC it is clear that the original savings targets will not be achieved. However, the Councils’ recognition of this demonstrates
that Havant Borough Council, and indeed the other four Councils, are willing to review and refresh arrangements through the IAA in the pursuit of the achievement of
value for money.
Therefore, on balance we have concluded that the Councils are taking the appropriate actions to improve the contract, and therefore have arrangements in place to do
so during 2018/19, starting from the baseline at the beginning of the year.
Looking forward we raise two points for which we would expect to see ongoing focus.
Firstly, that any decisions made are not rushed to an inappropriate timescale, are made transparently and as openly as a commercial decision can be made under each
Councils constitution, are in accordance with the terms of the contract, and are based on reliable performance or financial information.
Secondly, with strengthened arrangements in place under the revised IAA, it is important that the Councils continue to monitor and manage performance over a longer
period to determine whether value for money is being achieved through the partnership, and be ready to respond with remedial action if this is not the case.
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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 £500mn. 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.
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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.
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.
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Other Reporting Issues (cont’d)
Independence
We communicated our assessment of independence in our Audit Results Report to the Governance, Audit and Finance Board on 29 July 2020. 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. We
have adopted a fully substantive audit approach and have therefore not tested the operation of controls.
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 wish to report the following matters:
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We identified a significant deficiency with regards to the property valuations process and closedown procedures. There were a number of instances whereby the Finance
team were not fully aware of information provided by the Property team. There was a general lack of communication between the Finance team and the Property team. A
formal year-end process is required to ensure that information received by the Property team is communicated effectively to the Finance team.
We were also informed of errors in VAT where the financial system was overriding VAT rates in relation to off-street parking charges and building control. Although the
amounts were below our reporting threshold we performed additional procedures to ensure that VAT was accounted for correctly.
Overall, there needs to be a significant improvement in the quality of the close down process and the working papers prepared to support the 19/20 financial statements.
We have held discussions with the Head of Finance and agreed on the expectations of good quality working papers for external audit purposes. The Finance function is
also being brought back in-house which will allow management more control over the internal processes and procedures to ensure that the draft accounts produced are
of a good quality.
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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

IFRS 16 Leases

IFRS 16 will now be applicable for Local Authorities accounts from the
2021/22 financial year, having been deferred from 2020/21.
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IASB Conceptual
Framework

Impact

The Council will need to undertake a detailed exercise to identify all
of its leases and capture the relevant information for them. Whilst
applicable to the 2021/22 financial year, the Council should
Whilst the definition of a lease remains similar to the current leasing standard;
continue to build upon the work done in 2018/19.
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
The Council will no longer be able to expense operating leases but
included on the balance sheet.
will instead have to recognise an asset on the balance sheet and
recognise interest and depreciation. The Council must therefore
continuously ensure that all lease arrangements are fully
documented.
The revised IASB Conceptual Framework for Financial Reporting (Conceptual
Framework) will be applicable for local authority accounts from the 2019/20
financial year.
This introduces;
– new definitions of assets, liabilities, income and expenses
– updates for the inclusion of the recognition process and criteria and new
provisions on derecognition
– enhanced guidance on accounting measurement basis
- enhanced objectives for financial reporting and the qualitative aspects of
financial information.

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.

The conceptual frameworks is not in itself an accounting standard and as such
it cannot be used to override or disapply the requirements of any applicable
accounting standards.
However, an understanding of concepts and principles can be helpful to
preparers of local authority financial statements when considering the
treatment of transactions or events where standards do not provide specific
guidance, or where a choice of accounting policies is available.
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Audit Fees
The table below sets out the scale fee for 2018/19 and our final proposed audit fee.
Final Fee 2018/19

Planned Fee 2018/19

Scale Fee 2018/19

Final Fee 2017/18

Description

£

£

£

£

Total Audit Fee – Code work

84,574**

37,561*

36,036

59,686

Non-audit work
– Claims and returns

27,733***

12,483

N/A

13,430

Total fees

112,307

50,044

N/A

73,116
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We confirm we have not undertaken any non-audit work outside of the PSAA’s requirements.
*The planned fee for our Code work includes £1,525 for the group accounts work in respect of the joint venture with Norse South East. This fee also occurred in the prior
year but a lower fee has been charged this year due to reduced scoping. We reported this increase above the scale fee in our January planning report
**The proposed final fee includes £3,528 in respect of additional work required to gain assurance over the significant risk in respect of the value for money conclusion.
An equivalent fee was also occurred in the prior year.
It also includes £43,485 in respect of additional work performed on PPE valuations, financial instruments, VAT, going concern and our internal consultation process, and
more generally as a result of the level of misstatements and errors in the accounts and the resulting corrections. We have made reference to these errors throughout this
report. The audit work had to be performed over multiple final visits due to the significant delays encountered. These additional fees have been discussed with the Chief
Finance Officer and is subject to approval by the PSAA.
***Our final fee for the work on the Housing Benefit Subsidy claim includes £15,250 in relation to additional work required to review and capture extended testing and
the impact thereof on our Reporting Accountant’s report. We carried out seven lots of extended testing as a result of errors identified which included a high number of
failed cases with varying complexity. Our additional fee is driven by the number and complexity of errors identified as reperformance is required for all failed cases and a
proportion of passed cases from our extended samples.
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