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Private and Confident ial 21 March 2018

Dear Commit tee Members

Audit planning report

We are pleased to at tach our Audit  Plan which sets out  how we intend to carry out  our responsibilit ies as auditor. Its purpose is to provide the

Audit  Sub-Committee with a basis to review our proposed audit  approach and scope for the 2017/ 18 audit  in accordance with the requirements

of the Local Audit  and Accountability Act  2014, the Nat ional Audit  Off ice’s 2015 Code of Audit  Pract ice, the Statement  of Responsibilit ies issued

by Public Sector Audit  Appointments (PSAA) Ltd, audit ing standards and other professional requirements. It  is also to ensure that  our audit  is

aligned with the Commit tee’s service expectat ions.

This plan summarises our init ial assessment  of the key r isks driving the development  of an effect ive audit  for the Council, and out lines our

planned audit  st rategy in response to those r isks.

This report  is intended solely for the informat ion and use of the Audit  Sub-Committee and management , and is not  intended to be and should not

be used by anyone other than these specif ied part ies.

We welcome the opportunity to discuss this report  with you on 21 March 2018 as well as understand whether there are other mat ters which you

consider may inf luence our audit .

Yours faithfully

Steve Clark

For and on behalf of Ernst  & Young LLP

Enc

Audit Sub-Committee

South Derbyshire District Council

Civic Way

Swadlincote

DE11 OAH
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In April 2015 Public Sector Audit  Appointments Ltd (PSAA) issued “ Statement  of responsibilit ies of auditors and audited bodies” . It  is available from the via the PSAA website (www.PSAA.co.uk).

The Statement  of responsibilit ies serves as the formal t erms of engagement  between appointed auditors and audited bodies. It  summarises where the dif ferent  responsibilit ies of auditors and audited

bodies begin and end, and what  is to be expected of t he audited body in certain areas.

The “ Terms of Appointment  (updated February 2017)”  issued by the PSAA sets out  addit ional requirements that  auditors must  comply with, over and above those set  out  in the Nat ional Audit  Off ice Code

of Audit  Pract ice (the Code) and in legislat ion, and covers matters of pract ice and procedure which are of a recurr ing nature.

This report is made solely to the Audit Sub-Committee and management of South Derbyshire District Council in accordance with the statement of responsibilit ies. Our work has been undertaken so that we

might state to the Audit Sub-Committee, and management of South Derbyshire District Council those mat ters 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 Sub-Committee and management of South Derbyshire District  Council for this report or for the opinions we have

formed. It  should not be provided to any third-party without our prior writ ten consent.
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Overview of our 2017/ 18 audit  st rategy

Audit risks and areas of focus

Risk /  area of focus Risk ident ified Change from PY Details

Risk of fraud in revenue and

expenditure recognit ion

Fraud risk/

Significant  r isk

No change in r isk

or focus

Under ISA 240 there is a presumed risk that  revenue may be misstated due to

improper revenue recognit ion. In the public sector, this requirement  is modif ied

by Pract ice Note 10 issued by the Financial Report ing Council, which states that

auditors should also consider the risk that  material misstatements may occur by

the manipulat ion of revenue and expenditure revenue recognit ion  The risk is

focused on the year-end balance sheet , specif ically the completeness and

valuat ion of payables and existence and valuat ion of receivables .

Risk of management  overr ide Fraud risk/

Significant  r isk
No change in r isk or

focus

As ident if ied in ISA 240, management  is in a unique posit ion to perpet rate fraud

because of its ability to manipulate account ing records direct ly or indirect ly and

prepare fraudulent  f inancial statements by overr iding cont rols that  would

otherwise appear to be operat ing effect ively. The risk is focused around items of

income and expenditure that  are non-rout ine and involve management

judgement  and est imation  to determine items such as accruals and provisions.

Valuat ion of Property Plant  and

equipment

Other f inancial

statements risk
No change in r isk or

focus

PPE accounts for a signif icant  proport ion of the Council’s assets (£143m at  31

March 2017). The valuat ion of land and buildings is subject  to a number of

assumpt ions and judgements, which if  inappropriate, could increase the r isk of a

material impact  on the f inancial statements.

Valuat ion of the Pension liability Other f inancial

statements r isk

No change in r isk or

focus

Funding of the Council’s part icipat ion in the local government  pension scheme

will cont inue to have an impact  on both its cash flows and the liability in the

balance sheet .

The pension fund liabilit y at  31 March 2017 totalled £32,895m and is the most

significant  liability on the balance sheet .

The est imation of the def ined benefit  obligat ions, are subject  to a sensit ive range

of assumpt ions, such as rates of pay and pension inf lat ion, mortality and discount

rates. The pension fund valuat ions separately involve external specialists, to

provide these actuarial assumpt ions. A small movement  in these assumpt ions

could have a material impact  on the valuat ion in the balance sheet .

The following ‘dashboard’ summarises the significant  accounting and audit ing mat ters out lined in this report . It  seeks to provide the Audit  Sub-Commit tee
with an overview of our init ial risk ident ificat ion for the upcoming audit  and any changes in risks ident ified in the current  year.
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Overview of our 2017/ 18 audit  st rategy

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 South Derbyshire Dist r ict  Council give a t rue and fair  view of the f inancial posit ion as at  31 March 2018

and of the income and expenditure for the year then ended; and

§ Our conclusion on the Council’s arrangements to secure economy, eff iciency and effect iveness.

We will also review and report  to the Nat ional Audit  Off ice (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 audit ing standards.

When planning the audit  we take into account  several key inputs:

§ Strategic, operat ional and f inancial r isks relevant  to the f inancial statements;

§ Developments in f inancial report ing and audit ing 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  mat ter and our feedback is more likely to be relevant  to the Council.
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Audit  r isks

Our response to significant risks

Our audit  approach

We will

• Document  our understanding of the processes and controls in place to

mit igate the r isks ident if ied, and walk through those processes and

controls to confirm our understanding.

• Review and discuss the management  any account ing est imates on

revenue or expenditure recognit ion for evidence of bias.

• Sample test ing material revenue and expenditure st reams

• Sample test  accruals and provisions based on established test ing

thresholds;

• Review and test  cut -off  at  the period end date; and

• Perform a search for unrecorded trade payables at  period year.

Financial statement  impact

Misstatements that  occur in

relat ion to the risk of f raud in

revenue and expenditure

recognit ion could affect  the income

and expenditure account . Total

gross service expenditure in the

2016/ 17 f inancial statements

totalled £45m.

We consider that  the r isk impacts

on the following account  balances.

• Year-end t rade receivables and

payables and the calculat ion of

est imates, accruals and

provisions which impact  on the

completeness and valuat ion

assert ions.

• The completeness of other

income and operat ing

expenditure.

We have set out the signif icant risks (including fraud risks) ident if ied for the current year audit along with the rat ionale and expected audit approach. The risks
ident if ied below may change to reflect any signif icant f indings or subsequent issues we ident ify during the audit .

What  is the risk?

Under ISA 240 there is a presumed risk that

revenue may be misstated due to improper

revenue recognit ion. In the public sector, this

requirement  is modif ied by Pract ice Note 10

issued by the Financial Report ing Council, which

states that  auditors should also consider the r isk

that  material misstatements may occur by the

manipulat ion of expenditure recognit ion.

Due to the nature and value of income which

comprises of Government  Grants, income from

council tax, business rates, housing rents and

fees and charges, our view is that  the risk is not

signif icant  in this area, but  is relevant  to the

completeness of other income and other

expenditure.

.

Risk of fraud in revenue and
expenditure recognit ion
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Audit  r isks

Our response to significant risks (continued)

Our audit  approach

We will

§ Document  our understanding of the processes and controls in place to

mit igate the r isks ident if ied, and walk through those processes and

controls to confirm our understanding.

§ Test  the appropriateness of journal ent ries recorded in the general

ledger and other adjustments made in the preparat ion of the f inancial

statements;

§ Review the calculat ion of management’s accruals, est imates and

provisions for evidence of management  bias;

§ Evaluate the business rat ionale for signif icant  unusual t ransact ions

§ Understand the oversight  given by those charged with governance of

management  process over fraud;

§ Sample test  accruals and provisions based on established test ing

thresholds;

§ Review capital expenditure on property plant  and equipment  to ensure

it  meets the relevant  account ing requirements to be capitalised.

§ Review  the account ing adjustments processed in the movement  in

reserves to ensure consistency with other support ing disclosure notes.

What  is the risk?

The f inancial statements as a whole are not  free

of material misstatements whether caused by

fraud or error.

As ident ified in ISA (UK and Ireland) 240,

management  is in a unique posit ion to

perpet rate fraud because of its ability to

manipulate account ing records direct ly or

indirect ly and prepare fraudulent  f inancial

statements by overr iding controls that

otherwise appear to be operat ing effect ively. We

ident ify and respond to this f raud risk on every

audit  engagement .

We consider the risk most  focussed around

items of expenditure that  are non-rout ine and

involve management ’s judgement and

est imation to determine items such as year-end

accruals and provisions.

We also consider the risk to manifest  in the

potent ial to inappropriately capitalise revenue

spend.

Risk of management
override of controls

Financial statement  impact

We consider that  the r isk impacts

on the following balances in the

f inancial statements:

• Year-end t rade payables and the

calculation of est imates,

accruals and provisions which

impacts on the completeness

and valuat ion assert ions.

• Operat ing expenditure

impact ing on the completeness

assert ion.

• The account ing adjustments

processed and disclosed in the

movement  in reserves

statements and support ing

notes.
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Audit  r isks

Other areas of audit focus

What  is the risk/ area of focus? Our audit  approach

Valuation of Property, Plant and Equipment

The fair value of Property, Plant  and Equipment  (PPE) represents a

signif icant  balance in the Council’s accounts and are subject  to valuat ion

changes, impairment  reviews and depreciat ion charges. Management  is

required to make material judgemental inputs and apply est imat ion

techniques to calculate the year-end balances recorded in the balance

sheet .

We will:

§ Test  the revaluat ion cycle, including inst ruct ions and completeness of informat ion

provided to the Council’s external valuer

§ Review the classif ication of assets and assess how the Council has determined that

the correct  valuat ion methodology has been applied by the expert

§ Consider the approach adopted by the external valuer and their f indings

Valuation of Pension Liability

The Local Authority Account ing Code of Pract ice and IAS19 require the

Council to make extensive disclosures within its f inancial statements

regarding its membership of the Local Government  Pension Scheme.

The pension liability is the most  significant  liability on the Council’s

balance sheet  and is calculated through use of a number of actuarial

assumpt ions. A small movement  in these assumpt ions could have a

material impact  on the balance sheet .

We will:

§ Review the output  of the report  from the Administering Council’s actuary

§ Review the assumpt ions used by the actuary to determine whether they are in our

expected range

§ Test the journal ent ries for the pensions t ransact ions to check that  they have been

accurately processed in the f inancial statements

We have ident if ied other areas of the audit , that have not been classif ied as signif icant risks, but are st ill important when considering the risks of material
misstatement to the financial statements and disclosures and therefore may be key audit mat ters we will include in our audit report .
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Audit  r isks

Other areas of audit focus

What  is the risk/ area of focus? What  will we do?

Earlier deadline for production of the financial statements

The Accounts and Audit  Regulat ions 2015 int roduced a signif icant  change

in statutory deadlines from the 2017/ 18 f inancial year. The t imetable for

the preparat ion and approval of accounts will be brought  forward with draft

accounts needing to be prepared by 31 May and the publicat ion of the

accounts by 31 July.

These changes provide r isks for both the preparers and the auditors of the

f inancial statements.

The Council now has less t ime to prepare the f inancial statements and

support ing working papers. As your auditor, we have a more signif icant

peak in our audit  work and a shorter period to complete the audit . Risks for

auditors relate to delivery of all audits within same compressed t imetable.

Slippage at  one client  could potent ially put  delivery of others at  r isk.

To mit igate this r isk we will require:

§ good quality draft  f inancial statements and support ing working papers

by the agreed deadline;

§ appropriate Council staff  to be available throughout  the agreed audit

period; and

§ complete and prompt  responses to audit  quest ions.

If  you are unable to meet  key dates within our agreed t imetable, we will

need to be not if ied at  the earliest  opportunity in order that  we can review

and discuss with you the t iming of the audit .

Where addit ional work is required to complete your audit , due to addit ional

risks being ident ified, addit ional work being required as a result  of scope

changes, or poor audit  evidence, we will not ify you of the impact  on the fee

and the t iming of the audit . Such circumstances may result  in a delay to

your audit  while we complete other work elsewhere.

We will:

§ Work with the Council to engage early to  facilitate early substant ive test ing where

appropriate.

§ Provide an early review on the Council’s st reamlining of the Statement  of Accounts

where non-material disclosure notes are removed.

§ Facilitate faster close workshops to provide an interact ive forum for Local Authority

accountants and auditors to share good pract ice and ideas to enable us all to

achieve a successful faster closure of accounts for the 2017/ 18 f inancial year.

§ Work with the Council to implement  EY Client  Portal, this will:

• Streamline our audit  requests through a reduct ion of emails and improved

means of communicat ion;

• Provide on –demand visibility into the status of audit  requests and the

overall audit  status;

• Reduce r isk of duplicate requests; and

• Provide bet ter security of sensit ive data.

§ Agree the team and t iming of each element  of our work with you.

§ Agree the support ing working papers that  we require to complete our audit .

We have ident if ied other areas of the audit , that have not been classif ied as signif icant risks, but are st ill important when considering the risks of material
misstatement to the financial statements and disclosures and therefore may be key audit mat ters we will include in our audit report .
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Value for Money

Background

We are required to consider whether the Council has put  in place ‘proper arrangements’ to secure economy,

eff iciency and effect iveness on its use of resources. This is known as our value for money conclusion.

For 2017/ 18 this is based on the overall evaluat ion criter ion:

“ In all signif icant  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 def ined by statutory guidance issued by the Nat ional Audit  Off ice. They comprise

your arrangements to:

§ Take informed decisions;

§ Deploy resources in a sustainable manner; and

§ Work with partners and other third part ies.

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 .

We are only required to determine whether there are any r isks that  we consider signif icant , which the Code of

Audit  Pract ice def ines as:

“ A mat ter is signif icant  if , in the auditor’s professional view, it  is reasonable to conclude that  the mat ter would

be of interest to the audited body or the wider public”

Our r isk assessment  supports the planning of suff icient  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  ident ify any signif icant  r isks there is no requirement  to carry out  further

work.

Our r isk assessment  has therefore considered both the potent ial f inancial impact  of the issues we have

ident ified, and also the likelihood that  the issue will be of interest  to local taxpayers, the Government  and other

stakeholders. This has resulted in the ident ificat ion of the signif icant  r isk noted on the following page which we

view as relevant  to our value for money conclusion.

V
F
M

Proper arrangements for
securing value for money

Informed
decision making

Working with
partners and
third part ies

Sustainable
resource

deployment
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Value for Money

Value for Money Risk

V
F
M

What  is the significant
value for money risk?

What  arrangements does the risk affect? Our audit  approach

Securing financial resilience From the medium term financial plan, updated in January 2018, the

Council has ident ified it  will experience budget  def icits from 2018/ 19

to 2022/ 23 with the general fund deplet ing from £9.1m to £2.7m but

remaining above the £1m minimum level.

Going forward the Council will need to cont inue to scrut inise its

f inancial plans to achieve budget savings of £1m in 2019/ 20.

We will focus on:

§ Reviewing the MTFS including the adequacy of major

assumpt ions

§ Reviewing the Council’s arrangements to develop a

robust  savings plan to address the future f inancial

challenges.

Procurement and related

contract issues in the

Housing and Environment

Services Directorate

In our 2016/ 17 Audit  Results Report , we reported that  the value for

money conclusion was qualif ied on the basis the Housing and

Environment  Services Directorate had control weaknesses in its

procurement  and cont ract  management  arrangements which included

having signif icant  service cont racts unsigned. As the Council started to

implement  recommendat ions part  way through 2017/ 18, we have

determined that  the r isk in this area remains relevant  for the f inancial

year.

We will focus on;

§ Reviewing the outcomes of the work undertaken by

Internal Audit  to establish if  the recommendat ions have

been fully implemented by management

§ Understanding, if  there are any incomplete

recommendat ions, the extent  of and impact  they have

on system of internal cont rol and managements plans to

address them

§ Review the adequacy of managements governance

arrangements to move to a shared procurement  service.
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Materiality

For planning purposes, materiality for 2017/ 18 has been set at £917k. This

represents 2%of the Council’s budgeted gross expenditure on provision of services. It

will be reassessed throughout the audit process. This basis and percentage is in line

with the materiality levels in the prior period audit . We have provided supplemental

informat ion about audit materiality in Appendix D.

Audit  materialit y

Gross expenditure
on provision of services

£45,866k

Planning
materialit y

£917k

Performance
materialit y

£687k
Audit

differences

£229k

Materiality
Planning materiality – the amount  over which we ant icipate misstatements

would inf luence the economic decisions of a user of the f inancial

statements.

Performance materiality – the amount  we use to determine the extent  of

our audit  procedures. We have set  performance materiality at  £687k which

represents 75% of planning materiality.

Audit  difference threshold – we propose that  misstatements ident if ied

below this threshold are deemed clearly t r ivial. We will report  to you all

uncorrected misstatements over this amount  relat ing to the comprehensive

income and expenditure statement, balance sheet , housing revenue account

and collect ion that  have an effect  on income or that  relate to other

comprehensive income.

Other uncorrected misstatements, such as reclassif icat ions and

misstatements in the cashf low statement  and movement  in reserves

statement  or disclosures, and corrected misstatements will be

communicated to the extent  that  they merit  the at tent ion of the audit  sub-

commit tee, or are important  from a qualitat ive perspect ive.

Specific materiality – We have also ident if ied the following areas where

misstatement  at  a lower level than our overall materiality level might

inf luence the reader of the f inancial statements. The areas ident if ied in our

audit st rategy applied include:

• We assess the Remunerat ion disclosures including any severance

payments, exit  packages and terminat ion benefits as numerically

sensit ive and set  a materiality level of £1k, being the rounding number

in the f inancial statements.

• Related party t ransact ions. For any errors ident if ied in related part ies

we consider the concept  of the materiality of t ransact ions and balances

as would relevant  to the related individual or organisat ion.

• External audit  fees: we set  a materiality of £1k being the rounding

number in the accounts.

• Members’ allowances; a figure of £1k is judged appropriate.

• Cash and bank balances: given the inherent  r isk we have set  a

materiality level of £0.

Key definit ions

We request  that  the Audit  Sub-Commit tee confirm its understanding of, and agreement

to, these materiality and report ing levels.
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Object ive and Scope of our Audit  scoping

Under the Code of Audit  Pract ice our principal object ives are to review and report  on the Council’s f inancial statements and arrangements for securing economy,

eff iciency and effect iveness in its use of resources to the extent  required by the relevant  legislat ion and the requirements of the Code.

We issue an audit  report  that  covers:

1. Financial statement audit

Our object ive is to form an opinion on the f inancial statements under Internat ional Standards on Audit ing (UK).

We also perform other procedures as required by audit ing, ethical and independence standards, the Code and other regulat ions. We out line 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 f inancial statements;

• Ent ity-wide controls;

• Reading other informat ion contained in the financial statements and report ing whether it  is inconsistent  with our understanding and the f inancial statements; and

• Auditor independence.

Procedures required by the Code

• Reviewing, and report ing on as appropriate, other informat ion published with the f inancial statements, including the Annual Governance; and

• Reviewing and report ing on the Whole of Government  Accounts return, in line with the inst ruct ions 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, eff iciency and effect iveness on its use of resources.

Scope of our audit

Our Audit Process and Strategy
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Audit  Process Overview

Our audit  involves:

• Ident ifying and understanding the key processes and internal controls; and

• Substant ive tests of detail of  t ransact ions and amounts.

For 2017/ 18 we plan to follow a substant ive 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.

Analyt ics:

We will use our computer-based analyt ics tools to enable us to capture whole populat ions of your f inancial data, in part icular journal ent ries. These tools:

• Help ident ify specif ic except ions and anomalies which can then be subject  to more t radit ional substant ive audit  tests; and

• Give greater likelihood of ident ifying errors than random sampling techniques.

We will report  the f indings from our process and analyt ics work, including any signif icant  weaknesses or ineff iciencies ident ified and recommendat ions for

improvement , to management  and the Audit  Commit tee.

Internal audit :

We do not  plan to place reliance on the work of internal audit  however we will review internal audit  plans and the results of their work. Should the results have a

potent ial consequence on the year-end f inancial statements, we will assess the impact  on our audit  st rategy and update the Audit Sub-Commit tee should our r isk

assessment  change.

Scope of our audit

Our Audit Process and Strategy (continued)
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Audit  team

Audit team

Audit  team st ructure:

Steve Clark

Lead Audit  Partner

Helen Henshaw

Senior Manager

Jason Burgess

Assistant  Manager

Specialist

EY Actuaries

*  Key Audit  Partner

Grace Marsella

Senior



22

Audit  team

Use of specialists
• Our approach to the involvement  of specialists, and the use of their work.

When audit ing key judgements, we are often required to rely on the input  and advice provided by specialists who have qualif ications and expert ise 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 Specialists

Valuat ion of land and buildings Council’s external valuer

Pensions PSAA consult ing actuary and the actuary of the Derbyshire Pension Fund

In accordance with Audit ing Standards, we will evaluate each specialist ’s professional competence and object ivity, considering their qualif icat ions, 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 part icular

area. For example, we would typically perform the following procedures:

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

• Assess the reasonableness of the assumpt ions and methods used;

• Consider the appropriateness of the t iming of when the specialist  carried out  the work; and

• Assess whether the substance of the specialist ’s f indings are properly reflected in the f inancial statements.
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Audit  t imeline

Below is a t imetable showing the key stages of the audit  and the deliverables we have agreed to provide to you through the audit cycle in 2017/ 18.

From t ime to t ime mat ters may arise that  require immediate communicat ion with the Audit  Sub-Commit tee and we will discuss them with the Audit  Sub-Commit tee

Chair as appropriate. We will also provide updates on corporate governance and regulatory mat ters as necessary.

Timeline

Timetable of communication and deliverables

Audit  phase Timetable Audit  Sub-Commit tee t imetable Deliverables

Planning:

Risk assessment  and set t ing of scopes.

January 2018 21 March 2018 2017/ 18 Audit  Planning Report

Interim audit  which includes early

substant ive test ing and Walkthrough of

key systems and processes.

February 2018

March 2018 21 March 2018 Interim audit update

Q1 Local Government  Sector brief ing

May 2018 30 May 2018 Q2 Local Government  Sector brief ing

Year end audit June 2018

Year end audit

Audit Complet ion procedures

July 2018 25 July 2018 Audit Results Report  to those charged with

governance

Audit  report  (including our opinion on the f inancial

statements and overall value for money conclusion).

Audit  complet ion cert if icate

Report ing to the NAO on the Whole of Government

Accounts return

Conclusion of report ing Sept/ Oct 2018 To be presented to Full Council.

Date TBC.

Annual Audit  Let ter.
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Independence

The FRC Ethical Standard and ISA (UK) 260 “ Communicat ion of audit  mat ters with those charged with governance” , requires us to communicate with you on a t imely basis

on all signif icant  facts and mat ters that  bear upon our integrity, object ivity 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

communicat ions is to ensure full and fair disclosure by us to those charged with your governance on mat ters in which you have an interest .

In addit ion, during the course of the audit , we are required to communicate with you whenever any signif icant  judgements are made about  threats to object ivity and

independence and the appropriateness of safeguards put  in place, for example, when accept ing an engagement  to provide non-audit  services.

We also provide informat ion on any cont ingent  fee arrangements , the amounts of any future services that  have been contracted, and details of any writ ten proposal to

provide non-audit  services that  has been submit ted;

We ensure that  the total amount  of fees that  EY and our network f irms have charged to you and your aff iliates for the provision of services during the report ing period,

analysed in appropriate categories, are disclosed.

Required communicat ions

Planning stage Final stage

► The principal threats, if  any, to object ivity and

independence ident ified by Ernst & Young (EY)

including considerat ion of all relat ionships between

the you, your aff iliates and directors and us;

► The safeguards adopted and the reasons why they

are considered to be effect ive, including any

Engagement  Quality review;

► The overall assessment  of threats and safeguards;

► Informat ion about  the general policies and process

within EY to maintain object ivity and independence.

► A writ ten disclosure of relat ionships (including the provision of non-audit  services) that  bear on our

object ivity and independence, the threats to our independence that  these create, any safeguards that  we

have to put  in place and why they address such threats, together with any other informat ion necessary to

enable our object ivity and independence to be assessed;

► Details of non-audit  services provided and the fees charged in relat ion thereto;

► Writ ten conf irmation that  all covered persons are independent ;

► Details of any inconsistencies between APB Ethical Standards, the PSAA Terms of Appointment  and your

policy for the supply of non-audit  services by EY and any apparent  breach of that  policy; and

► An opportunity to discuss auditor independence issues.

Introduction
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Independence

We highlight  the following signif icant  facts and mat ters that  may be reasonably considered to bear upon our object ivity and independence, including the principal threats,

if  any.  We have adopted the safeguards noted below to mit igate these threats along with the reasons why they are considered to be effect ive. However we will only

perform non –audit  services if  the service has been pre-approved in accordance with your policy.

Self interest  threats

A self  interest  threat  arises when EY has financial or other interests in the Council.  Examples include where we receive signif icant  fees in respect  of non-audit  services;

where we need to recover long outstanding fees; or where we enter into a business relat ionship with you.  At  the t ime of writ ing, there are no self  interest  threats.

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 and that  are in

compliance with PSAA Terms of Appointment – if applicable.

A self  interest  threat  may also arise if  members of our audit  engagement  team have object ives or are rewarded in relat ion 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 object ives or is rewarded in relat ion to sales to you, in compliance

with Ethical Standard part  4.

There are no other self  interest  threats at  the date of this report .

Overall Assessment

Overall, we consider that  the safeguards that  have been adopted appropriately mit igate the principal threats ident if ied and we therefore confirm that  EY is independent

and the object ivity and independence of Steve Clark, your audit  engagement  partner and the audit  engagement  team have not  been compromised.

Relationships, services and related threats and safeguards
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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 ref lected in the amounts included or disclosed in

the f inancial 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 relat ion 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 .

Relationships, services and related threats and safeguards

Other threats

Other threats, such as advocacy, familiar ity or int imidat ion, may arise.

There are no other threats at  the date of this report .

Other communications
EY Transparency Report  2017

Ernst  & Young (EY) has policies and procedures that  inst il professional values as part  of f irm culture and ensure that  the highest  standards of object ivity, independence

and integrity are maintained.

Details of the key policies and processes in place within EY for maintaining object ivity and independence can be found in our annual Transparency Report  which the f irm

is required to publish by law. The most  recent  version of this Report  is for the year ended 1 July 2017 and can be found here:

ht tp:/ / www.ey.com/ uk/ en/ about-us/ey-uk-transparency-report -2017
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Appendix A

Fees

Planned fee

2017/ 18

Scale fee

2017/ 18

Final Fee

2016/ 17

£ £ £

Total Fee – Code work 49,275 49,275 *  57,264

Total audit 49,275 49,275 *  57,264

Cert ificat ion of claims and

returns
15,190 15,190 *  20,871

Total other non-audit  services 15,190 15,190 *  20,871

Total fees 65,588 65,588 *   78,135

The duty to prescribe fees is a statutory funct ion delegated to Public Sector Audit  Appointments Ltd (PSAA) by the Secretary of State for Communit ies and Local

Government .

PSAA has published a scale fee for all relevant  bodies. This is def ined as the fee required by auditors to meet  statutory responsibilit ies under the Local Audit  and

Accountability Act  2014 in accordance with the NAO Code.

All fees exclude VAT

The agreed fee presented is based on the following assumpt ions:

► Off icers meet ing the agreed t imetable of deliverables;

► Our accounts opinion and value for money conclusion being

unqualif ied;

► Appropriate quality of documentation is provided by the Council; and

► The Council has an effect ive control environment .

If  any of the above assumpt ions prove to be unfounded, we will seek a

variat ion to the agreed fee. This will be discussed with the Council in

advance.

Fees for the auditor’s considerat ion of correspondence from the public

and formal object ions will be charged in addit ion to the scale fee.
*  We have proposed a variat ion of £7,989 to the planned code work fee as a

result  of  addit ional procedures undertaken to address the signif icant  r isk

ident ified for the value for money conclusion and £5,681 for addit ional test ing

required to complete the cert if ication of the Housing Benefit  claim.

All fee variat ions are subject  to approval by PSAA.
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Regulatory update

In previous reports to t he Audit  Commit tee, we highlighted the issue of regulatory developments. The following table summarises progress on implementat ion:

Earlier deadline for product ion and audit  of the financial statements from 2017/ 18

Proposed effect ive date Effect ive for annual periods beginning on or af ter 1 April 2017.

Details The Accounts and Audit  Regulat ions 2015 int roduced a signif icant  change in statutory deadlines from the 2017/ 18 f inancial year.

From that  year the t imetable for the preparat ion and approval of accounts will be brought  forward with draft  accounts needing to be

prepared by 31 May 2018 and the publicat ion of the audited accounts by 31 July 2018.

Impact on South Derbyshire
Dist rict  Council

These changes provide challenges for both the preparers and the auditors of the f inancial statements.

We held a faster close workshop for clients on in November 2017 to facilitate early discussion and sharing of ideas and good

pract ice.

We are now working with the Council on ideas coming from the workshop, for example:

• Streamlining the Statement  of Accounts removing all non-material disclosure notes;

• Bringing forward the commissioning and product ion of key externally provided informat ion such as IAS 19 pension informat ion,

asset  valuat ions;

• Providing t raining to departmental f inance staff  regarding the requirements and implicat ions of earlier closedown;

• Re-ordering tasks from year-end to monthly/quarterly t iming, reducing year-end pressure;

• Establishing and agreeing working materiality amounts with the auditors.
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Our Reporting to you

Required communications What is reported? When and where

Terms of engagement Confirmat ion by the Audit  Sub-Commit tee of acceptance of terms of engagement  as writ ten

in the engagement  let ter signed by both part ies.

The statement  of responsibilit ies serves as the

formal terms of engagement  between the

PSAA’s appointed auditors and audited bodies.

Our responsibilit ies Reminder of our responsibilit ies as set  out  in the engagement  let ter The statement  of responsibilit ies serves as the

formal terms of engagement  between the

PSAA’s appointed auditors and audited bodies.

Planning and audit

approach

Communicat ion of the planned scope and t iming of the audit , any limitations and the

significant  r isks ident ified.

When communicat ing key audit  mat ters this includes the most  signif icant  r isks of material

misstatement  (whether or not  due to fraud) including those that  have the greatest  effect  on

the overall audit  st rategy, the allocation of resources in the audit  and direct ing the efforts of

the engagement  team

Audit planning report (March 2018)

Significant  f indings from

the audit

• Our view about  the signif icant  qualitat ive aspects of account ing pract ices including

account ing policies, account ing est imates and f inancial statement  disclosures

• Significant  dif ficult ies, if  any, encountered during the audit

• Signif icant  mat ters, if  any, ar ising from the audit  that  were discussed with management

• Writ ten representations that  we are seeking

• Expected modif icat ions to the audit  report

• Other mat ters if  any, signif icant  to the oversight  of the f inancial report ing process

Audit  results report  (July 2018)

Appendix C

Required communications with the Audit Committee
We have detailed the communicat ions that  we must  provide to the Audit Sub-Commit tee.
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Required communications with the Audit Committee (continued)

Our Reporting to you

Required communications What is reported? When and where

Going concern Events or condit ions ident if ied that  may cast  signif icant  doubt  on the ent ity’s ability to

cont inue as a going concern, including:

• Whether the events or condit ions const itute a material uncertainty

• Whether the use of the going concern assumpt ion is appropriate in the preparat ion and

presentat ion of the f inancial statements

• The adequacy of related disclosures in the f inancial statements

Audit  results report  (July 2018)

Misstatements • Uncorrected misstatements and their effect on our audit opinion, unless prohibited by

law or regulat ion

• The effect  of uncorrected misstatements related to prior periods

• A request  that  any uncorrected misstatement  be corrected

• Corrected misstatements that  are signif icant

• Material misstatements corrected by management

Audit  results report  (July 2018)

Fraud • Enquir ies of the Audit  Sub-Commit tee to determine whether they have knowledge of any

actual, suspected or alleged fraud affect ing the ent ity

• Any fraud that  we have ident if ied or informat ion we have obtained that  indicates that  a

fraud may exist

• A discussion of any other mat ters related to fraud

Audit  results report  (July 2018)

Related part ies • Signif icant  mat ters arising during the audit  in connect ion with the ent ity’s related part ies

including, when applicable:

• Non-disclosure by management

• Inappropriate authorisat ion and approval of t ransact ions

• Disagreement  over disclosures

• Non-compliance with laws and regulat ions

• Difficulty in ident ifying the party that  ult imately cont rols the ent ity

Audit  results report  (July 2018)
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Required communications with the Audit Committee (continued)

Our Reporting to you

Required communications What is reported? When and where

Independence Communicat ion of all signif icant  facts and mat ters that  bear on EY’s, and all individuals

involved in the audit , object ivity and independence

Communicat ion of key elements of the audit  engagement  partner’s considerat ion of

independence and object ivity such as:

• The principal threats

• Safeguards adopted and their effect iveness

• An overall assessment  of threats and safeguards

• Informat ion about  the general policies and process within the firm to maintain object ivity

and independence

Audit  Planning Report  (March 2018)

Audit  Results Report  (July 2018)

External conf irmat ions • Management ’s refusal for us to request  conf irmations

• Inability to obtain relevant  and reliable audit  evidence from other procedures

Audit  results report  (July 2018)

Considerat ion of laws and

regulat ions

• Audit  f indings regarding non-compliance where the non-compliance is material and

believed to be intent ional. This communication is subject  to compliance with legislat ion

on t ipping off

• Enquiry of the Audit  Sub-Committee into possible instances of non-compliance with laws

and regulat ions that  may have a material effect  on the financial statements and that  the

Audit  Sub-Committee  may be aware of

Audit  results report  (July 2018)

Internal controls • Significant  def iciencies in internal cont rols ident ified during the audit Audit  results report  (July 2018)
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Required communications with the Audit Committee (continued)

Our Reporting to you

Required communications What is reported? When and where

Representat ions Writ ten representations we are request ing from management  and/ or those charged with

governance

Audit  results report  (July 2018)

Material inconsistencies

and misstatements

Material inconsistencies or misstatements of fact  ident ified in other informat ion which

management  has refused to revise

Audit  results report  (July 2018)

Auditors report • Key audit  mat ters that  we will include in our auditor’s report

• Any circumstances ident if ied that  affect  the form and content  of our auditor’s report

Audit  results report  (July 2018)

Fee Report ing • Breakdown of fee informat ion when the  audit  plan is agreed

• Breakdown of fee informat ion at  the complet ion of the audit

• Any non-audit  work

Audit planning report (March 2018)

Audit  results report  (July 2018)

Annual Audit  Let ter (Sept / Oct  2018)

Cert if icat ion work Summary of cert if ication work undertaken Cert if icat ion report  (Early 2019)
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Additional audit information

Our responsibilit ies  required
by audit ing standards

• Ident ifying and assessing the risks of material misstatement  of the f inancial statements, whether due to fraud or error, design and

perform audit  procedures responsive to those r isks, and obtain audit  evidence that  is sufficient  and appropriate to provide a basis

for our opinion.

• Obtaining an understanding of internal cont rol 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 effect iveness of the Council’s internal control.

• Evaluat ing the appropriateness of account ing policies used and the reasonableness of account ing est imates and related disclosures

made by management.

• Concluding on the appropriateness of management ’s use of the going concern basis of account ing.

• Evaluat ing the overall presentat ion, st ructure and content  of the f inancial statements, including the disclosures, and whether the

f inancial statements represent  the underlying t ransact ions and events in a manner that  achieves fair  presentat ion.

• Obtaining sufficient  appropriate audit  evidence regarding the f inancial informat ion of the ent it ies or business act ivit ies within the

Council to express an opinion on the consolidated f inancial statements. Reading other informat ion contained in the f inancial

statements, including the board’s statement  that  the annual report  is fair, balanced and understandable,  the Audit Sub-Committee

report ing appropriately addresses mat ters communicated by us to the Audit Sub-Committee and report ing whether it  is materially

inconsistent  with our understanding and the f inancial statements; and

• Maintaining auditor independence.

Other required procedures during the course of the audit

In addit ion to the key areas of audit  focus out lined in sect ion 2, we have to perform other procedures as required by audit ing, ethical and independence standards and

other regulat ions. We out line the procedures below that  we will undertake during the course of our audit .
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Additional audit information (continued)

Purpose and evaluat ion of materiality

For the purposes of determining whether the accounts are free from material error, we def ine 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 inf luence the economic decisions of the users of the f inancial

statements. Our evaluation of it  requires professional judgement  and necessarily takes into account  qualitative as well as quant itat ive considerat ions implicit  in the

def init ion. We would be happy to discuss with you your expectat ions regarding our detect ion of misstatements in the f inancial statements.

Materiality determines:

• The level of  work performed on individual account  balances and f inancial statement  disclosures.

The amount  we consider material at  the end of the audit  may dif fer from our init ial determinat ion. At  this stage, however, it  is not feasible to ant icipate all of  the

circumstances that  may ult imately inf luence our judgement  about  materiality. At  the end of the audit  we will form our f inal opinion by reference to all mat ters that  could

be signif icant  to users of the accounts, including the total effect  of the audit  misstatements we ident ify, and our evaluation of materiality at  that  date.


