Report to Audit and Governance Committee
Date: 29th July 2020
Reference number:
Title: 2019/20 District Audit plan update
Relevant councillor(s): N/A
Author and/or contact officer: Ernest & Young (External Auditors)/Richard Ambrose (S151)
Ward(s) affected: N/A
Recommendations: Members are requested to consider and note the update on District
Councils’ audit plans.

Executive summary
1.1

The purpose of the report is to present an update on the audit plans resulting from
Covid-19 and increase in Audit fees.

Content of report
1.2

The audit plans for all the districts were presented to the respective audit
committees or circulated via email to the Chair and Vice-Chair of the audit
committee if there were no scheduled meetings during March before the lockdown.

1.3

Since the original audit plans, there have been two significant events : outbreak of
Covid-19 and creation of the new council and the Audit & Governance Committee.
The attached Audit plan update at appendix 1 provides an update on impact of
Covid-19 and audit risks resulting from these events.

1.4

In the original plans, the auditor had also outlined the impact the changing risk and
regulatory environment was having on audits and discussions that were ongoing
with the Public Sector Audit Appointments (PSAA) regarding the scale fee setting
process. The audit plan update (Appendix 1) includes an update on how those issues
are impacting the scale fees of the District Councils which are subject to approval by
PSAA.

1.5

Due to significant increase in fees across all the District Councils, these have been
challenged but at the same time it is recognised the changes to the regulatory
environment is having an impact on the Audit work and ultimately the fees will need
to be approved by PSAA.

Other options considered
1.6

N/A

Legal and financial implications
1.7

The total consolidated budget for the District Councils’ Main audit fees and Housing
Benefit Fees is £277k, the total revised fees (to be approved by PSAA) which includes
an estimated cost of extended testing for Housing Benefit is forecasted at £343k
resulting in a forecast overspend of £66k.

1.8

Finance Service will try to manage this forecast overspend within its overall budget,
however ultimately this may have an impact on Council’s overall General Fund
position.

Corporate implications
1.9

None.

Consultation and Communication
1.10

None.

Next steps and review
1.11

The audit activity will be delivered in accordance with the plan and findings reported
to the Chief Finance Officer and the Audit and Governance Committee.

Background papers
District Audit Plans

Your questions and views (for key decisions)
If you have any questions about the matters contained in this report please get in touch
with the author of this report or email to Hasina.Shah@buckinghamshire.gov.uk

Buckinghamshire
District Councils
Audit plan update

Year ended 31 March 2020
June 2020

Private and Confidential

June 2020

Members of the Audit and Governance
Committee
Buckinghamshire Council

Dear Committee Members
Audit planning report update
We have previously presented our Audit Plans to the four Buckinghamshire Districts. However, we note there are two significant events since
that point in time, specifically;
• the creation of the new Buckinghamshire Council and the newly formed Audit and Governance Committee,
• the outbreak of the COVID-19 pandemic and its impact on society and the economy.
Therefore we are attaching a short update to our plan to be read in conjunction with the original plans submitted. Collectively these set out our
updated view on how we intend to carry out our responsibilities as auditor. Whilst our year end audits have now commenced, our risk assessment
procedures remain ongoing; we will inform the Audit and Governance Committee if there are any significant changes or revisions once we have
completed these procedures, and provide an update to the members of the Committee.
In our plans, we had also outlined the impact the changing risk and regulatory environment was having on our audits and background to the
current discussions that were ongoing with regards the PSAA’s scale fee setting process. We have therefore also included an update on how we
believe those broader issues are impacting the scale fees of the District Councils.
This update is intended solely for the information and use of the Audit and Governance Committee and management. It is not intended to be, and
should not be, used by anyone other than these specified parties.
Yours faithfully

Andrew Brittain
For and on behalf of Ernst & Young LLP
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Audit risks

Other areas of audit focus
Impact of Covid-19
The ongoing disruption to daily life and the economy as a result of the Covid-19 virus will have a pervasive impact upon the financial statements.
Understandably, the priority for all Councils to date has been to ensure the safety of staff and the delivery of business-critical activities. However, the
financial statements will need to reflect the impact of Covid-19 on all Councils’ financial position and performance. Due to the significant uncertainty
about the duration and extent of disruption, at this stage we have not identified one overall specific risk related to Covid-19, but wish to highlight the
wide range of ways in which it could have an impact on the financial statements. These may include, but may not be limited to:
• Going concern – even with the unitary authority process, management will present the financial statements on a going concern basis and
management’s assessment of this will need to consider the impact of the current conditions on the Councils. Additional narrative disclosure will be
required.
• Revenue recognition – there may be an impact on income collection (Council Tax and Business Rates) if businesses and residents are unable to work
and earn income because of the lockdown and restriction of movement due to COVID-19.
• Tangible assets – there may be impairment of tangible assets if estimates of valuation are reduced because of the economic impact of the virus. The
Councils may also have already incurred capital costs on projects where the economic case has fundamentally changed.
• Pensions – volatility in the financial markets is likely to have a significant impact on pension assets, and therefore net liabilities.
• Receivables – there may be an increase in amounts written off as irrecoverable and impairment of year-end balances because of the increased number
of businesses and residents unable to meet their financial obligations.
• Holiday and sickness pay – the change in working patterns may result in year-end staff pay accruals which are noticeably different from prior years.
• Annual Governance Statement– the widespread use of home working is likely to have changed the way internal controls operate. The Annual
Governance Statement will need to capture how the control environment has changed over the period and the steps taken to maintain a robust control
environment during the disruption. This will also need to be considered in the context of internal audit’s ability to issue their Head of Internal Audit
opinion for the year, depending on whether they have been able to complete the remainder of the internal audit programme.
We have outlined below our latest considerations on the impact of the risks already identified as part of our audit plans for the Councils. We will provide
an update on the impact of Covid-19 on the Councils’ financial statements, and our responses to any additional risks of misstatement, when we report the
results of our audit.
In addition to the impact on the financial statements themselves, the disruption caused by Covid-19 may have an impact on the ability of both auditors
and auditees to complete the audit to the planned timetable. For example, it may be more difficult to access the necessary supporting documentation.
There will also be additional audit procedures we must perform to respond to the additional risks caused by the factors noted above.
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Audit risks

Other areas of audit focus
Council

Risk impact

Rationale

Aylesbury Vale

We identified PPE valuation as a
significant risk in our original plan.
Since then we have received draft
statements which have £24m of PPE
reclassified as IP. We consider IP to
be significant risk as well now, as a
result

COVID-19 exacerbates the risks associated with valuation, especially of
retail assets, which we already considered to be volatile because of overall
economic factors (valuation assumptions include rental income, for
example). We will therefore be involving our specialists to look at a sample
of assets. The Council’s valuers refer to “material uncertainty” in their
valuation.
While the main impact may well fall in 20/21, this in itself requires more
rigorous consideration of post-balance sheet events and how the authority
satisfied itself on going concern.
Because of this we consider both going concern and PBSEs to be an
inherent risk arising since our original plan.

Chiltern

We still have concerns over the
capacity of the Council to provide all
necessary support for the audit
within the audit window (also applies
to SBDC).

This risk was presented in our Audit Plan but the audit work has got off to
a slow start because of problems accessing working papers, and the fact
that the draft accounts were submitted for audit later than originally
planned. As at the date of this report, we have everything we need but this
issue has caused a significant delay on our planned timescales.

South Bucks

We identified the £19m investment
property purchase by the Council’s
subsidiary, Consilio, to be an ‘other’
level risk.

Consilio already owns a Travelodge and has purchased an office complex
(with a £19m loan from the Parent). Given the potential effect of Covid-19
on retail and office valuations (and the fact that Travelodge is subject to a
voluntary CVA), this constitutes a level of uncertainty over the March 2020
valuation figures.

Wycombe

We identified both PPE and IP as
significant risks because of the size
and complexity of the property
portfolio.

COVID-19 has the same potential effect as for AVDC, especially as the
Council has a large retail portfolio. The same audit considerations
therefore apply.
Because of this we consider both going concern and PBSEs to be an
inherent risk arising since our original plan.
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Audit risks

Other areas of audit focus
Council

Risk impact

Rationale

All DCs

We identified an inherent risk around
the move to a unitary authority in
terms of adequate disclosures in the
narrative reports and completeness
of creditors.
We also pointed out the potential
impact on staff capacity of staff
leaving and dealing with preparation
of accounts while taking on new roles
and responsibilities

There has been a joint approach to disclosures across all DCs, but the
disclosures need to be revisited in the light of the multiple ways in which
COVID is affecting areas of the statements.
Completeness of creditors and year-end cut-off is proving more onerous as
DCs have for the most part transferred to SAP and it is more difficult to
identify, and test, transactions relating to the specific bodies. We are
therefore testing jointly across all four, but the process is time-consuming.
We have had issues getting information in time: 2 sets of statements were
not available for the 1 June start of the audit. There is also the inherent
inefficiency of the change to remote working because of COVID, although
we acknowledge that overall the process has gone relatively smoothly.

Pension disclosures continue to be a
higher inherent risk. Although
pension investments are part of a
long-term strategy to enable
commitments to be met, there is
likely to be a fall in value because of
stock market volatility before 31
March, and the impact of COVID-19
post-31 March.

Pension disclosures are likely to be affected by market changes with the
potential for valuations to be significantly different between the date of
valuation and the year-end. It is likely that we will need to do more work to
establish the year-end value is materially correct: also that there will be
further significant movement post-31 March because of COVID-19 which
we will again need to consider as a potential PBSE.
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Appendix A

Fees
We outlined in our audit plans the basis on which the scale fees set by PSAA for the four Councils. We also outlined a combination of factors which mean that we do not
believe the existing scale fees provide a clear link with either a public sector organisation’s risk or its complexity. In order to assist you to understand the reasons behind
this, we have repeated those the key factors below.
Summary of key factors
1.

2.

3.

4.

Status of sector. Financial reporting and decision making in local government has become increasingly complex, for example from the growth in
commercialisation, speculative ventures and investments. This has also brought increasing risk about the financial sustainability / going concern of bodies, given
the current status of the sector.
•
To address this risk our procedures now entail larger sample sizes of transactions, and the need to increase our use of analytics data to test more
transactions in greater detail. This requires a continual investment in our data analytics tools and audit technology to enhance audit quality. This also has
an impact on local government with the need to keep pace with technological advances in data management and processing for audit.
Audit of estimates. There has been a significant increase in the focus on areas of the financial statements where judgemental estimates are made. This is to
address regulatory expectations from FRC reviews on the extent of audit procedures performed in areas such as the valuation of land and buildings and pension
assets and liabilities.
•
To address these findings, our required procedures now entail larger sample sizes, increased requirements for corroborative evidence to support the
assumptions, and using our internal specialists.
Regulatory environment. Other pressures come from the changing regulatory landscape and audit market dynamics:
•
Parliamentary select committee reports, the Brydon and Kingman reviews, and in the public sector the Redmond review and the new NAO Code of Audit
practice, are all shaping the future of Local Audit. These pressures focus on audit quality and what is required of external auditors.
•
This means continual investment in our audit quality infrastructure in response to these regulatory reviews, increasing fines for not meeting the
requirements. and changes in auditing and accounting standards. As a firm our compliance costs have doubled as a proportion of revenue in the last five
years. The regulatory focus specifically on Local Audit is greater. We are three times more likely to be reviewed by a quality regulator than other audits,
again increasing our compliance costs of being part of this market.
Public sector auditing has therefore become less attractive as a profession, especially due to the compressed timetable, regulatory pressure and greater
compliance requirements. This has contributed to higher attrition rates in our profession over the past year and the shortage of specialist public sector audit staff
and multidisciplinary teams (for example valuation, pensions, tax and accounting) during the compressed timetables.
•
We need to invest over a five to ten-year cycle to recruit, train and develop a sustainable specialist team of public sector audit staff. We - and other firms
in the sector - face intense competition for the best people, with appropriate public sector skills, as a result of a shrinking resource pool. We need to
remunerate our people appropriately to maintain the attractiveness of the profession, provide the highest performing audit teams, and protect audit
quality.
•
We acknowledge that all local authorities are also facing challenges to retain staff with the necessary financial reporting skills and capabilities. This in turn
also exacerbates the challenge for external auditors, as shortages have an impact on their ability to deliver on a timely basis. For the four Districts, we
noted specifically the impact and risk that the unitary authority process is also having.
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Appendix A

Fees
Summary of impact
Based on the factors above, and in light of requests from PSAA to provide further detailed analysis, we have estimated the impact on the four Councils to be as shown
below. Note that given the timing of this exercise, it does not include the impact of any specific requirements for additional work in response to COVID-19. As noted
below, these amounts are subject to PSAA approval.
Rationale for fee variation
Scale fee

AVDC

CDC

SBDC

WDC

43,724

31,792

32,647

47,961

Changes in
risk profile

As a result of macro changes in the sector and the individual councils in terms of the risks
they are facing, the decisions being made and financial reporting of those decisions, audit
risk increases as outlined in our audit plans, and we need to extend our procedures to
address them.

12,250

9,250

9,500

10,500

Changes in
regulatory
environment

There has been a significant increase in the focus on areas of the financial statements
where judgemental estimates are made. This is to address regulatory expectations from
FRC reviews on the extent of audit procedures performed in areas such as the valuation of
land and buildings and pension assets and liabilities. Our required procedures now entail
larger samples sizes, increased requirements for corroborative evidence to support the
assumptions, and the increased use of specialists.
We have also seen wider changes in the regulatory environment to which all firms have
needed to respond. These include the various reviews, completed or ongoing, which all
have a focus on audit quality and what is expected of external auditors. This has in turn
increased the compliance and quality assurance costs required for us to continue to
provide services to the public sector.

14,500

10,500

10,200

18,000

Changes in
expectations
on delivery

Our expectation of the achievable degree of efficiency, for instance through greater
automation, has an impact on each audit.

2,000

1,450

1,450

2,000

72,474

52,992

53,797

78,191

Revised scale
fee (to be
approved by
PSAA)
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