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Please note that by law this meeting can be filmed, audiorecorded, photographed or reported electronically by the use
of social media by anyone attending. This does not apply to
any part of the meeting that is held in private session.

Please ask for:
Suzanne Hulks

*PLEASE NOTE DATE
6 January 2017

Dear Councillor
You are requested to attend a meeting of the WELWYN HATFIELD BOROUGH COUNCIL
AUDIT Committee to be held on Monday, 16th January, 2017 at 7.30 pm in the Council
Chamber, Council Offices, The Campus, Welwyn Garden City, Herts, AL8 6AE

Yours faithfully

Executive Director
Public Protection, Planning and Governance

AGENDA
PART 1
1.

SUBSTITUTION OF MEMBERS
To note any substitution of Committee members made in accordance with Council
Procedure Rules 19-22.

2.

APOLOGIES

3.

MINUTES
To confirm as a correct record the Minutes of the meeting held on 17 October 2016
(previously circulated).

4.

ACTIONS UPDATE
Report of the Director (Governance) which lists the actions from previous meetings
and their current status.

5.

NOTIFICATION OF URGENT BUSINESS TO BE CONSIDERED UNDER ITEM 10
AND ANY ITEMS WITHDRAWN FROM THE AGENDA

6.

DECLARATIONS OF INTERESTS BY MEMBERS
To note declarations of Members’ disclosable pecuniary interests, non-disclosable
pecuniary interests and non-pecuniary interests in respect of items on this agenda.

7.

PUBLIC QUESTION TIME AND PETITIONS
Up to fifteen minutes will be available for questions from members of the public on
issues relating to the work of the Committee and to receive any petitions.

8.

SHARED INTERNAL AUDIT SERVICE (SIAS) INTERNAL AUDIT PROGRESS
REPORT (Pages 5 - 16)
Report of the Shared Internal Audit Service asking Members to note the Internal
Audit Progress Report and to approve amendments to the Audit Plan.

9.

OPTIONS FOR APPOINTING AN EXTERNAL AUDITOR (Pages 17 - 32)
Report of the Executive Director (Resources, Environment and Cultural Services),
informing Members of the change to the method of selecting and appointing an
external auditor and seeking agreement to recommend to Cabinet and Council that
this Council should join the national appointment scheme.

10.

SUCH OTHER BUSINESS AS, IN THE OPINION OF THE CHAIR, IS OF
SUFFICIENT URGENCY TO WARRANT IMMEDIATE CONSIDERATION
(Pages 33 - 60)

11.

EXCLUSION OF PRESS AND PUBLIC
The Committee is asked to resolve:
That under Section 100(A) (2) and (4) of the Local Government Act 1972, the
press and public be now excluded from the meeting for item 12 (if any) on the
grounds that it involves the likely disclosure of confidential or exempt
information as defined in Section 100A (3) and Part I of Schedule 12A of the
said Act as amended.
In resolving to exclude the public in respect of the exempt information, it is
considered that the public interest in maintaining the exemption outweighs
the public interest in disclosing the information.

12.

ANY OTHER BUSINESS OF AN EXEMPT NATURE AT THE DISCRETION OF
THE CHAIR

Circulation:

Councillors

G Michaelides (Chairman)
M Levitt
S Markiewicz

H Quenet
S Roberts

D Bell (Executive Member, Resources)
Executive Board
Press and Public (except Part II Items)

If you require any further information about this Agenda please contact Suzanne
Hulks, Governance Service Unit on 01707 357467, fax 01707 357257 or email –
democracy@welhat.gov.uk
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Agenda Item 8
-

Welwyn Hatfield Borough Council
Audit Committee
Internal Audit Progress Report
16 January 2017
Recommendation
Members are recommended to note the
Internal Audit Progress Report and approve
amendments to the Audit Plan as at
16 December 2016
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SIAS Internal Audit Progress Update
Welwyn Hatfield Borough Council

1 Introduction and Background
Purpose of Report
1.1

To provide Members with:
a) the progress made by the Shared Internal Audit Service (SIAS) in
delivering the Council’s 2016/17 Internal Audit Plan as at 16
December 2016,
b) the findings for the period 26 September 2016 to 16 December
2016
c) the details of changes to the planned start dates of audits from the
approved 2016/17 Audit Plan,
d) the proposed amendments required to the approved 2016/17 Audit
Plan, and
e) an update on performance management information as at 16
December 2016.
Background

1.2

Internal Audit’s Annual Plan for 2016/17 was approved by the Audit
Committee at its meeting on 21 March 2016.

1.3

The Audit Committee receive periodic updates against the Annual
Internal Audit Plan, the most recent of which was brought to this
Committee on 17 October 2016.

1.4

The work of Internal Audit is required to be reported to a Member Body
so that the Council has an opportunity to review and monitor an
essential component of corporate governance and gain assurance that
its internal audit function is fulfilling its statutory obligations. It is
considered good practice that progress reports also include proposed
amendments to the agreed annual audit plan.
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2

Audit Plan Update
Delivery of Audit Plan and Key Audit Findings

2.1

As at 16 December 2016, 68% of the 2016/17 Audit Plan days had
been delivered (calculation excludes contingency). Appendix A
provides a status update on each individual deliverable within the audit
plan.

2.2

The following reports and assignments have been issued or completed
in the period since the previous Audit Committee on 17 October 2016:

Audit Title

Date of Issue

Assurance
Level

Number of
Recommendations

2016/17 Audit Plan
Non Domestic Rates

16 November
2016

Full

None

Procurement

13 December
2016

Moderate

1 High
1 Medium

Payroll

14 December
2016

Substantial

2.3

2 Medium
1 Merits Attention

A summary is provided below of the recommendations made within the
above reviews.

Audit Title

Procurement

Control Area and Summary of
Recommendations
Use of INTEND (e-procurement system)
(High Priority)
Total expenditure by supplier should be
reviewed to ensure that key documents relating
to all material Council contracts are stored on
the Council’s e-procurement system, INTEND,
in line with the requirements of the
Constitution.
In addition, staff should be reminded of the
need to use the e-procurement system.
Adherence to Contracting Rules (Medium
Priority)
All staff in the Council (including CW
Entertainment) should be reminded of the need
to comply with the Council’s Constitution and
seek approval from the Procurement Manager
to use a specific supplier.
Page28
Page

Response /
Implementation
Date

Annual
refresher
training to be
provided by
the
Procurement
Manager.
Heads of
Service to
ensure
compliance
with the
Constitution.

SIAS Internal Audit Progress Update
Welwyn Hatfield Borough Council
Audit Title

Control Area and Summary of
Recommendations

Response /
Implementation
Date

In addition, Officers should be reminded that it
is the total value of the purchases in year that
needs to be considered when calculating the
potential contract value and therefore
identifying which procurement route to use.

Payroll

Payroll Validation Checks (Medium Priority)
Sample checks (for example; starters and
additional payments) should be undertaken on
the accuracy of payroll input as part of the
payroll processing validation process. Such
checks should be appropriately evidenced to
provide an effective audit trail.
In addition, exception reports should be used
to ensure the accuracy of the payroll, for
example; to confirm the accuracy of input such
as the rate of superannuation payments.

Agreed - 31
January 2017

Reconciliations (Medium Priority)
Timely reconciliations should be re-introduced
as a matter of urgency. Reconciliations should
always be checked and signed off by a senior
member of staff.

Agreed – 31
March 2017

Exception reports
We recommend that the previous year’s
recommendation to re-introduce exception
reports is implemented in the following areas:

Agreed – 31
January 2017

a) Additional payments made to employees in
excess of an agreed value;
b) Net pay exception reports;
c) Payments that are above a set threshold
(e.g. £5,000).

2.4

Since the previous Committee, the topics for the two shared reviews
have been agreed and approved by the SIAS Board: these being Local
Authority Trading and PREVENT. Both reviews will be undertaken in
the final quarter of the financial year.

2.5

The status of other audits in the agreed 2016/17 plan is outlined in
Appendix A to this report.
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2.6

Changes to Projected Audit Start Dates

2.7

To help the Committee assess current progress in delivering the
2016/17 Audit Plan, Appendix B details agreed start dates. These
dates have been agreed with management and resources allocated
accordingly. This schedule is designed to facilitate smoother delivery of
the audit plan through the year.

2.8

The audit of Treasury Management has been postponed from October
to January to facilitate the delivery of key financial systems to meet the
end of January deadline set by external audit.

2.9

The commencement of the Risk Management audit has been slightly
delayed from the originally agreed November start date to ensure an
expanded scope effectively seeks to provide assurance around the
risks associated with the reintegration of the housing trust.
Proposed Audit Plan Amendments

2.10 As part of the 2016/17 plan, 10 days were allocated to a second IT
review, the scope of which, it was agreed, would be identified in year.
However, given the coverage of IT audit in previous years, it has been
agreed with the Head of Resources that this review should be removed
from the plan and the planned days returned to contingency.
2.11 It is proposed that five of the days returned to contingency are
reallocated to the corporate governance audit to ensure that the
governance risks associated with the reintegration of the housing trust
into the Council are adequately covered in the audit scope.
High Priority Recommendations
2.11

Members will be aware that a Final Audit Report is issued when it has
been agreed (“signed off”) by management; this includes an agreement
to implement the recommendations that have been made.

2.12

The Council’s Principal Governance Officer is responsible for following
up the implementation status of the internal audit recommendations.
One new high priority recommendation was made in the Procurement
Audit as referenced in paragraph 2.3 above.
Performance Management

2.13

Performance indicators and associated targets are approved by the
SIAS Board on an annual basis. The actual performance for Welwyn
Hatfield against the targets that are monitored in year is set out in the
table below.

Page
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Performance Indicator

Annual
Target

Profiled
Target

Actual to
16 December 2016

1. Planned Days –
percentage of actual billable
days against planned
chargeable days completed

95%

65%

68%

2. Planned Projects –
percentage of actual
completed projects to draft
report stage against planned
completed projects

95%

50%

44%
(10 out of 23)

3. Client Satisfaction –
percentage of client
satisfaction questionnaires
returned at ‘satisfactory’ level

100%

100%

100%*

4. Number of High Priority
Audit Recommendations
agreed

95%

95%

100%
(One high priority
recommendation
raised to date.)

* Client Satisfaction score based on 5 questionnaires received relating to 16/17audits

Page
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APPENDIX A

PROGRESS AGAINST THE 2016-17 AUDIT PLAN AS AT 16 DECEMBER 2016

2016/17 SIAS Audit Plan
AUDITABLE AREA

LEVEL OF
ASSURANCE

RECS
H

M

L

AUDIT
LEAD
BILLABLE
PLAN AUDITOR
DAYS
STATUS/COMMENT
DAYS ASSIGNED COMPLETED

Key Financial Systems – 70 days
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Main Accounting System

6

SIAS

4.5

Debtors

8

SIAS

7

Quality Review

Creditors
Treasury Management - Investments CRSA Year 2
Payroll

8

SIAS

7

Quality Review

8

SIAS

0.5

In planning

10

SIAS

10

Final Report Issued

10

SIAS

9

Quality Review

10

SIAS

10

Final Report issued

10

SIAS

8.5

In Fieldwork

CCTV

10

BDO

9

Draft Report Issued

Campus West

10

SIAS

9

Quality Review

10

SIAS

10

Final Report Issued

10

BDO

9

Draft Report Issued

Substantial

0

2

1

Council Tax
NDR

Full

0

0

0

Housing Benefits

In Fieldwork

Operational Audits – 95 days

Enforcement

Substantial

0

0

0

Business Continuity
Disabled Facilities Grant

Substantial

0

0

2

10

SIAS

10

Final Report Issued

Streetscene Client

Substantial

0

1

2

10

SIAS
SIAS

10

Final Report Issued

8.5

Quality Review

Land Charges

10
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APPENDIX A

PROGRESS AGAINST THE 2016-17 AUDIT PLAN AS AT 16 DECEMBER 2016

AUDITABLE AREA

LEVEL OF
ASSURANCE

RECS
H

M

L

AUDIT
LEAD
BILLABLE
PLAN AUDITOR
DAYS
STATUS/COMMENT
DAYS ASSIGNED COMPLETED

Asset Management

10

BDO

0

Safeguarding

10

SIAS

0.5

Allocated
In Planning

Hatfield 2030 Project

N/A

0

1

1

3

SIAS

3

Final Report Issued

DFG Capital Grant Certification

N/A

0

0

0

2

SIAS

2

Final Report Issued

Moderate

1

1

0

5

SIAS

5

Final Report Issued

5

SIAS

3.5

As required

Shared Learning Newsletters and
Summary Themed Reports

2

SIAS

1.5

Through Year

Audit Committee Workshop

1

SIAS

0

Joint Review – Local Trading
Authority

2.5

SIAS

0.5

Joint Review - PREVENT

2.5

SIAS

0.5

Risk Management

5

SIAS

0

Allocated

Corporate Governance

10

SIAS

0

Allocated

Procurement – 5 days
Procurement
Local Reviews – 5 days
Page 13

Audit recommendations follow up
Shared Learning – 8 days

Allocated
Terms of Reference
issued
Terms of Reference
issued

Risk Management and Governance – 15 days

Ad Hoc Advice – 5 days
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APPENDIX A

PROGRESS AGAINST THE 2016-17 AUDIT PLAN AS AT 16 DECEMBER 2016

AUDITABLE AREA

LEVEL OF
ASSURANCE

RECS
H

M

L

Ad Hoc Advice

AUDIT
LEAD
BILLABLE
PLAN AUDITOR
DAYS
STATUS/COMMENT
DAYS ASSIGNED COMPLETED
3

SIAS

2

As and when required

Data Security

10

SIAS

0.5

In planning

IT Audit 2 – To be confirmed

0

SIAS

0

Cancelled

Head of Internal Audit Opinion 15/16

5

SIAS

5

Complete

Audit Committee

8

SIAS

6

Quarterly

External Audit Liaison

4

SIAS

3

On-going

Monitoring & Client Liaison

10

SIAS

7

On-going

SIAS Development

5

SIAS

3

On-going

2016/17 Audit Planning

5

SIAS

0

Allocated

Contingency

5

SIAS

0

15/16 Projects requiring
completion- 5 days

5

IT Audits – 10 days

Strategic Support and Contingency – 37 days
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Contingency – 5 days

Facilities Management

0

3

3

2

WHBC TOTAL

1

8

9

260
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5
SIAS

2
172

Final Report Issued

APPENDIX B 2016/17 AUDIT PLAN PROJECTED START DATES

Apr 16

Enforcement
Final Report
Issued

May 16

Jun 16

July 16

Aug 16

Sept 16

Oct 16

Nov 16

Dec 16

Jan 17

Feb 17

Procurement
Final Report
Issued

Council Tax
Quality
Review

Payroll
Final Report
Issued

Main
Accounting
In
Fieldwork

Treasury
Management
In Planning

Land
Charges
Quality
Review

Housing
Benefits In
Fieldwork

Asset
Management
Allocated

Safeguarding
In Planning

Risk
Management
Allocated

Second IT
audit
Cancelled

Non
Domestic
Rates
Final Report
Issued

Debtors
In Quality
Review

Business
Continuity
Draft Report
issued

Streetscene
Client
Final Report
Issued

CCTV
Draft Report
Issued

Creditors
In Quality
Review

Data Security
In planning

Page 15

Disabled
Facilities Grant
Final Report
Issued

Hatfield 2030
Final Report
Issued

Mar 17

Corporate
Governance
Allocated

Campus
West
In Quality
Review
Disabled
Facilities
Grant
Claim
Completed

Note:
The above schedule is considered as the agreed plan for the audit year. Changes to planned dates within this progress reporting period are highlighted in grey and further details
are provided within section 2.6 of the progress report.
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APPENDIX C – DEFINITIONS OF ASSURANCE AND RECOMMENDATION PRIORITIES

Levels of assurance
Full Assurance

There is a sound system of control designed to achieve the system objectives and manage
the risks to achieving those objectives. No weaknesses have been identified.

Substantial Assurance

Whilst there is a largely sound system of control, there are some minor weaknesses, which
may put a limited number of the system objectives at risk.

Moderate Assurance
Limited Assurance
No Assurance

Whilst there is basically a sound system of control, there are some areas of weakness, which
may put some of the system objectives at risk.
There are significant weaknesses in key control areas, which put the system objectives at
risk.
Control is weak, leaving the system open to material error or abuse.

Page 16

Priority of recommendations
High

There is a fundamental weakness, which presents material risk to the objectives and requires
urgent attention by management.

Medium

There is a significant weakness, whose impact or frequency presents a risk which needs to be
addressed by management.

Merits Attention

There is no significant weakness, but the finding merits attention by management.
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Agenda Item 9
Part I
Item No:
Main authors: Tim Neill
Executive Member: Duncan Bell
WELWYN HATFIELD BOROUGH COUNCIL
AUDIT COMMITTEE – 16 JANUARY 2017
REPORT OF THE HEAD OF RESOURCES
EXTERNAL AUDITOR APPOINTMENTS
1

Executive Summary

1.1

The Local Audit & Accountability Act 2014 (‘the Act’) abolished the Audit
Commission, and required principal local authorities to appoint their own external
auditors for the audit of the 2017/18 accounts by 31 December 2017.

1.2

Following the report to this committee in October 2016 about the new
arrangements and the proposed approach, this report informs the Committee of
the content of the proposed report for the meeting of Full Council on the 6
February and provides opportunity for further discussion.

2

Recommendations

2.1

That the Committee note the recommendation to Full Council to accept the
invitation from the Public Sector Audit Appointments Limited and to agree to opt
into the national scheme for auditor appointments for each of the five financial
years beginning 1 April 2018 and to be an ‘opted-in’ authority for the purposes of
the Regulations.

3

Explanation

3.1

The options available to the authority were explained in the previous report to this
Committee when, after discussion, Members were minded to support the
proposal to opt into the national scheme and for the appointment of external
auditors to remain a Council function.

3.2

The proposed Council report is provided as an appendix to this report for any
further comment before it is finalised for the Council meeting on the 6 February.
Implications

4

Legal Implications

4.1

The failure to appoint an auditor must be reported to the Secretary of State, who
may direct an authority to appoint a named auditor or appoint an auditor on that
authority’s behalf.

5

Financial Implications

5.1

Please see implications in the attached Council report.

6

Risk Management Implications
1
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6.1

There is a risk that quotes for the provision of an audit service through a
procurement process are in excess of the budget available. Mitigation of this may
be achieved through a collective procurement which achieves economies of
scale.

6.2

Not appointing an external auditor risks the Secretary of State appointing an
auditor on the authority’s behalf, causing reputational and potentially financial
issues. Mitigation is by following the outlined timetable to appoint an external
auditor in good time and before the deadline.

7

Security & Terrorism Implication(s)

7.1

There are no security or terrorism implications.

8

Procurement Implication(s)

8.1

The Council’s procurement rules will be followed in the appointment of the
external auditor, regardless of the method selected.

9

Climate Change Implications

9.1

There are no direct climate change implications to consider.

10

Link to Corporate Priorities

10.1

The subject of this report is linked to the Council’s Corporate Priority of engaging
with our communities and provide value for money and specifically with regard to
delivering value for money.

11

Equalities and Diversities

11.1

Officers will seek assurance that appropriate equalities considerations are part of
any procurement process, regardless of the method selected.

Author:
Title:
Date:

Tim Neill, ext: 2425
Head of Resources
December 2016

Appendix
Appendix A Full Council report

2
Page 18

APPENDIX – COUNCIL REPORT
Part I
Item No:
Main authors: Tim Neill
Executive Member: Duncan Bell
WELWYN HATFIELD BOROUGH COUNCIL
FULL COUNCIL – 6 FEBRUARY 2017
REPORT OF THE EXECUTIVE DIRECTOR
EXTERNAL AUDITOR APPOINTMENTS
1

Executive Summary

1.1

The Local Audit & Accountability Act 2014 (‘the Act’) abolished the Audit
Commission, and required principal local authorities to appoint their own external
auditors by 31 December 2017 for the audit of their accounts from financial year
2017/18.

1.2

There are four options for local authorities to appoint auditors:
1.

by establishing their own auditor panel (which may be an existing
committee or sub-committee of the authority),

2.

by jointly establishing an auditor panel with other authorities,

3.

by using the services of an auditor panel established by another authority,
or

4.

by delegating appointment to an appointing person and participate in a
national appointment scheme (which would effectively continue to operate
in the same fashion as the Audit Commission).

1.3

The Council has received an invitation to opt into the national scheme of auditor
appointments and this report seeks approval to accept the invitation and respond
as such before the deadline of 9 March 2017.

2

Recommendations

2.1

That the Council accept the invitation from the Public Sector Audit Appointments
Limited, agrees to opt into the national scheme for auditor appointments for each
of the five financial years beginning 1 April 2018 and agrees to be an ‘opted-in’
authority for the purposes of the Regulations.

2.2

That delegated authority be provided to the Executive Director to complete and
return the Form of Notice of Acceptance of the Invitation to Opt In on behalf of the
Council.

3

Explanation

3.1

Local authority external auditors have, since the mid-1980s been commissioned
or carried out by the Audit Commission. However, the Local Audit &
1
Page 19

Accountability Act 2014 (‘the Act’) abolished the Audit Commission, and requires
principal local authorities such as Welwyn Hatfield Borough Council to appoint
their own external auditors for the audit of the 2017/18 accounts by 31 December
2017.
3.2

There are four options for local authorities to appoint auditors:
Option 1. by establishing their own auditor panel (which may be an existing
committee or sub-committee of the authority),
Option 2. by jointly establishing an auditor panel with other authorities,
Option 3. by using the services of an auditor panel established by another
authority, or
Option 4. by delegating appointment to an appointing person (which would
effectively continue to operate in the same fashion as the Audit Commission
previously).

3.3

Where an auditor panel is used, it must be formed of a minimum of three
members with a majority of independent members and an independent Chair.
Where a panel is shared, independence may be differently assessed for different
authorities.

3.4

Officers have considered the advantages and disadvantages of the four options
listed in 3.2 and have sought the views of the Audit Committee:
Option 1: The costs involved in setting up a new panel and carrying out a
procurement exercise could be significant, and the benefits of procuring locally
could be limited. This is because the local authority audit market is a limited one
(with specific registration required by providers). There are also challenges in
setting up an appropriate committee because members are required to offer
relevant general knowledge and experience (guidance from the Chartered
Institute of Public Finance & Accountancy suggests local authority finance,
accountancy, audit process and regulation, and the role and responsibility of
auditors as specifically relevant areas).
Option 2: A joint set-up and procurement with other partners could be a more
attractive option than option 1, as it provides an opportunity to realise more local
benefits (such as the procurement of a firm offering commitment to
apprenticeships in Hertfordshire). There may also be an opportunity to realise
small additional efficiencies, for example through a single assessment of the
Shared Internal Audit Service. However, there would still be significant cost
involved in the set-up of the panel and carrying out the procurement. Even a
shared procurement is unlikely to achieve economies of scale as it would be
significantly smaller than those undertaken by a national body (for example, Audit
Commission procurements in 2012 and 2014 were for 750 and 260 audited
bodies respectively, and achieved savings of 40% and 25%). There is also no
guarantee that additional efficiencies would be achieved, or local social value
commitments obtained.
Option 3: Use of another authority’s panel would effectively be a combination of
options 1 and 2, keeping the flexibility (and expense) of individual procurement
whilst avoiding the work involved in setting up a panel (though having to share the
cost). This option would also require a suitable partner to be identified.
Option 4: Use of an appointing person to appoint auditors would allow the
Councils to retain the benefits of national procurement, allow local procurement
resources to be focused on core business activities, and ensure the actual and
2
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perceived independence of auditors to be maximised through the separation of
the Councils from decision-making.
3.5

The decision to appoint auditors is a Council Function, as is the appointment of
auditor panel members, should an option involving an auditor panel be chosen.
However, as the committee with responsibility for monitoring corporate
governance and assurance framework, the opinion and recommendation of the
Audit Committee has been sought in advance of a Council decision. After a
discussion on the subject at its meeting on 17 October 2016 the Committee were
minded to support the recommendation to join the national appointment scheme.

3.6

Officers have consulted informally with other Hertfordshire Authorities, via the
Hertfordshire Chief Finance Officers’ Association. This group felt that there would
be limited value in forming a shared panel and procuring locally. This means that
it is unlikely that partners would be available for the pursuit of options 2 and 3,
even if these were considered to offer value for money.

3.7

In the interim period between the abolition of the Audit Commission and this first
round of appointments, audit contracts have been managed by Public Sector
Audit Appointments Ltd. (PSAA), a not-for-profit company established by the
Local Government Association (LGA).

3.8

In July 2016, PSAA was specified by the Secretary of State as an appointing
person and has published a prospectus on how they are going about developing
a national appointment scheme. Available on the following website:
http://www.psaa.co.uk/wp-content/uploads/2016/07/PSAA-prospectus-July2016.pdf .They have formally invited the Council to opt into the national auditor
appointment scheme and the invitation and opt in form are provided in appendix 1
and 2 respectively. The Council is asked to give delegated authority to the
Executive Director to complete the acceptance form.

3.9

Securing a high level of acceptances to the opt-in invitation should provide the
best opportunity for the PSAA to achieve the most competitive prices from audit
firms. The LGA has previously sought expressions of interest in the appointing
person arrangements, and we are told they have received positive responses
from over 270 relevant authorities. The PSAA is hopeful of ultimately achieving
participation from the vast majority of eligible authorities.

3.10

The PSAA invitation in appendix 1 provides an outline of how they will ensure
high quality audits, the procurement strategy to the appointments and also how
fee scales will be managed.

3.11

The summary timetable outlined in the invitation is as follows:
 Invitation to opt in issued
27 October 2016
 Closing date for receipt of notices to opt in
9 March 2017
 Contract notice published
20 February 2017
 Award audit contracts
By end of June 2017
 Consult on and make auditor appointments
By end of December 2017
 Consult on and publish scale fees
By end of March 2018

3
Page 21

Implications
4

Legal Implications

4.1

PSAA is an appointed person for the purposes of the Local Audit (Appointing
Person) Regulations 2015 (the Regulations).

4.2

The failure to appoint an auditor must be reported to the Secretary of State, who
may direct an authority to appoint a named auditor or appoint an auditor on that
authority’s behalf.

5

Financial Implications

5.1

The cost of the Council’s external audit in 2015/16 was £71,000. This was a
reduction of £36,000 on the previous year (2014/15) when the cost was
£107,000. This reduction reflects the saving to the Authority since the abolition of
the Audit Commission and at this stage it is not anticipated that the procurement
for a new contract would result in a substantially different annual cost compared
to the current cost.

5.2

The costs of the PSAA for setting up and managing the scheme will need to be
covered by audit fees, as it is currently. They expect the annual operating costs to
be lower than current costs because they expect to employ a smaller team to
manage the scheme. PSAA will pool scheme costs and charge fees to audited
bodies in accordance with a fair scale of fees which has regard to size,
complexity and audit risk, most likely as evidenced by audit fees for 2016/17.
Pooling means that everyone in the scheme will benefit from the most competitive
prices. Fees will reflect the number of scheme participants – the greater the level
of participation, the better the value represented by our scale fees.

6

Risk Management Implications

6.1

There is a risk that quotes for the provision of an audit service through a
procurement process are in excess of the budget available. Mitigation of this may
be achieved through a collective procurement which achieves economies of
scale.

6.2

Not appointing an external auditor risks the Secretary of State appointing an
auditor on the authority’s behalf, causing reputational and potentially financial
issues. Mitigation is by following the outlined timetable to appoint an external
auditor in good time and before the deadline.

7

Security & Terrorism Implication(s)

7.1

There are no security or terrorism implications.

8

Procurement Implication(s)

8.1

The Council’s procurement rules will be followed in the appointment of the
external auditor, regardless of the method selected.

9

Climate Change Implications

9.1

There are no direct climate change implications to consider.
4
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10

Link to Corporate Priorities

10.1

The subject of this report is linked to the Council’s Corporate Priority of engaging
with our communities and provide value for money and specifically with regard to
delivering value for money.

11

Equalities and Diversities

11.1

Officers will seek assurance that appropriate equalities considerations are part of
any procurement process, regardless of the method selected.

Author:
Title:
Date:
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Appendix 1
Appendix 2

Tim Neill, ext: 2425
Head of Resources
December 2016

Invitation to Opt Into the National Scheme for Auditor Appointments
Form of Notice of Acceptance of the Invitation to Opt In
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27 October 2016

Email: appointingperson@psaa.co.uk

Michel Saminaden
Welwyn Hatfield Borough Council
The Council Offices
The Campus
Welwyn Garden City Hertfordshire AL8 6AE
Copied to: Tim Neill, Head of Resources, Welwyn Hatfield Borough Council
Bob Baldock, Monitoring Officer, Welwyn Hatfield Borough Council
Dear Mr Saminaden

Invitation to opt into the national scheme for auditor appointments
As you know the external auditor for the audit of the accounts for 2018/19 has to be appointed
before the end of 2017. That may seem a long way away, but as there is now a choice about
how to make that appointment, a decision on your authority’s approach will be needed soon.
We are pleased that the Secretary of State has expressed his confidence in us by giving us the
role of appointing local auditors under a national scheme. This is one choice open to your
authority. We issued a prospectus about the scheme in July 2016, available to download on the
appointing person page of our website, with other information you may find helpful.
The timetable we have outlined for appointing auditors under the scheme means we now need
to issue a formal invitation to opt into these arrangements. The covering email provides the
formal invitation, along with a form of acceptance of our invitation for you to use if your authority
decides to join the national scheme. We believe the case for doing so is compelling. To help
with your decision we have prepared the additional information attached to this letter.
I need to highlight two things:



we need to receive your formal acceptance of this invitation by 9 March 2017; and
the relevant regulations require that, except for a body that is a corporation sole (a police
and crime commissioner), the decision to accept the invitation and to opt in needs to be
made by the members of the authority meeting as a whole. We appreciate this will need to
be built into your decision making timetable.

If you have any other questions not covered by our information, do not hesitate to contact us by
email at appointingperson@psaa.co.uk.
Yours sincerely

Jon Hayes, Chief Officer

PSAA, 3rd floor, Local Government House, Smith Square, London, SW1P 3HZ
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Appointing an external auditor

Information on the national scheme
Public Sector Audit Appointments Limited (PSAA)
We are a not-for-profit company established by the Local Government Association (LGA). We
administer the current audit contracts, let by the Audit Commission before it closed.
We have the support of the LGA, which has worked to secure the option for principal local
government and police bodies to appoint auditors through a dedicated sector-led national
procurement body. We have established an advisory panel, drawn from representative groups
of local government and police bodies, to give access to your views on the design and operation
of the scheme.
The national scheme for appointing local auditors
We have been specified by the Secretary of State for Communities and Local Government as
the appointing person for principal local government bodies. This means that we will make
auditor appointments to principal local government bodies that choose to opt into the national
appointment arrangements we will operate for audits of the accounts from 2018/19. These
arrangements are sometimes described as the ‘sector-led body’ option, and our thinking for this
scheme was set out in a prospectus circulated to you in July. The prospectus is available on the
appointing person page of our website.
We will appoint an auditor for all opted-in authorities for each of the five financial years
beginning from 1 April 2018, unless the Secretary of State chooses to terminate our role as the
appointing person beforehand. He or she may only do so after first consulting opted-in
authorities and the LGA.
What the appointing person scheme will offer
We are committed to making sure the national scheme will be an excellent option for auditor
appointments for you.
We intend to run the scheme in a way that will save time and resources for local government
bodies. We think that a collective procurement, which we will carry out on behalf of all opted-in
authorities, will enable us to secure the best prices, keeping the cost of audit as low as possible
for the bodies who choose to opt in, without compromising on audit quality.
Our current role means we have a unique experience and understanding of auditor procurement
and the local public audit market.
Using the scheme will avoid the need for you to:






establish an audit panel with independent members;
manage your own auditor procurement and cover its costs;
monitor the independence of your appointed auditor for the duration of the appointment;
deal with the replacement of any auditor if required; and
manage the contract with your auditor.

Our scheme will endeavour to appoint the same auditors to other opted-in bodies that are
involved in formal collaboration or joint working initiatives, if you consider that a common auditor
will enhance efficiency and value for money.
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We will also try to be flexible about changing your auditor during the five-year appointing period
if there is good reason, for example where new joint working arrangements are put in place.
Securing a high level of acceptances to the opt-in invitation will provide the best opportunity for
us to achieve the most competitive prices from audit firms. The LGA has previously sought
expressions of interest in the appointing person arrangements, and received positive responses
from over 270 relevant authorities. We ultimately hope to achieve participation from the vast
majority of eligible authorities.
High quality audits
The Local Audit and Accountability Act 2014 provides that firms must be registered as local
public auditors with one of the chartered accountancy institutes acting in the capacity of a
Recognised Supervisory Body (RSB). The quality of registered firms’ work will be subject to
scrutiny by both the RSB and the Financial Reporting Council (FRC), under arrangements set
out in the Act.
We will:





only contract with audit firms that have a proven track record in undertaking public audit
work;
include obligations in relation to maintaining and continuously improving quality in our
contract terms and in the quality criteria in our tender evaluation;
ensure that firms maintain the appropriate registration and will liaise closely with RSBs and
the FRC to ensure that any quality concerns are detected at an early stage; and
take a close interest in your feedback and in the rigour and effectiveness of firms’ own
quality assurance arrangements.

We will also liaise with the National Audit Office to help ensure that guidance to auditors is
updated as necessary.
Procurement strategy
In developing our procurement strategy for the contracts with audit firms, we will have input from
the advisory panel we have established. The panel will assist PSAA in developing
arrangements for the national scheme, provide feedback to us on proposals as they develop,
and helping us maintain effective channels of communication. We think it is particularly
important to understand your preferences and priorities, to ensure we develop a strategy that
reflects your needs within the constraints set out in legislation and in professional requirements.
In order to secure the best prices we are minded to let audit contracts:




for 5 years;
in 2 large contract areas nationally, with 3 or 4 contract lots per area, depending on the
number of bodies that opt in; and
to a number of firms in each contract area to help us manage independence issues.

The value of each contract will depend on the prices bid, with the firms offering the best value
being awarded larger amounts of work. By having contracts with a number of firms, we will be
able to manage issues of independence and avoid dominance of the market by one or two
firms. Limiting the national volume of work available to any one firm will encourage competition
and ensure the plurality of provision.
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Auditor appointments and independence
Auditors must be independent of the bodies they audit, to enable them to carry out their work
with objectivity and credibility, and in a way that commands public confidence.
We plan to take great care to ensure that every auditor appointment passes this test. We will
also monitor significant proposals for auditors to carry out consultancy or other non-audit work,
to protect the independence of auditor appointments.
We will consult you on the appointment of your auditor, most likely from September 2017. To
make the most effective allocation of appointments, it will help us to know about:




any potential constraints on the appointment of your auditor because of a lack of
independence, for example as a result of consultancy work awarded to a particular firm;
any joint working or collaboration arrangements that you think should influence the
appointment; and
other local factors you think are relevant to making the appointment.

We will ask you for this information after you have opted in.
Auditor appointments for the audit of the accounts of the 2018/19 financial year must be made
by 31 December 2017.
Fee scales
We will ensure that fee levels are carefully managed by securing competitive prices from firms
and by minimising our own costs. Any surplus funds will be returned to scheme members under
our articles of association and our memorandum of understanding with the Department for
Communities and Local Government and the LGA.
Our costs for setting up and managing the scheme will need to be covered by audit fees. We
expect our annual operating costs will be lower than our current costs because we expect to
employ a smaller team to manage the scheme. We are intending to fund an element of the
costs of establishing the scheme, including the costs of procuring audit contracts, from local
government’s share of our current deferred income. We think this is appropriate because the
new scheme will be available to all relevant principal local government bodies.
PSAA will pool scheme costs and charge fees to audited bodies in accordance with a fair scale
of fees which has regard to size, complexity and audit risk, most likely as evidenced by audit
fees for 2016/17. Pooling means that everyone in the scheme will benefit from the most
competitive prices. Fees will reflect the number of scheme participants – the greater the level of
participation, the better the value represented by our scale fees.
Scale fees will be determined by the prices achieved in the auditor procurement that PSAA will
need to undertake during the early part of 2017. Contracts are likely to be awarded at the end of
June 2017, and at this point the overall cost and therefore the level of fees required will be
clear. We expect to consult on the proposed scale of fees in autumn 2017 and to publish the
fees applicable for 2018/19 in March 2018.
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Opting in
The closing date for opting in is 9 March 2017. We have allowed more than the minimum eight
week notice period required, because the formal approval process for most eligible bodies,
except police and crime commissioners, is a decision made by the members of an authority
meeting as a whole.
We will confirm receipt of all opt-in notices. A full list of authorities who opt in will be published
on our website. Once we have received an opt-in notice, we will write to you to request
information on any joint working arrangements relevant to your auditor appointment, and any
potential independence matters that would prevent us appointing a particular firm.
If you decide not to accept the invitation to opt in by the closing date, you may subsequently
make a request to opt in, but only after 1 April 2018. The earliest an auditor appointment can be
made for authorities that opt in after the closing date is therefore for the audit of the accounts for
2019/20. We are required to consider such requests, and agree to them unless there are
reasonable grounds for their refusal.
Timetable
In summary, we expect the timetable for the new arrangements to be:


Invitation to opt in issued

27 October 2016



Closing date for receipt of notices to opt in

9 March 2017



Contract notice published

20 February 2017



Award audit contracts

By end of June 2017



Consult on and make auditor appointments

By end of December 2017



Consult on and publish scale fees

By end of March 2018

Enquiries
We publish frequently asked questions on our website. We are keen to receive feedback from
local bodies on our plans. Please email your feedback or questions to:
appointingperson@psaa.co.uk.
If you would like to discuss a particular issue with us, please send an email to the above
address, and we will make arrangements either to telephone or meet you.
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Form of notice of acceptance of the invitation to opt in
(Please use the details and text below to submit to PSAA your authority’s formal notice of
acceptance of the invitation to opt into the appointing person arrangements)

To: appointingperson@psaa.co.uk

Subject:

[Name of authority]
Notice of acceptance of the invitation to become an opted-in authority

This email is notice of the acceptance of your invitation dated 27 October 2016 to become an
opted-in authority for the purposes of the appointment of our auditor under the provisions of
the Local Audit and Accountability Act 2014 and the requirements of the Local Audit
(Appointing Person) Regulations 2015.
I confirm that [name of authority] has made the decision to accept your invitation to become
an opted-in authority in accordance with the decision making requirements of the Regulations
and that I am authorised to sign this notice of acceptance on behalf of the authority.
Name: [Name of signatory]
Title: [Role title] (authorised officer)
For and on behalf of: [Name of authority]
Date:
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Audit Plan
January 2017
Ernst & Young LLP
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Ernst & Young LLP
1 More London Place
London SE1 2AF

Tel: + 44 20 7951 2000
Fax: + 44 20 7951 1345
ey.com
Tel: 023 8038 2000

9 January 2017

Audit Committee
Welwyn Hatfield Borough Council
The Campus
Welwyn Garden City
Hertfordshire
AL8 6AE

Dear Committee Members

Audit Plan
We are pleased to attach our Audit Plan which sets out how we intend to carry out our responsibilities as
auditor. Its purpose is to provide the Audit Committee with a basis to review our proposed audit approach
and scope for the 2016/17 audit in accordance with the requirements of the Local Audit and
Accountability Act 2014, the National Audit Office’s 2015 Code of Audit Practice, the Statement of
Responsibilities issued by Public Sector Audit Appointments (PSAA) Ltd, auditing standards and other
professional requirements. It is also to ensure that our audit is aligned with the Committee’s service
expectations.
This plan summarises our initial assessment of the key risks driving the development of an effective
audit for the Council, and outlines our planned audit strategy in response to those risks. If this
assessment changes, we will provide the Committee with an update at its meeting on 16 th January 2017.
We welcome the opportunity to discuss this Audit Plan with you and to understand whether there are
other matters which you consider may influence our audit.
Yours faithfully

Neil Harris
Executive Director
For and behalf of Ernst & Young LLP
Enc
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SE1 2AF, the firm’s principal place of business and registered office.
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In April 2015 Public Sector Audit Appointments Ltd (PSAA) issued ‘‘Statement of responsibilities of auditors and
audited bodies 2015-16’. It is available from the Chief Executive of each audited body and via the PSAA website
(www.psaa.co.uk)
The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited
bodies. It summarises where the different responsibilities of auditors and audited bodies begin and end, and what is
to be expected of the audited body in certain areas.
The ‘Terms of Appointment from 1 April 2015’ issued by PSAA sets out additional requirements that auditors must
comply with, over and above those set out in the National Audit Office Code of Audit Practice (the Code) and statute,
and covers matters of practice and procedure which are of a recurring nature.
This Audit Plan is prepared in the context of the Statement of responsibilities. It is addressed to the Audit Committee,
and is prepared for the sole use of the audited body. We, as appointed auditor, take no responsibility to any third
party.
Our Complaints Procedure – If at any time you would like to discuss with us how our service to you could be
improved, or if you are dissatisfied with the service you are receiving, you may take the issue up with your usual
partner or director contact. If you prefer an alternative route, please contact Steve Varley, our Managing Partner, 1
More London Place, London SE1 2AF. We undertake to look into any complaint carefully and promptly and to do all
we can to explain the position to you. Should you remain dissatisfied with any aspect of our service, you may of
course take matters up with our professional institute. We can provide further information on how you may contact
our professional institute.
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Overview

1.

Overview
This Audit Plan covers the work that we plan to perform to provide you with:
►

Our audit opinion on whether the financial statements of Welwyn Hatfield Borough
Council give a true and fair view of the financial position as at 31 March 2017 and of the
income and expenditure for the year then ended;

►

Our conclusion on the Council’s arrangements to secure economy, efficiency and
effectiveness;

We will also review and report to the National Audit Office (NAO), to the extent and in the
form required by them, on the Council’s Whole of Government Accounts return.
Our audit will also include the mandatory procedures that we are required to perform in
accordance with applicable laws and auditing standards.
When planning the audit we take into account several key inputs:
►

Strategic, operational and financial risks relevant to the financial statements;

►

Developments in financial reporting and auditing standards;

►

The quality of systems and processes;

►

Changes in the business and regulatory environment; and,

►

Management’s views on all of the above.

By considering these inputs, our audit is focused on the areas that matter and our feedback is
more likely to be relevant to the Council.
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Financial statement risks

2.

Financial statement risks
We outline below our current assessment of the financial statement risks facing the Council,
identified through our knowledge of the Council’s operations and discussion with those
charged with governance and officers.
At our meeting, we will seek to validate these with you.
Significant risks (including fraud risks)

Our audit approach

Risk of fraud in revenue recognition
Under ISA240 there is a presumed risk that revenue
may be misstated due to improper recognition of
revenue.
In the public sector, this requirement is modified by
Practice Note 10, issued by the Financial Reporting
Council, which states that auditors should also consider
the risk that material misstatements may occur by the
manipulation of expenditure recognition.

We will
►

Review and test revenue and expenditure
recognition policies

►

Review and discuss with management any
accounting estimates on revenue or expenditure
recognition for evidence of bias

►

Develop a testing strategy to test material revenue
and expenditure streams

►

Review and test revenue cut-off at the period end
date

Risk of management override
As identified in ISA (UK and Ireland) 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.

Our approach will focus on:
►

Testing the appropriateness of journal entries
recorded in the general ledger and other
adjustments made in the preparation of the financial
statements

►

Reviewing accounting estimates for evidence of
management bias, and

►

Evaluating the business rationale for significant
unusual transactions.

Other financial statement risks
Reintegration of the housing service
The Council’s Cabinet took the decision on 6th
December 2016 to end the management agreement with
the Housing Trust and reintegrate the housing service
into Council operations, and this was accepted by the
Trust Board on the 7th December 2016. A Heads of
Terms for the transfer agreement is in the final stages of
being prepared and signed. The aim is to novate
contracts and transfer staff on 1st February 2017. The
2016/17 financial statements will need to reflect the
impact from the reintegration of housing services into the
Council’s operations.

2.1

Our approach will focus on:
►

Assessing the adequacy of disclosures made in
respect of the transaction

►

Reviewing the impact of the transfer on recharges
between the general fund and the housing revenue
account to the extent that they are affected.

Responsibilities in respect of fraud and error
We would like to take this opportunity to remind you that management has the primary
responsibility to prevent and detect fraud. It is important that management, with the oversight
of those charged with governance, has a culture of ethical behaviour and a strong control
environment that both deters and prevents fraud.
Our responsibility is to plan and perform audits to obtain reasonable assurance about
whether the financial statements as a whole are free of material misstatements whether
caused by error or fraud. As auditors, we approach each engagement with a questioning
mind that accepts the possibility that a material misstatement due to fraud could occur, and
design the appropriate procedures to consider such risk.
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Financial statement risks

Based on the requirements of auditing standards our approach will focus on:
►

Identifying fraud risks during the planning stages;

►

Enquiry of management about risks of fraud and the controls to address those risks;

►

Understanding the oversight given by those charged with governance of management’s
processes over fraud;

►

Consideration of the effectiveness of management’s controls designed to address the risk
of fraud;

►

Determining an appropriate strategy to address any identified risks of fraud, and,

►

Performing mandatory procedures regardless of specifically identified risks.
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3.

Value for money risks
We are required to consider whether the Council has put in place ‘proper arrangements’ to
secure economy, efficiency and effectiveness on its use of resources.
For 2016/17 this is based on the overall evaluation criterion:
“In all significant respects, the audited body had proper arrangements to ensure it took
properly informed decisions and deployed resources to achieve planned and sustainable
outcomes for taxpayers and local people”
Proper arrangements are defined by statutory guidance issued by the National Audit Office.
They comprise your arrangements to:
•

Take informed decisions;

•

Deploy resources in a sustainable manner; and

•

Work with partners and other third parties.

In considering your proper arrangements, we will draw on the requirements of the
CIPFA/SOLACE framework for guidance 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 risks that we consider significant, which the Code of Audit Practice which defines as:
“A matter is significant if, in the auditor’s professional view, it is reasonable to conclude that
the matter would be of interest to the audited body or the wider public”
Our risk assessment supports the planning of sufficient work to enable us to deliver a safe
conclusion on arrangements to secure value for money and enables us to determine the
nature and extent of further work that may be required. If we do not identify any significant
risks there is no requirement to carry out further work.
Our risk assessment therefore considers both the potential financial impact of the issues we
have identified, and also the likelihood that the issue will be of interest to local taxpayers, the
Government and other stakeholders. The significant risk below has been identified from our
initial risk assessment. Should we identify any further risks, we will update you at a future
Audit Committee meeting before July 2017.
Financial Pressures
The Council has continued to respond well to the
financial pressures on local government arising from the
economic downturn and reductions in the level of central
government funding. We commented positively on the
Council’s arrangements in our 2015-2016 Annual Audit
Letter and Audit Results Report. The Council are also
forecasting a balanced budget for the current financial
year.

Our approach will focus on:

There remains, however, significant financial pressure
on the Council’s medium to longer term financial plans.
To secure its medium to longer term sustainability, the
Council will need to balance its budget, not just by
exploring and achieving more challenging savings and
efficiency targets, but by also becoming more selfsufficient in generating income. This will see the Council
increasingly look to partnerships, collaboration and
commercial development activities to achieve its future
financial targets.
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►

The adequacy of the Council’s budget setting
process and the robustness of any assumptions.

►

The effective use of scenario planning to assist the
budget setting process.

►

The effectiveness of in year monitoring against the
budget.

►

The Council’s approach to prioritising resources
whilst maintaining services, including a focus on
partnership arrangements and asset utilisation.
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4.

Our audit process and strategy

4.1

Objective and scope of our audit
Under the Code of Audit Practice our principal objectives are to review and report on the
Council’s:
►

Financial statements

►

Arrangements for securing economy, efficiency and effectiveness in its use of resources
to the extent required by the relevant legislation and the requirements of the Code.

We issue an audit report that covers:

1.

Financial statement audit

Our objective is to form an opinion on the financial statements under International Standards
on Auditing (UK and Ireland).
We report to you by exception in respect of your governance statement and other
accompanying material as required, in accordance with relevant guidance prepared by the
NAO on behalf of the Comptroller and Auditor General.
Alongside our audit report, we also:
►

2.

Review and report to the NAO on the Whole of Government Accounts return to the extent
and in the form they require;

Arrangements for securing economy, efficiency and effectiveness (value
for money)

We are required to consider whether the Council has put in place ‘proper arrangements’ to
secure economy, efficiency and effectiveness on its use of resources.

4.2

Audit process overview
We plan to take a substantive approach to gaining assurance over the amounts reported in
the Council’s financial statements.

Analytics
We will use our computer-based analytics tools to enable us to capture whole populations of
your financial data, in particular journal entries. These tools:
►

Help identify specific exceptions and anomalies which can then be subject to more
traditional substantive audit tests

►

Give greater likelihood of identifying errors than random sampling techniques.

We will report the findings from our process and analytics work, including any significant
weaknesses or inefficiencies identified and recommendations for improvement, to
management and the Audit Committee where required.

Internal audit
As in prior years, we will review internal audit plans and the results of their work. We will
reflect the findings from these reports, together with reports from any other work completed in
the year, in our detailed audit plan, where we raise issues that could have an impact on the
year-end financial statements
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Use of specialists
When auditing key judgements, we are often required to rely on the input and advice
provided by specialists who have qualifications and expertise not possessed by the core audit
team. The areas where either EY or third party specialists provide input for the current year
audit are:
Area

Specialists

Pensions

Hymans Robertson and EY Pensions

Property Valuations

Carter Jonas and Valuation Office Agency

Financial instrument disclosures

Public Works Loans Board/Arlingclose

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

4.3

►

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

►

Assess the reasonableness of the assumptions and methods used;

►

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

►

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

Mandatory audit procedures required by auditing standards
and the Code
As well as the financial statement risks (section two) and value for money risks (section
three), we must perform other procedures as required by auditing, ethical and independence
standards, the Code and other regulations. We outline below the procedures we will
undertake during the course of our audit.

Procedures required by standards
►

Addressing the risk of fraud and error;

►

Significant disclosures included in the financial statements;

►

Entity-wide controls;

►

Reading other information contained in the financial statements and reporting whether it
is inconsistent with our understanding and the financial statements;

►

Auditor independence.

Procedures required by the Code
►

Reviewing, and reporting on as appropriate, other information published with the
financial statements, including the Annual Governance Statement.
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►

Reviewing and reporting on the Whole of Government Accounts return, in line with the
instructions issued by the NAO

Finally, we are also required to discharge our statutory duties and responsibilities as
established by the Local Audit and Accountability Act 2014 AND Code of Audit Practice.

4.4

Materiality
For the purposes of determining whether the financial statements are free from material error,
we define materiality as the magnitude of an omission or misstatement that, individually or in
aggregate, could reasonably be expected to influence the users of the financial statements.
Our evaluation requires professional judgement and so takes into account qualitative as well
as quantitative considerations implied in the definition.
We have determined that overall materiality for the financial statements of the Council is £2
million based on 2% of gross revenue expenditure. We will communicate uncorrected audit
misstatements greater than £100,000 to you.
The amount we consider material at the end of the audit may differ from our initial
determination. At this stage, however, it is not feasible to anticipate all the circumstances that
might ultimately influence our judgement. At the end of the audit we will form our final opinion
by reference to all matters that could be significant to users of the financial statements,
including the total effect of any audit misstatements, and our evaluation of materiality at that
date.

4.5

Fees
The duty to prescribe fees is a statutory function delegated to Public Sector Audit
Appointments Ltd (PSAA) by the Secretary of State for Communities and Local Government.
PSAA has published a scale fee for all relevant bodies. This is defined as the fee required by
auditors to meet statutory responsibilities under the Local Audit and Accountability Act 2014 in
accordance with the NAO Code. The indicative fee scale for the audit of Welwyn Hatfield
Borough Council is £62,235.

4.6

Your audit team
The engagement team is led by Neil Harris, who has significant experience in Local
Government audit. Neil Harris is supported by Kay Storey who is responsible for the day-today direction of audit work and is the key point of contact for the Council’s finance team.

4.7

Timetable of communication, deliverables and insights
We have set out below a timetable showing the key stages of the audit, including the value
for money work and the Whole of Government Accounts. The timetable includes the
deliverables we have agreed to provide to the Council through the Audit Committee’s cycle in
2016/17. These dates are determined to ensure our alignment with PSAA’s rolling calendar of
deadlines.
From time to time matters may arise that require immediate communication with the Audit
Committee and we will discuss them with the Chair as appropriate.
Following the conclusion of our audit we will prepare an Annual Audit Letter to communicate
the key issues arising from our work to the Council and external stakeholders, including
members of the public.

Page 42

EY  7

Our audit process and strategy

Audit
Committee
timetable

Audit phase

Timetable

High level planning

Deliverables

April 2016

Risk assessment and
setting of scopes

January 2017

16 January
2017 or 3 April
2017

Audit Plan

Testing routine
processes and early
substantive testing

January and
March 2017

June 2017

Progress Report. We will only report by
exception if we identify significant issues from
our interim audit visit.

Year-end audit

June 2017

Completion of audit

July 2017

July 2017

Report to those charged with governance via the
Audit Results Report

Audit Fee Letter

Audit report (including our opinion on the
financial statements; and overall value for money
conclusion).
Audit completion certificate
Reporting to the NAO on the Whole of
Government Accounts return.
Conclusion of
reporting

September 2017

January 2018

Annual Audit Letter

In addition to the above formal reporting and deliverables we will seek to provide practical
business insights and updates on regulatory matters.
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5.

Independence

5.1

Introduction
The APB Ethical Standards and ISA (UK and Ireland) 260 ‘Communication of audit matters
with those charged with governance’, requires us to communicate with you on a timely basis
on all significant facts and matters that bear on our independence and objectivity. The Ethical
Standards, as revised in December 2010, require that we do this formally both at the planning
stage and at the conclusion of the audit, as well as during the audit if appropriate. The aim of
these communications is to ensure full and fair disclosure by us to those charged with your
governance on matters in which you have an interest.
Required communications
Planning stage

Final stage

►

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

►

The safeguards adopted and the reasons why they
are considered to be effective, including any
Engagement Quality Review;

►

The overall assessment of threats and safeguards;

►

Information about the general policies and process
within EY to maintain objectivity and independence.

►

A written disclosure of relationships (including the
provision of non-audit services) that bear on our
objectivity and independence, the threats to our
independence that these create, any safeguards that
we have put in place and why they address such
threats, together with any other information
necessary to enable our objectivity and
independence to be assessed;

►

Details of non-audit services provided and the fees
charged in relation thereto;

►

Written confirmation that we 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.

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

5.2

Relationships, services and related threats and safeguards
We highlight the following significant facts and matters that may be reasonably considered to
bear upon our objectivity and independence, including any principal threats. However we
have adopted the safeguards below to mitigate these threats along with the reasons why they
are considered to be effective.
Self-interest threats
A self-interest threat arises when EY has financial or other interests in your entity. Examples
include where we have an investment in your entity; where we receive significant fees in
respect of non-audit services; where we need to recover long outstanding fees; or where we
enter into a business relationship with the Council.
At the time of writing, there are no long outstanding fees.
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The Council’s Cabinet took the decision on 6th December 2016 to end the management
agreement with Welwyn Hatfield Community Housing Trust Limited and reintegrate the
housing service into Council operations. Following this there are plans to undertake a
Members Voluntary Liquidation of the Housing Trust by 31 March 2017. The intention is that
following the transfer of operations back to the Council the Trust will be a ‘clean’ company
with no assets or liabilities. EY have been asked to provide guidance to the Trust in respect
of the liquidation process. An EY partner, a licensed insolvency practitioner, and not a
member of the audit engagement team will be appointed as joint liquidator. Our fees in
respect of this work are set at £7,000 plus VAT and disbursements. This is within the level
permitted by PSAA.
We believe that it is appropriate for us to undertake permissible non-audit services, and we
will comply with the policies that the Council has approved and that are in compliance with
PSAA Terms of Appointment.
A self-interest threat may also arise if members of our audit engagement team have
objectives or are rewarded in relation to sales of non-audit services to the Council. We
confirm that no member of our audit engagement team, including those from other service
lines, is in this position, in compliance with Ethical Standard 4.
There are no other self-interest threats at the date of this report.
Self-review threats
Self-review threats arise when the results of a non-audit service performed by EY or others
within the EY network are reflected in the amounts included or disclosed in the financial
statements.
There are no self-review threats at the date of this report. Our work in respect of the
liquidation of the Housing Trust is to provide the Trust with pre-liquidation guidance, advice
and to perform liquidation services. We will not be acting as management to the Trust or to
the Council on decisions associated with the future arrangements for reintegration of Housing
services. Our proposed scope of work does not include advice with regard to accounting
treatment, or the production/compilation of financial information that could impact the financial
statements of the Trust or the Council. Therefore, we do not believe there is a self-review
threat to our audit of the Council’s financial statements and our Value for Money conclusion
for the financial year ended 31 March 2017.
Management threats
Partners and employees of EY are prohibited from taking decisions on behalf of management
of your entity. Management threats may also arise during the provision of a non-audit service
where management is required to make judgements or decisions based on that work.
There are no management threats at the date of this report. For the liquidation of the Housing
Trust we would neither be acting as management nor estimating outcomes that could have
an impact on the financial statements of the Council.
Other threats
Other threats, such as advocacy, familiarity or intimidation, may arise.
We have considered our proposed work on the liquidation of the Housing Trust and consider
that there are no other threats at the date of this report.
Overall Assessment
Overall we consider that the adopted safeguards appropriately mitigate the principal threats
identified, and we therefore confirm that EY is independent and the objectivity and
independence of Neil Harris, the audit engagement Director and the audit engagement team
have not been compromised.
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5.3

Other required communications
EY has policies and procedures that instil professional values as part of firm culture and
ensure that the highest standards of objectivity, independence and integrity are maintained.
Details of the key policies and processes within EY for maintaining objectivity and
independence can be found in our annual Transparency Report, which the firm is required to
publish by law. The most recent version of this report is for the year ended June 2016 and
can be found here:
http://www.ey.com/UK/en/About-us/EY-UK-Transparency-Report-2016
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Appendix A

Fees

A breakdown of our agreed fee is shown below.
Planned Fee
2016/17

Scale fee
2016/17

Outturn fee
2015/16

£

£

£

Total Audit Fee – Code work

62,235

62,235

63,009

Certification of claims and
returns

13,238

13,238

7,914

Explanation

See Note 1

All fees exclude VAT.

The agreed fee presented above is based on the following assumptions:
►

Officers meeting the agreed timetable of deliverables;

►

Our accounts opinion and value for money conclusion being unqualified;

►

Appropriate quality of documentation is provided by the Council; and

►

The Council has an effective control environment.

If any of the above assumptions prove to be unfounded, we will seek a variation to the agreed
fee. This will be discussed with the Council in advance.
Fees for the auditor’s consideration of correspondence from the public and formal objections
will be charged in addition to the scale fee.
Note 1 – The scale fee for the certification of the housing benefits claim was £4,931 in
2015/16 based on the level of work in 2013/14 when there was no additional 40+ testing
undertaken. We are in the process of agreeing with management a scale fee variation of
£2,983 for 2015/16 to reflect the work required on 40+ samples in 2015/16. This has yet to be
approved by Public Sector Audit Appointments.
The fee for the work on the certification of the housing benefit claim does fluctuate year on
year depending on whether additional 40+ testing is required, and the extent of this. We will
assess the outturn position for 2016/17 following the conclusion of the work and will issue a
refund or request an additional fee depending on the actual level of work required.
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Appendix B

UK required communications with
those charged with governance

There are certain communications that we must provide to the Audit Committee. These are
detailed here:
Required communication

Reference

Planning and audit approach

►

Audit Plan

►

Report to those charged
with governance

►

Report to those charged
with governance

►

Report to those charged
with governance

►

Report to those charged
with governance

►

Report to those charged
with governance

►

Report to those charged
with governance

Communication of the planned scope and timing of the audit including any limitations.
Significant findings from the audit
►

Our view about the significant qualitative aspects of accounting practices
including accounting policies, accounting estimates and financial statement
disclosures

►

Significant difficulties, if any, encountered during the audit

►

Significant matters, if any, arising from the audit that were discussed with
management

►

Written representations that we are seeking

►

Expected modifications to the audit report

►

Other matters if any, significant to the oversight of the financial reporting process

Misstatements
►

Uncorrected misstatements and their effect on our audit opinion

►

The effect of uncorrected misstatements related to prior periods

►

A request that any uncorrected misstatement be corrected

►

In writing, corrected misstatements that are significant

Fraud
►

Enquiries of the Audit Committee to determine whether they have knowledge of
any actual, suspected or alleged fraud affecting the entity

►

Any fraud that we have identified or information we have obtained that indicates
that a fraud may exist

►

A discussion of any other matters related to fraud

Related parties
Significant matters arising during the audit in connection with the entity’s related
parties including, when applicable:
►

Non-disclosure by management

►

Inappropriate authorisation and approval of transactions

►

Disagreement over disclosures

►

Non-compliance with laws and regulations

►

Difficulty in identifying the party that ultimately controls the entity

External confirmations
►

Management’s refusal for us to request confirmations

►

Inability to obtain relevant and reliable audit evidence from other procedures

Consideration of laws and regulations
►

Audit findings regarding non-compliance where the non-compliance is material
and believed to be intentional. This communication is subject to compliance with
legislation on tipping off

►

Enquiry of the Audit Committee into possible instances of non-compliance with
laws and regulations that may have a material effect on the financial statements
and that the Audit Committee may be aware of
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Required communication

Reference

Independence

►

Audit Plan

Communication of all significant facts and matters that bear on EY’s objectivity and
independence

►

Report to those charged
with governance

►

Report to those charged
with governance

Significant deficiencies in internal controls identified during the audit

►

Report to those charged
with governance

Fee Information

►

Audit Plan

►

Report to those charged
with governance

►

Annual Audit Letter if
considered necessary

Communication of key elements of the audit engagement director’s consideration of
independence and objectivity such as:
►

The principal threats

►

Safeguards adopted and their effectiveness

►

An overall assessment of threats and safeguards

►

Information about the general policies and process within the firm to maintain
objectivity and independence

Going concern
Events or conditions identified that may cast significant doubt on the entity’s ability to
continue as a going concern, including:
►

Whether the events or conditions constitute a material uncertainty

►

Whether the use of the going concern assumption is appropriate in the
preparation and presentation of the financial statements

►

The adequacy of related disclosures in the financial statements

►

Breakdown of fee information at the agreement of the initial audit plan

►

Breakdown of fee information at the completion of the audit

Certification work
►

Summary of certification work undertaken
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Ernst & Young LLP
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Tel: + 44 1582 643 000
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Tel: 023 8038 2000

9 January 2017

The Members of the Audit Committee
Welwyn Hatfield Borough Council
The Campus
Welwyn Garden City
Hertfordshire
AL8 6AE

Dear Members

Certification of claims and returns annual report 2015-16
Welwyn Hatfield Borough Council
We are pleased to report on our certification and other assurance work. This report summarises the
results of our work on Welwyn Hatfield Borough Council’s 2015-16 claims and returns.
Scope of work
Local authorities claim large sums of public money in grants and subsidies from central government and
other grant-paying bodies and must complete returns providing financial information to government
departments. In some cases these grant-paying bodies and government departments require
appropriately qualified auditors to certify the claims and returns submitted to them.
From 1 April 2015, the duty to make arrangements for the certification of relevant claims and returns and
to prescribe scales of fees for this work was delegated to the Public Sector Audit Appointments Ltd
(PSAA) by the Secretary of State for Communities and Local Government.
For 2015-16, these arrangements required only the certification of the housing benefits subsidy claim. In
certifying this we followed a methodology determined by the Department for Work and Pensions and did
not undertake an audit of the claim.
In addition to this, we also acted as reporting accountants in relation to one return outside the PSAA’s
regime.
Summary
Section 1 of this report outlines the results of our 2015-16 certification work and highlights the significant
issues.
We checked and certified the housing benefits subsidy claim with a total value of £40,319,446. We met
the submission deadline. We issued a qualification letter – details of the qualification matters are
included in section 1.
We provided a separate report to the Council in relation to the 2014-15 pooling of housing capital
receipts return with a total value of £11,273,595. We were unable to include our findings from this work in
our 2014-15 annual certification report due to issues encountered as part of this work, these are
explained in section 2. Our work found errors which the Council corrected. The amendments had no
overall affect on the total value of the receipts subject to pooling, but did affect the analysis of
expenditure against these receipts.
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Fees for certification and other returns work are summarised in section 3. The housing benefits subsidy
claim fees for 2015-16 were published by the Public Sector Audit Appointments Ltd (PSAA) in March
2015 and are now available on the PSAA’s website (www.psaa.co.uk). We are seeking an additional fee
in respect of the work undertaken which will be less than that charged in total for 2014-15, this is subject
to discussion and agreement by both your Chief Financial Officer and by PSAA.
th

We welcome the opportunity to discuss the contents of this report with you at the 16 January 2017
Audit Committee.
Yours faithfully

Neil Harris
Director
Ernst & Young LLP
Enc
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1.

Housing benefits subsidy claim
Scope of work

Results

Value of claim presented for certification

£40,319,447

Amended

£40,319,446 Minor amendment was made following review
of rent allowance modified scheme cases

Qualification letter

Yes

Fee – 2015-16

£4,931 we are requesting an additional £2,983 to reflect
work undertaken, please refer to section 3
£17,650

Fee – 2014-15

Local Government administers the Government’s housing benefits scheme for tenants and can claim subsidies
from the Department for Work and Pensions (DWP) towards the cost of benefits paid.
The certification guidance requires auditors to complete more extensive ‘40+’ or extended testing if initial
testing identifies errors in the calculation of benefit or compilation of the claim. 40+ testing may also be carried
out as a result of errors that have been identified in the audit of previous years claims. Due to the errors
identified in 2014-15 we requested that 40+ testing be carried out prospectively on those areas that had 40+
testing in 2014-15.
We reported one case in the 40+ sample for rent allowances where a claimant had been underpaid due to their
income being shown as weekly instead of fortnightly. The DWP does not usually require any further work
where an underpayment is identified as no subsidy will have been claimed in respect of such cases. There
were 2 cases in the 40+ testing of eligible overpayments where too much of the overpayment had been
classified as eligible overpayment. The excess element should have been classified as administration error
which attracts a lower level of subsidy.
We have reported the underpayment, and the extrapolated value of the eligible overpayments (£2,569) in a
qualification letter to the Department. The DWP then decides whether to ask the Council to carry our further
work to quantify the error or to claw back the benefit subsidy paid.
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2.

Other assurance work
During this year we also acted as reporting accountants in relation to the following schemes:
►

Pooling of housing capital receipts 2014-15.

We have provided a separate report to the Council in relation to this return. This work has been undertaken
outside the PSAA regime. The fees for this are included in the figures in Section 3. They are referred to here to
ensure to ensure Members have a full understanding of the various returns on which we provide some form of
assurance.
There were several issues identified during our work on the return:
►

The Department of Communities and Local Government (DCLG) testing programme was more
explicit than it had been in the prior year that expenditure on buying back council houses previously
sold under the right to buy could not be included both as buy back expenditure and also as ‘new
build’ expenditure as part of the Council’s affordable housing programme. It could only be placed
under one category. In 2013-14 and 2014-15 the Council had included it twice on the return. We
agreed with the Council the figures that should be submitted for both 2013-14 and 2014-15

►

One repayment of a council house discount £12,070 had been incorrectly classified.on the return.

Our work on certifying the return began in November 2015 but was not finalised until November 2016. This
was due to problems with the DCLG Logasnet system on which the return is submitted and changes in
personnel at the Council.
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3.

2015-16 certification fees
The PSAA determine a scale fee each year for the audit of claims and returns. For 2015-16, these scale fees
were published by the Public Sector Audit Appointments Ltd (PSAA’s) in March 2015 and are now available on
the PSAA’s website (www.psaa.co.uk).
Claim or return

2015-16

2015-16

2014-15

Actual fee
£

Indicative fee
£

Actual fee
£

7,914

4,931

17,650

-

-

4,000

Housing benefits subsidy claim
Pooling of housing capital receipts

We are in the process of agreeing with officers and PSAA our outturn fee for the 2015-16 certification of the
housing benefits subsidy claim. The indicative fee was based on the 2013-14 level of work required when there
was no 40+ testing undertaken. There were 3 40+ samples selected in 2014-15 and the EY team undertook
the initial testing as well as re-performing extensively cases included in the 40+ samples.
In 2015-16 a similar number of 40+ samples were selected. However we have had more extensive assistance
from the Council’s housing benefits provider in both setting out the entries for each case and then testing these
(they also provided similar assistance with the initial sample testing). We have found that this work was done
to a good standard when we re-performed a sample. For this reason our time requirement for a similar number
of cases tested has been lower than in 2015-16 and we are therefore proposing a much smaller fee.
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4.

Looking forward
From 1 April 2015, the duty to make arrangements for the certification of relevant claims and returns and to
prescribe scales of fees for this work was delegated to (PSAA) by the Secretary of State for Communities and
Local Government.
The Council’s indicative certification fee for 2016-17 is £13,238. This was prescribed by PSAA in March 2016,
based on no changes to the work programme for 2015-16. Indicative fees for 2016/17 housing benefit subsidy
certification work are based on final 2014-15 certification fees. PSAA reduced scale audit fees and indicative
certification fees for most audited bodies by 25 per cent based on the fees applicable for 2014-15.
Details of individual indicative fees are available at the following web address:
http://www.psaa.co.uk/audit-and-certification-fees/201617-work-programme-and-scales-of-fees/individualindicative-certification-fees/
We must seek the agreement of PSAA to any proposed variations to these indicative certification fees. We will
inform the Head of Resources before seeking any such variation.
PSAA is currently consulting on the 2017-18 work programme. There are no changes planned to the work
required and the arrangements for certification of housing benefit subsidy claims remain in the work
programme. However, this is the final year in which these certification arrangements will apply. From 2018-19,
the Council will be responsible for appointing their own auditor and this is likely to include making their own
arrangements for the certification of the housing benefit subsidy claim in accordance with the requirements that
will be established by the DWP.
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