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The Audit Commission is a public corporation set up in 
1983 to protect the public purse.  
 
The Commission appoints auditors to councils, NHS 
bodies (excluding NHS Foundation trusts), police 
authorities and other local public services in England, 
and oversees their work. The auditors we appoint are 
either Audit Commission employees (our in-house  
Audit Practice) or one of the private audit firms. Our 
Audit Practice also audits NHS foundation trusts under 
separate arrangements. 
 
We also help public bodies manage the financial 
challenges they face by providing authoritative, 
unbiased, evidence-based analysis and advice.  
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Audit update 

Introduction 
1 The purpose of this paper is to provide the Audit and Governance 
Committee with a report on progress in delivering our responsibilities as the 
Council’s external auditor. This update also seeks to highlight key emerging 
national issues and developments which may be of interest to members of 
the Committee.  

2 At the end of this update there are a number of questions which the 
Audit and Governance Committee may wish to consider in order to ensure 
that it has received sufficient assurance on the emerging issues. 

Audit coverage and inputs 

Opinion Audit 2010/11 

3 We continue to revisit our planning throughout the financial year to 
update our assessment of the key risks to the opinion and VFM conclusion. 
We have updated our understanding of the financial environment and the 
impact on your overall financial resilience. We have also kept abreast of 
developments within the directions from DCLG in relation to District 
Councils and there are no changes to the risks we consider are facing your 
organisation.  

4 We have continued to deliver our work against the audit opinion testing 
strategy and there are no significant changes to this programme of work. 
We have completed our review of your key financial systems and have 
placed reliance upon the majority of controls in line with our expectations. 
There are no significant areas of weakness identified within your controls 
which I am required to bring to your attention.  

5 Our testing did identify some weaknesses where we are required to 
undertake further substantive testing to gain full assurance. These are 
documented below and have been agreed with Officers. This has marginally 
changed our initial testing approach. 

Sales Ledger 

6 Our walk-through of your sales ledger system identified that a key 
control we had identified was not working as we expected. The weakness is 
in relation to the authorisation of requests to raise invoices. The control 
should be that when a request to raise an invoice is made, someone with 
appropriate seniority authorises this to confirm that the debtor should be 
raised (existence), that the goods or services have been received 
(occurrence), that the value of the debtor is correct (accuracy) and that the 
coding of the income is correct (classification).  
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7 As this control has not operated as we expected, we plan to undertake 
additional testing on the income raised in this way. We are placing reliance 
on controls for income received by direct debit and other mandated sources. 
The failure in control does not indicate that there are errors in the 
authorisation which may well have confirmed all aspects of the invoice as 
noted above. However, there is a risk that income may be overstated so our 
testing strategy will also consider the level of ‘debtors’ in the financial 
statements and the level of write offs made in year to ensure that income 
has not been overstated at any time.  

VFM conclusion 

8 From 2010/11 the Audit Commission has introduced new requirements 
for local VFM audit work at those bodies where auditors previously were 
required to give a use of resources assessment. All bodies are to be 
assessed against two key criteria. 
■ The Council has proper arrangements in place for securing financial 

resilience. 
■ The Council has proper arrangements for challenging how it secures 

economy, efficiency and effectiveness. 

9 The Audit Commission is committed to reducing the regulatory burden 
on audited bodies. As such, we are building on our knowledge and updating 
any evidence we already have in relation to previous year's audit work. This 
planning stage assesses where we have gaps in our knowledge and are 
required to undertake additional work.   

10 We have undertaken initial interviews with your Directors and identified 
areas where you have delivered positive outcomes which provide examples 
of how you are continuing to meet the sub-criteria of the areas detailed 
above. We have not finalised our conclusions as yet and will update our 
assessment in July and August. 

Planning for 2011/12 

11 We have completed the initial planning of the 2011/12 audit. This has 
involved meeting with key senior officers to assess the risk presenting 
themselves at this time, review of Council minutes and other key documents 
and consideration of the wider local government sector issues. We have 
confirmed the level of work required to deliver your opinion and VFM 
conclusion and can confirm that the fee has been set at £114,297 (excl 
VAT). This is in line with Audit Commission guidance.  

12 We have met with the Chief Executive to discuss this initial fee and they 
have agreed the fee in principle. We wrote to the Chief Executive to confirm 
the fee and copied the letter to the then Chair of the Audit & Governance 
Committee. I would be happy to share this letter with the new Chair of the 
Committee if it is required. 
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Working with Internal Audit 
13 We continue to work with Internal Audit during 2010/11 and are aiming 
to place reliance on their work wherever possible. We have met with the 
Head of Internal Audit and agreed the coverage of our work for 2010/11 to 
ensure that there is no duplication or inefficiencies in the work programmes. 
We continue to liaise and this will be on a more frequent basis as the shared 
services programme of work develops. This approach should reduce the 
regulatory burden on the Council, particularly finance staff.  

Conclusion 
14 We are on target to deliver the audit plan for 2010/11 as set out in 
appendix 1. 
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Other matters of interest 

National reports 
15 There have been no National Reports relating to District Council’s 
released since the last Audit Committee. 

Other information 

Accounts and Audit (England) Regulations 2011 - update 

16 The Accounts and Audit (England) Regulations 2011 (SI 2011/817) 
came into force on 31 March 2011. The SI states that the responsible 
Financial Officer is still required to certify the accounts by 30 June. 
However, authorities no longer have to circulate the accounts for review and 
approval by members prior to submission for audit on 30 June. This will give 
authorities extra time to prepare their annual accounts. 

17 Approval of the accounts by members is now required prior to 
publication of the accounts by 30 September. This will enable members to 
approve the accounts in the knowledge of the auditor's findings. 

The Future of Local Audit  

18 In August 2010, the Secretary of State announced plans to disband the 
Audit Commission and refocus local public audit. In a letter from DCLG in 
early June 2011, councils were told that Ministers' initial view is that the best 
value for money option is to outsource all the audits currently undertaken by 
the in-house practice to the private sector. 

19 In order to ensure that progress can be maintained on the options, 
Ministers have asked the Audit Commission to begin substantive 
preparatory work for outsourcing the 2012/13 audits. The Commission has 
been asked to design a procurement process that allows a range of firms to 
bid, including the possibility of an in house bid which could form the basis of 
a new employee owned mutual. 

20 A consultation which is due to close on 30 June 2011, sets out 
proposals on the new audit framework where: audit quality is regulated 
within a statutory framework, overseen by the National Audit Office and the 
accountancy profession and where local public bodies will be free to appoint 
their own external auditors with stringent safeguards for independence. 
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Implementation of IFRS in Local Government – The Final Countdown 

21 The Audit Commission published its final briefing paper on the 
Countdown to IFRS series, 'The Final Countdown', on 17 March 2011. The 
briefing paper provides a national summary of the findings from the January 
2011 survey on implementation of IFRS in local government.   

22 The Commission’s overall message was that even those authorities with 
issues to resolve still had time to implement IFRS successfully, if they took 
appropriate action. However, they needed to act promptly, as problems that 
arise later in the final accounts period may lead to added costs for the 
authority or material errors in draft accounts. 

23 The Commission suggested that authorities should: 
■ complete any key outstanding IFRS implementation tasks, such as 

restatement work, without further delay; 
■ integrate any remaining tasks into their accounts closedown timetable; 
■ leave enough time to prepare the increased number of IFRS disclosures 

and to resolve any remaining financial reporting issues; 
■ ensure their accounts closedown timetable is realistic, building in 

enough time and staff resource to deal with issues that will inevitably 
arise during the closedown period; 

■ keep their auditors informed on their progress in resolving IFRS 
financial reporting issues and seek to agree time in advance to review 
work as they enter the closedown period; 

■ continue to discuss progress of IFRS implementation with their audit 
committees; and 

■ take steps now to ensure that IFRS knowledge and skills are captured 
and embedded, to enable good financial reporting in future years. 

24 The survey indicates that nationally, the areas listed below are those 
where significant financial reporting issues have been identified for District 
Councils.  
 

9a. Where the authority has significant financial reporting issues to 
resolve, please indicate the type
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Valuation of Housing Stock  

25 Following consultation which closed on 19 May 2011, CLG has now 
published the final Housing Revenue Account (Accounting Practices) 
Directions 2011 on its website. This document is unchanged from the 
consultation document issued on 1 April 2011. 

26 The Directions confirm that when carrying out a valuation of assets 
within the Housing Revenue Account of an authority, the proper practices to 
be followed are the practices set out in the Stock Valuation for Resource 
Accounting: Guidance for valuers - 2010. 

27 In the guidance, CLG recognises that, exceptionally in 2010/11, some 
authorities may not be able to complete the five-year stock revaluation in 
time for the end-year accounts. In those circumstances the guidance 
recommends that the authority discuss the position with their auditor but, if 
the timetable cannot be met, an appropriate desk top exercise would be 
acceptable in 2010/11 with the more comprehensive stock valuation taking 
place in 2011/12. 

28 The minimum requirements in the CLG Guidance, as set out in Chapter 
16.3 are as follows. 

As a minimum the annual review should: 
■ update the stock numbers in the asset and archetype groups to account 

for disposals and demolitions, acquisitions and newly constructed 
dwellings; 

■ take account of material movements in value at the asset group level, 
including impairment; 

■ capture major changes in value of significant asset groups resulting 
from major refurbishment schemes; and 

■ include in the asset groups property originally classed as in the course 
of development, but now complete. 

Changes in social housing adjustment factors.  
■ The valuation method for housing stock (held for social housing) is 

‘Existing Use Value for Social Housing’. This is determined by applying 
an adjustment factor to a valuation based on vacant possession. This 
issue was raised with the Council in February 2011.  

■ The changes in adjustment factors will have a material impact on most 
housing stocks. We would therefore expect valuers undertaking an 
annual desktop review to have regard to the change. 
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DWP publication on tackling fraud  

29 The Department for Works and Pensions (DWP) has launched a new 
policy document ‘Tackling fraud and error in the benefit and tax credit 
system’. The key measures announced include: 
■ setting up a single fraud investigation service investigating welfare fraud 

across DWP, HMRC and local authorities; 
■ employing over 200 new counter fraud officers; 
■ setting up a new mobile regional task force to review every claim in high 

fraud areas; 
■ abolishing cautions as a penalty for fraud; 
■ increasing asset seizure; 
■ adopting new tougher one-strike, two strike and three-strike rules, 

including three year sentences for people with multiple convictions; 
■ taking money owed direct through PAYE; 
■ using civil penalties - £50 for more minor offences; 
■ promoting closer working with ‘Crimestoppers’; 
■ case-cleaning over 1 million claims to remove official or customer error; 

and 
■ naming and shaming fraudsters in local areas. 

30 The changes will be implemented from 2012/13.  
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Audit Com
 

31 The Audit Committee may wish to consider the following questions in 
respect of the issues highlighted in this briefing paper. 

Key considerations 

■ Is the Audit & Governance Committee satisfied that it will receive the 
financial statements with sufficient time to understand and question the 
assumptions made by officers? 

■ In relation to IFRS implementation, is the Audit & Governance 
Committee satisfied with the updates it is receiving and that knowledge 
is being embedded at the Council? 

■ Is the Audit & Governance Committee clear that the Council has 
addressed the areas where significant issues have been identified at 
other District Councils? 

■ The valuation of housing stock is a key area for the Council and the 
Audit & Governance Committee should be clear that the appropriate 
valuations have been made for 2010/11? 

 

June 2011 

Emily Mayne 
Audit Manager 
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Appendix 1  2010/11 programme 

Programme Progress Main Conclusion/Findings Deadline for draft 
report 

Audit Committee 
meeting 

Audit Plan 

Initial Fee Letter 
2010/11 

Reported to the 
Chair of Audit 
Committee 

The indicative fee was agreed by the Chief Executive in 
April 2010. 

February 2011 March 2011 

Audit Opinion Plan 
2010/11 

Completed This has been agreed with the Head of Financial 
Management. 

February 2011 March 2011 

Opinion 

Interim work on 
arrangements to 
support the opinion

Completed Initial work has been undertaken on your key financial 
systems. No significant weaknesses identified to date. 
Revisions to the testing strategy have been 
communicated to the Council and Those Charged with 
Governance.  

Report through 
Statements of Audit 
Progress 

N/A 

Annual 
Governance 
Report  

Not started Post statement testing planned for August. September 2011 September 2011 
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Audit Com

Programme Progress Main Conclusions/Findings Deadline for draft 
report 

Audit Committee 
meeting 

VFM conclusion 

Assessment of the 
Council's 
performance 
against the Value 
for Money criteria 
informing the VFM 
conclusion 

In progress Initial interviews with Council staff have taken place 
informing the risk assessment and additional work 
required. No significant issues have been identified to 
date. 

September 2011 September 2011 

Local risk work in 
relation to Shared 
Services 

In progress Initial field work has taken place. We have formed early 
conclusions which were agreed with both Council's and 
have been presented to the Programme Board. 

June 2011 June 2011 

Annual Audit Letter 

Annual Audit 
Letter 2010/11 

Not started  October 2011 November 2011 

 



 

If you require a copy of this document in an alternative 
format or in a language other than English, please call: 
0844 798 7070 
© Audit Commission 2011. 
Design and production by the Audit Commission Publishing Team. 
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The Statement of Responsibilities of Auditors and Audited Bodies issued by 
the Audit Commission explains the respective responsibilities of auditors 
and of the audited body. Reports prepared by appointed auditors are 
addressed to non-executive directors, members or officers. They are 
prepared for the sole use of the audited body. Auditors accept no 
responsibility to: 
■ any director/member or officer in their individual capacity; or  
■ any third party.  

 

 

 

Audit Commission 

1st Floor 
Millbank Tower 
Millbank 
London 
SW1P 4HQ 

Telephone: 0844 798 3131 
Fax: 0844 798 2945 
Textphone (minicom): 0844 798 2946 

 

www.audit-commission.gov.uk June 2011
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