
28 July 2020

NOTICE OF MEETING

AUDIT AND RESOURCES COMMITTEE
will meet on

Tuesday, 28 July 2020
beginning at

6:15 pm
in 

https://bit.ly/2OEqLtL

TO: Councillor Steve Holes (Chairman)
Councillor Alex Bourne (Vice-Chairman)
Councillor Rob Rushton
Councillor Margaret Atkinson
Councillor Ray Dean
Councillor Adam Manning
Councillor Wayne Irish
Councillor Adrian Trace
Councillor Sara Tyson-Payne
Councillor Bruce Tennent

CC: Councillor Keith House Council Leader

Staff Contacts: Nikki Dunne, Democratic Services Officer, 02380 688298 
Email:nikki.dunne@eastleigh.gov.uk

Sarah King, Corporate Director, Support Services (CFO), tel 
023 8068 8011 Email: sarah.king@eastleigh.gov.uk

NATALIE WIGMAN
Corporate Director – Strategy

____________________________________________________________________
Copies of this and all other agendas can be accessed via the Council's website - 

http://www.eastleigh.gov.uk/meetings as well as in other formats, including 
Braille, audio, large print and other languages, upon request.

Members of the public are invited to speak on general items at the start of the 
meeting, and on individual agenda items at the time the item is discussed.  To 

register please contact the Democratic Services Officer above.
Please be aware that Eastleigh Borough Council permits filming, sound recording 

and photography at meetings open to the public, and Councillors will be using 
tablet devices to access committee papers.

Eastleigh House 
Upper Market Street
Eastleigh SO50 9YN
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AGENDA

8. External Audit Progress    (Pages 3 - 12)

Your Council’s electronic news service - e-news  -

Register your email address free with the Council and keep up to date with what’s 
happening in the Borough.  Simply select your topics and we will send you email 

updates with news as it happens including new Council Jobs, What’s On, Recycling, 
Transport plus lots more. www.eastleigh.gov.uk/enews 

DATE OF NEXT MEETING
Tuesday, 8 September 2020 at 6:15 pm
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Eastleigh Borough
Council
Audit planning report
update
Year ended 31 March 2020
9 July 2020
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9 July 2020

Dear Committee Members

Audit planning report update
Year ended 31 March 2020

This report provides the  Audit and Resources Committee with an update to our risk identification for the 2019/20 audit, reflecting the changes
in risks identified in the current year.

In our audit planning report presented at the 11 February 2020 Audit and Resources Committee meeting, we provided you with an overview of
our audit scope and approach for the audit of the financial statements. We subsequently presented, at the 26 May 2020 Audit and Resources
Committee meeting, a general update on issues potentially effecting the Council and our audit scope following the Coronavirus outbreak. We have
now fully re-assessed our audit scope and strategy in light of the impacts of Covid-19.  We provide an update to the significant accounting and
auditing matters, and audit approach outlined in the Audit Planning Report.

Section 1 - changes to audit risks
Section 2 – changes to audit scope

If you have any queries in respect of this report, please contact me.

Yours faithfully

Janet Dawson
For and on behalf of Ernst & Young LLP
Enc

Audit and Resources Committee
Eastleigh Borough Council
Eastleigh House,
Upper Market Street,
Eastleigh,
SO50 9YN.
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Audit risks

Our response to significant risks

What will we do?

We will:

• consider the competence, capability and objectivity of the Council’s valuers;
• consider the scope of valuers’ work;
• ensure L&B assets have been revalued within a 5 year rolling programme as

required by the Code;
• ensure IP has been annually revalued as required by the Code;
• consider if there are any specific changes to assets that should have been

communicated to the valuer(s);
• sample test key inputs used by the valuer(s) when producing valuations;
• consider the results of the valuers’ work;
• challenge the assumptions used by the Council’s valuers by reference to

external evidence and our EY valuation specialists (where necessary);
• test  journals for the valuation adjustments to confirm that they have been

accurately processed in the financial statements;
• test a sample of assets revalued in year to confirm that the valuation basis is

appropriate and the accounting entries are correct; and
• review assets that are not subject to valuation in 2019/20 to confirm the

remaining asset base is not materially misstated.

Additional procedures necessary to address the risks created by C-19
We will:
• Extend the sample of valuations considered by our EY valuation specialists

concentrating on assets where we think valuations are more likely to be
impacted by C-19 related market volatility.

• Ensure the appropriate disclosure has been made in the accounts in relation
to any valuation uncertainty.

.

What is the risk?

Land and Buildings (L&B) and Investment
Property (IP) are significant balance in the
Council's Balance Sheet. The valuation of L&B
and IP is complex and subject to a number of
assumptions and judgements. A small
movement in these assumptions can have a
material impact on the financial statements.

The risk is heightened for traditional retail
assets due to market difficulties such as
reduced consumer confidence and
competition from internet based retailers
with lower cost bases. This has led to a large
number of retailers, including well known
names, closing stores, going into
administration or otherwise seeking to reduce
their rental costs by renegotiating existing
leases, perhaps by way of a Creditors
Voluntary Arrangements. These difficulties
have had a direct impact on the value of the
retail units (high street shops, out of town
retail parks and shopping centres) leased to
retailers or owned by them.

Covid-19 (C-19 Update)

Subsequent to issuing our Plan the Royal
Institute of Chartered Surveyors (RICS), the
body setting the standards for property
valuations, has issued guidance to valuers
highlighting that the uncertain impact of
Covid-19 (C-19) on markets might cause a
valuer to conclude that there is a material
uncertainty.

Updated significant risk:
Valuation of Property
Plant and Equipment
PPE) and Investment
Property (IP)

Financial statement
impact

If land and buildings or
investment property are
incorrectly valued this would
have the impact of
understating expenditure.
Relevant accounts had the
following balances in the
2018/19 financial
statements:

PPE: £227.7m

Investment Property:
£90,9m

We set out new significant risks identified for the current year and significant risks that have changed subsequent to the issue of our Audit Planning Report,
together with the rationale and expected audit approach.
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Audit risks

Our response to significant risks (continued)
What will we do?

In light of the unprecedented nature of Covid-19,
its impact on the funding of public sector entities
and uncertainty over the form and extent of
government support, we will be seeking a
documented and detailed consideration to support
management’s assertion regarding the going
concern basis and particularly with a view whether
there are any material uncertainties for disclosure.
We will review your updated going concern
disclosures within the financial statements under
IAS1, and associated financial viability disclosures
within the Narrative Statement. We expect you to
disclose any material uncertainties that do exist.
These disclosures should also include the process
that has been undertaken for revising financial
plans and cashflow, liquidity forecasts, known
outcomes, sensitivities, mitigating actions
including but not restricted to the use of reserves,
and key assumptions (e.g. assumed duration of
Covid-19).

Our audit procedures to review these will include
consideration of:

• Current and developing environment.

• Liquidity (operational and funding).

• Mitigating factors.

• Management information and forecasting.

• Sensitivities and stress testing.

What is the risk?

Covid-19 has created a number of financial pressures throughout local
government, creating financial stress in either, or a combination of, increasing
service demand leading to increased expenditure in specific services, and
reductions in income sources. This is particularly relevant to the Council due to its
relatively large level of reliance on commercial income. There is currently no clear
statement of financial support from MHCLG that covers all financial consequences
of Covid-19.

There have been a number of media stories in both the national press and trade
publications raising the possibilities of an increase in chief financial officers using
their s114 powers.  This could be under s114(3), insufficient resources to fund
likely expenditure.  CIPFA’s Code of Practice on Local Authority Accounting in the
United Kingdom 2019/20 sets out that organisations that can only be
discontinued under statutory prescription shall prepare their accounts on a going
concern basis. However, International Auditing Standard 570 Going Concern, as
applied by Practice Note 10: Audit of financial statements of public sector bodies
in the United Kingdom, still requires auditors to undertake sufficient and
appropriate audit procedures to consider whether there is a material uncertainty
on going concern that requires reporting by management within the financial
statements, and within the auditor’s report. We are obliged to report on such
matters within the section of our audit report ‘Conclusions relating to Going
Concern’. To do this, the auditor must review management’s assessment of the
going concern basis applying IAS1 Presentation of Financial Statements.

The auditor’s report in respect of going concern covers a 12-month period from
the date of the audit report, therefore the Council’s assessment will also need to
cover this period.

Events after the balance sheet:
There is increased risk that further events after the balance sheet date
concerning the current Covid-19 pandemic will need to be disclosed. The amount
of detail required in the disclosure will need to reflect the specific circumstances
of the Council.

New significant risk:

Assessment and
disclosures on Going
Concern and Events
after the balance sheet
date

Financial statement
impact

We consider the risk applies
to the work done by the
Council to gain comfort it
remains appropriate to
prepare the financial
statements on a going
concern basis.

It is also important that this
assessment is fully reflected
in the financial statements
including the disclosure of
any remaining areas of
material uncertainty and
relevant events that have
occurred after the balance
sheet date.
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Audit risks

Our response to significant risks (continued)
What will we do?

We will:

• Review the expected credit loss (ECL) impairment calculations
performed by the Council to determine the level of impairment
required, if any, to the carrying value of the finance lease asset.

• Challenge the assumptions made by the Council in undertaking the ECL
impairment calculation, including ensuring that a range of reasonable
scenarios and probabilities of occurrence are properly considered.

• Commission our EY valuation specialists to review the market valuation
of the underlying assets to determine whether the financial
assessment of collateral should the lessee default is reasonable, and
that the level of collateral available is properly considered in the
Council’s assessment of the valuation of the finance lease asset.

What is the risk?

The Council owns the Ageas Bowl land and stadium and
the Ageas Hilton Hotel and Spa which it leases to RB
Sport and Leisure Holdings PLC under a finance lease.
The value of the lease is accounted for as a long-term
finance lease asset on the Council’s balance sheet.

The advent of C-19 and associated physical restrictions
on movement has had an adverse impact on the level
of revenue generated by both the stadium and hotel,
and therefore will also potentially impact the ability of
RB Sport and Holdings PLC to meet its future financial
obligations to the Council under the terms of the
finance lease.

It is therefore essential that the Council correctly
identifies, accounts for and discloses any impairment
of the carrying value of the finance lease asset brought
about by the impact of C-19. The Council also plans to
obtain updated market valuations for both the stadium
and hotel. This is important as the market value of the
assets acts as collateral should the lessee default on its
financial obligations under the terms of the lease and
the assets revert back to being accounted for as
investment property on the Council’s balance sheet.

New significant risk:

Ageas Bowl – finance
lease asset valuation

Financial statement
impact

At the end of the 2018/19
financial year the Council
carried a finance lease asset
of approximately £46.2
million on its balance sheet.
If not valued correctly this
could have a material
impact on the carrying value
of assets accounted for in
the Council’s financial
statements.
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Audit risks

Other areas of audit focus

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

IFRS 16 Leases

This new accounting standard is applicable for local authority accounts from the
2020/21 financial year and will change:

• How operating leases are recognised (as lessee); and
• The disclosure requirements for operating leases (as lessee).

The 2020/21 CIPFA Code of Practice on Local Authority accounting has not yet been
issued. However, the Code requires the disclosure of information relating to the impact
of an accounting change that will be required by a new accounting standard, but one
which has not yet been implemented

The adoption of IFRS 16 by the CIPFA Code of Practice on Local Authority
Accounting as the basis for preparation of local government financial
statements has been deferred to 2021/22.  The Council will therefore no
longer be required to disclosure the impact of the standard in the financial
statements.

We therefore no longer consider this to be an areas of audit focus.

We identify other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material misstatement
to the financial statements and disclosures and therefore may be key audit matters we will include in our audit report. We set out below the one area of audit
focus that has changed subsequent to issue of our audit plan.
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Scope of our audit

Impact of Covid-19
Other potential impacts of Covid-19

The ongoing disruption to daily life and the economy as a result of the C-19 virus will have a pervasive impact upon the financial statements. Understandably, the priority
for the Council to date has been to ensure the safety of staff and the delivery of business critical activities. However, the financial statements need to reflect the impact
of C-19 on the Council’s financial position and performance. We have not identified further significant risks or areas of audit focus related to C-19 other than those set
out previously as part of this audit plan update, but wish to highlight the wide range of ways in which C-19 could impact the financial statements. Over-and-above the
areas already considered these may include, but not be limited to:

• Revenue recognition – there may be an impact on income collection (council tax and business rates) if businesses and residents are unable to work and earn income
due to the lockdown and restriction of movement due to C-19.

• Tangible assets – there may be impairment of tangible assets if future service potential is reduced by the economic impact of the virus. The Council may also have
already incurred capital costs on projects where the economic case has fundamentally changed.

• Valuation of investments – the valuation of investments may be made more difficult due to the market volatility brought about by the impact of C-19 at the end of the
financial year.

• Pensions – volatility in the financial markets is likely to have a significant impact on pension assets, and therefore net liabilities. We already treat this as a high
inherent risk estimate and area of audit focus in our audit approach.

• Receivables – there may be an increase in amounts written off as irrecoverable and impairment of year-end balances due to the increased number of businesses and
residents unable to meet their financial obligations.

• Holiday and sickness pay – the change in working patterns may result in year-end staff pay accruals which are noticeably different to prior years.

• Government support – C-19 specific government support is likely to be a new transaction stream and may require development of new accounting policies and
treatments.

• Annual Governance Statement– the widespread use of home working is likely to change the way internal controls operate. The Annual Governance Statement will
need to capture how the control environment has changed during the period and what steps were taken to maintain a robust control environment during the
disruption. This will also need to be considered in the context of internal audit’s ability to issue their Head of Internal Audit opinion for the year, depending on the
ability to complete the remainder of the internal audit programme.

In addition to the impact on the financial statements themselves, the disruption caused by C-19 may impact on our ability to complete the audit as efficiently as normal.
For example, it may be more difficult than usual to access the supporting documentation necessary to support our audit procedures. There will also be additional audit
procedures we have to perform to respond to the additional risks caused by the factors noted above.

The changes to audit risks and audit approach will change the level of work we perform. This is likely to impact the audit fee. We will agree changes to the audit fee with
management and report back to the Audit and Resources Committee in our Audit Results Report.
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Scope of our audit

Materiality

Materiality
We have considered the materiality levels we reported to you in our Audit Planning Report, and whether any change to our materiality is required in light of C-19.
Following this consideration we remain satisfied that the basis for planning materiality, performance materiality and our audit threshold for reporting differences
reported to you in our Audit Planning Report remains appropriate, but will update materiality based on the draft financial statements received for audit and report our
updated materiality levels as part of our Audit Results Report.

12


	Agenda
	8 External Audit Progress

