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1 3  March 2 0 1 8

Audit  & Corporat e  Gove rnance  Commit t e e
Sout h Cambridgeshire  Dis t rict  Council
Sout h Cambridgeshire  Hall
Cambourne  Business  Park
Cambourne , CB2 3 6 EA

Dear Audit  & Corporate Governance Committee Members

Audit  Plan

We are pleased to at tach our Audit  Plan which sets out  how we intend to carry out  our responsibilit ies as auditor. Its purpose is to
provide the Committee with a basis to review our proposed audit  approach and scope for the 20 17 / 1 8 audit  in accordance with the
requirements of the Local Audit  and Accountability Act 20 14 , the National Audit  Office’s 2 01 5  Code of Audit  Practice, the
Statement  of Responsibilit ies issued by Public Sector Audit  Appointments (PSAA) Ltd, audit ing standards and other professional
requirements. It  is also to ensure that  our audit  is aligned with the Committee’s service expectat ions.

This plan summarises our init ia l assessment of the key risks driving the development of an effect ive audit  for the Council, and
outlines our planned audit  strategy in response to those risks. This report  is intended solely for the information and use of the Audit
& Corporate Governance Committee and management, and is not  intended to be and should not  be used by anyone other than these
specified part ies.

We welcome the opportunity to discuss this report  with you on 2 2  March 20 18  as well as understand whether there are other
matters which you consider may influence our audit .

Yours fa ithfully,

Suresh Patel, Associate  Partner

For and on beha lf of Ernst  & Young LLP

Enc
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In April 2015  Public Sector Audit  Appoint ments  Lt d (PSAA) issued “St a tement  of responsibilit ies  of auditors  and audited bodies”. It  is  available  from the  via  the  PSAA websit e  (www.PSAA.co.uk).
The  St at ement  of re sponsibilit ies  se rves  as  the  formal t erms  of engagement  be tween appoint ed auditors  and audited bodies. It  summarises  where  t he  different  re sponsibilit ies  of auditors  and audited
bodies  begin and end, and what  is  to be  expected of t he  audited body in cert ain a reas.
The  “Terms  of Appoint ment  (upda ted February 2017)” issued by t he  PSAA se ts  out  addit iona l requirements  t hat  auditors  must  comply wit h, over and above  t hose  se t  out  in the  Nat iona l Audit  Office  Code
of Audit  Pract ice  (t he  Code) and in legisla t ion, and covers  mat t ers  of pract ice  and procedure  which are  of a  recurring na ture .
This report is made sole ly to the Audit  & Corpora te  Governance  Commit tee  and management  of South Cambridgeshire District Council in accordance with the statement of responsibilit ies . Our work has been
undertaken so tha t we might state to the Audit  & Corpora te  Governance  Commit tee, and management  of Sout h Cambridgeshire  Dist rict  Council those matters we are required to state to them in this report
and for no other purpose . To the fullest extent permitted by law we do not accept or assume responsibility to anyone other than the Audit  & Corpora te  Governance  Commit tee  and management  of Sout h
Cambridgeshire  Dist rict  Council for this report or for the opinions we have formed. It  should not be provided to any third-party without our prior written consent.
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Overview of our 2017 / 18  audit  s t ra t egy

Audit r is ks and areas  of focus

Ris k /  a rea  of focus Ris k ident ified Change from PY Det a ils

Risk of fraud in revenue and
expenditure  recognit ion

Fraud risk/
Significant  risk

No change in
risk or focus

Under ISA 24 0  there is a  presumed risk that  revenue may be misstated due to
improper revenue recognit ion. In the public sector, this requirement is modified
by Practice  Note  1 0  issued by the  Financia l Reporting Council, which states that
auditors should also consider the risk that  material misstatements may occur by
the manipulation of expenditure recognit ion.

Management override of
controls

Fraud risk No change in risk
or focus

As ident ified in ISA 2 4 0 , management  is in a  unique posit ion to perpetrate  fraud
because  of its ability to manipulate  account ing records directly or indirect ly and
prepare  fraudulent  financia l sta tements by overriding controls that  would
otherwise appear to be operat ing effect ively.

Preparation of statement of
accounts, working papers and
responding to audit  queries

Significant  risk Incre ase  in risk
or focus

In the  prior year, the  Council experienced significant  problems preparing its FY1 7
statements of accounts, working papers and responding to audit  queries. For this
year the  Council needs to prepare  draft  accounts by 3 1  May 2 0 1 8  and publish
audited accounts by 3 1  J uly 2 0 1 8 .

The Council is taking steps to strengthen its arrangements for accounts
closedown and the associated requirements for meet ing the accelerated
timetable. However, the Council also faces addit ional pressures from introducing
a new asset  register, consolidat ing a  second subsidiary company, implementing a
new general ledger and continued key staff turnover. As a  result we view it as a
significant  risk that  the  Council will prepare materia lly accurate  accounts, with
good quality working papers and respond to audit  queries effect ively and
promptly.

Where  this risk requires additional audit  input  and lia ison we will discuss with the
Executive Director the impact  on the planned audit  fee.

This  ‘das hboard’ s ummaris es  t he s ignificant  account ing and audit ing ma t t er s  out lined in t his  report . It  s eeks  t o provide t he Audit  & Corpora t e
Governance Commit t ee wit h an overview of our init ia l r is k ident ifica t ion and any changes  in r is ks  ident ified in t he current  year .
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Overview of our 2017 / 18  audit  s t ra t egy

Mat eria lit y

Planning
materia lit y

£ 1 .9 mn
Performance

materia lit y

£ 0 .9 5 mn Audit
differences

£ 9 5 k

We have set  materiality at  £ 1 .9mn, which represents 2% of the forecast  gross expenditure of the Council and is the top of
our range.

We have set  performance materiality at  £0 .95 mn, which represents 50% of materiality. This is the lower
end of our range and reflects the  extent  of errors we identified in the  prior year accounts.

We will report  all uncorrected misstatements relat ing to the primary statements
(comprehensive income and expenditure statement, balance sheet , movement in reserves
statement, cash flow statement, housing revenue account  and collect ion fund) greater than
£9 5 ,0 00 .  We will communicate other misstatements identified to the extent  that  they merit
the a t tention of the Audit  & Corporate Governance Committee.

Audit r is ks and a reas  of focus  (cont )

Ris k/ a rea  of focus Ris k ident ified Change from P Y Det a ils

Valuat ion of property, plant  and
equipment (PPE)

Higher inherent
risk

Incre ase  in risk or
focus

The fair value of land, buildings and Investment  Properties (IP) represent
significant  balances in the Council’s accounts and are  subject  to valuat ion
changes, impairment  reviews and depreciat ion charges. Management  is
required to make materia l judgemental inputs and apply est imation
techniques to calculate  the year-end balances recorded in the balance
sheet . In light  of the prior year issues on the housing stock valuation, we
view this as a  higher inherent  risk.

Pension Liability valuat ion Inherent  risk No change in risk
or focus

The Local Authority Accounting Code of Practice and IAS19  require the
Council to make extensive  disclosures within it s financia l statements
regarding its membership of the Local Government Pension Scheme
administered by Cambridgeshire  County Council.
The Council’s pension fund deficit  is a  materia l est imated balance and the
Code requires that  this liability be  disclosed on the  Council’s balance
sheet. At  3 1  March 2 0 1 7  this totalled £ 5 7 .5 mn.
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Overview of our 2017 / 18 audit  s t ra t egy

Audit  s cope

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

§ Our audit  opinion on whether the financia l statements of South Cambridgeshire District  Council give a true and fair view of the financia l posit ion as
at  3 1  March 20 18  and of the income and expenditure for the year then ended; and

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

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 a lso include the  mandatory procedures that  we are  required to perform in accordance with applicable  laws and audit ing standards.

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

§ Strategic, operat ional and financial risks re levant  to the  financial sta tements; developments in financial report ing 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.

For 2 01 7 / 18  there have been changes in respect  of the group accounts which impact  on the scope of our work and the associa ted audit  fee. The Board
of South Cambs Limited has appointed Ensors as its auditors, in the prior year it  was EY. In addit ion, the Council has decided that  it  will consolidate
Shire  Homes Lett ings Limited which will a lso be  audited by Ensors. These  changes require  us to carry out  specific procedures on the  consolidation
process and audit  of the  group accounts and as a  result  we propose to re ta in the  addit ional audit  fee  of £ 5 ,0 0 0  we agreed for the  prior year.

Audit  t eam

Sure sh Pat e l, Associat e  Part ne r Kay McClennon, Manage r
Kay is a  CIPFA and ICAEW qualified accountant  and brings over
2 0  years of experience  auditing local councils in the
Cambridgeshire  region.

We have made a change to the senior team involved in your FY18  audit , with Kay McClennon as your Audit  Manager.
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Ris k as s es s ment

We have obtained an understanding of your st ra tegy, reviewed your principal risks as identified in your 2 0 1 8  Annual Report  and Accounts and combined
it  with our understanding of the sector to identify key risks that  impact  our audit .
The following ‘dashboard’ summarises the  significant  matters that  are  re levant  for planning our year-end audit :

Audit  risks

Risk assessment

Higher

Lower Higher

Probability of occurrence

5

2

1

4

Significant  risks
1  Revenue Recognit ion
2  Management  Override
3  Accounts preparat ion

Ot her financial s t a t e me nt  risks
4  PPE Valuation
5  Pension Liability Valuation

3
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Audit  risks

Our response  t o s ignificant  risks

Wha t  will we do?
We will:
§ Review and test  revenue and expenditure  recognit ion policies.
§ Review and discuss with management any accounting est imates

on revenue or expenditure recognit ion for evidence of bias.
§ Develop a testing strategy to test  material revenue and

expenditure  st reams.
§ Review and test  revenue cut-off at  the period end da te .

Financia l s t a t ement  impact

Misstatements tha t  occur in
relat ion to the risk of fraud in
revenue and expenditure
recognit ion could a ffect  the
income and expenditure
accounts. These accounts had
the  following balances in the
201 7  financial sta tements:

Income: £ 93 mn

Expenditure Account: £9 5mn

We have se t out t he s ignificant risks ident ifie d for t he curre nt ye ar audit a long wit h t he rat ionale and expected audit approach. The risks ident ified
below may change to reflect any significant findings or subse quent issue s we ident ify during the audit .

Wha t  is  t he ris k?
Under ISA 2 4 0  there  is a  presumed risk that
revenue may be misstated due to improper
revenue recognit ion. In the public sector,
this requirement  is modified by Practice
Note 10  issued by the Financia l Report ing
Council, which states that  auditors should
also consider the  risk that  materia l
misstatements may occur by the
manipulat ion of expenditure recognit ion.

Risk of fraud in re ve nue and
expendit ure  recognit ion
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Audit  risks

Our response  t o s ignificant  risks  (cont inued)

Wha t  will we do?

We will:
§ Identify inherent  and actual fraud risks during planning.
§ Enquire of management about risks of fraud and the controls put

in place to address those risks.
§ Understand the  oversight  given by those charged with

governance of management’s processes over fraud.
§ Consider the effect iveness of management’s controls designed to

address the  risk of fraud.
§ Determine an appropriate  st ra tegy to address those ident ified

risks of fraud.
§ Perform mandatory procedures regardless of specifically

ident ified fraud risks, including test ing the  appropriateness of
journal entries recorded in the  general ledger and other
adjustments made in the preparation of the financial statements
(this will include the use of analytics to focus our test ing).

§ Review accounting est imates for evidence of management bias.
§ Evaluate  the  business ra t ionale  for significant  unusual

transactions.

Wha t  is  t he ris k?

The financial statements as a  whole are  not
free of material misstatements whether
caused by fraud or error.

As ident ified in ISA (UK and Ireland) 2 4 0 ,
management is in a unique posit ion to
perpetrate  fraud because of its ability to
manipulate  accounting records direct ly or
indirect ly and prepare  fraudulent  financial
statements by overriding controls that
otherwise  appear to be operat ing
effect ively. We ident ify and respond to this
fraud risk on every audit  engagement.

Risk of Management
ove rride : Miss t a t e me nt s
due t o fraud or e rror

Financia l s t a t ement  impact

Misstatements tha t  occur in
relat ion to the risk of fraud in
revenue and expenditure
recognit ion could a ffect  the
income and expenditure
accounts. These accounts had
the  following balances in the
201 7  financial sta tements:

Income: £  93 mn

Expenditure Account: £9 5  mn
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Audit  risks

Our response  t o s ignificant  risks  (cont inued)
Wha t  is  t he ris k?Account s  pre parat ion

Financia l s t a t ement  impact

The risks we have outlined could
impact  the preparat ion of a
statement of accounts free
from material misstatement and
supported by good quality
working papers.

For FY1 8  the  Council needs to prepare  draft  accounts by 3 1  May and publish audited accounts by 3 1  J uly. The
accelerated t imetable  provides risks for both the  preparers and the  auditors of accounts.

We have previously reported to the  Committee  the  problems experienced by the  Council in the  prior year in preparing
its accounts, supporting working papers and responding to audit  queries. The Council is taking act ion to resolve those
problems, however Council is facing increasing pressure not  only from the need to meet  the acce lerated deadlines but
a lso from int roducing a  new asse t  register, consolidat ing a  second subsidiary company, implementing a  new financia l
ledger and the loss of key finance staff.

As your auditor, we have a more significant  peak in our audit  work and a shorter period to complete the audit . Any
slippage from the Council to its closedown t imetable and agreed outputs with us could potentia lly put  the delivery of the
Council’s audit  a t  risk.
To mitigate  this risk we will require :
• Good quality draft  financia l sta tements and support ing working papers by the  agreed deadline;
• Appropria te  Council staff to be  available  throughout  the  agreed audit  period; and
• Complete  and prompt  responses to audit  quest ions.
To further streamline this process, the Council needs to ensure it  has adequate review processes in place before
support ing documentat ion is provided to us. For example , we would expect  a  senior member of the finance team to
review and check evidence before  it  is presented for audit . This specifically applies to the  t ransfer of data  into the new
asset  register.
If the  Council is unable  to meet  key dates within our agreed timetable , we will not ify the  Execut ive  Director of the
impact  on the t iming of your audit , which may be that  we postpone your audit  until later in the summer and redeploy
our team to other work to meet  deadlines elsewhere.
Where  we are  required to carry out  addit ional work and input  to complete  your audit , due to a  lack of understanding of
prior year issues arising from finance staff turnover, addit ional risks being ident ified, addit ional work being required as a
result  of scope changes, or poor audit  evidence, we will notify the Executive Director of the impact  on the fee and the
timing of the audit . Such circumstances may also result  in a  de lay to your audit  while  we complete other work
elsewhere.
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Audit  risks

Our response  t o s ignificant  risks  (cont inued)

Wha t  will we do?

We recognise the challenge to the Council to mit igate the risks associated with preparing its accounts to the accelerated deadlines and in light  of its other
challenges. We are committed to working collaborative ly with the Council by:
• Engaging early to facilita te  early substant ive  test ing where  appropria te.
• Providing an early review on the Council’s streamlining of the Statement of Accounts where non-material disclosure notes are removed.
• Facilitat ing faster close workshops to provide an interactive forum for Local Authority accountants and auditors to share good practice and ideas to

enable us all to achieve a  successful faster closure of accounts for the 20 17 / 1 8  financial year.
• Using the  EY Client  Porta l, which will:

• Streamline our audit  requests through a reduction of emails and improved means of communica tion;
• Provide on –demand visibility into the status of audit  requests and the overa ll audit  status;
• Reduce risk of duplicate  requests; and
• Provide bet ter security of sensit ive  data .

• Agree ing the team and t iming of each element of our work with you.
• Providing clarity on what  we consider to be  good quality supporting working papers before  the  Council prepares those  papers.
• Ensuring we priorit ise our early work on the areas of your accounts most  susceptible to error.

Account s  pre parat ion
(cont inued)
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Audit  risks

Other areas  of audit  focus

What  is  t he  r is k/ a rea of focus ? Wha t  will we do?

Valua t ion of La nd and Buildings

The fair value of Property, Plant  and Equipment (PPE) and
Investment Propert ies (IP) represent  significant  balances in the
Council’s accounts and are  subject  to valuat ion changes,
impairment  reviews and depreciat ion charges.

Management  is required to make materia l judgemental inputs and
apply est imation techniques to calculate  the year-end balances
recorded in the balance sheet.

Given the  issues arising during the  audit  in 2 0 1 6 / 1 7  and the
addit ional work carried out  on the Housing Stock valua tion, we
view this as a  higher inherent  risk.
We have not  determined it  is a  significant  risk because we
concluded in 2 0 1 6 / 1 7 , after addit ional audit  procedures, that  the
valuat ion of council dwellings in the  Council’s accounts was
materia lly correct.

We will:
• Consider the  work performed by the  Council’s valuers, including the

adequacy of the  scope of the  work performed, their professional capabilit ies
and the  results of their work;

• Sample test  key asset  information used by the valuers in performing their
valuation (e .g. floor plans to support  valuations based on price  per square
metre);

• Consider the annual cycle  of valuat ions to ensure that  assets have been
valued within a  5  year rolling programme as required by the  Code for PPE
and annually for IP. We will a lso consider if there  are  any specific changes to
assets that  have occurred and that  these have been communicated to the
valuer;

• Review assets not  subject  to va lua tion in 20 17 / 1 8  to confirm that  the
remaining asset  base  is not  materia lly missta ted;

• Consider changes to useful economic lives as a  result  of the most  recent
valuat ion; and

• Test  accounting entries have been correct ly processed in the financial
statements,

We have ident ified ot her areas of t he audit , t ha t have not been class ified as s ignificant risks , but are s t ill import ant when cons idering t he risks of mat erial
miss t a t ement t o t he financia l s t a t ement s and disclosures and t herefore may be key audit mat t e rs we will include in our audit report .
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Audit  risks

Other areas  of audit  focus  (cont )
What  is  t he  r is k/ a rea of focus ? Wha t  will we do?

Pens ion Lia bilit y Valua t ion

The Local Authority Accounting Code of Practice and IAS19  require
the  Council to make extensive  disclosures within it s financia l
statements regarding its membership of the Local Government
Pension Scheme administered by Cambridgeshire County Council.
The Council’s pension fund deficit  is a  materia l est imated balance
and the  Code requires tha t  this liability be  disclosed on the  Council’s
balance  sheet. At  3 1  March 2 0 1 7  this totalled £ 5 7 .5  million.

The information disclosed is based on the IAS 19  report  issued to
the Council by the actuary to the County Council.
Accounting for this scheme involves significant  est imation and
judgement  and therefore  management  engages an actuary to
undertake the  calculat ions on their behalf. ISAs (UK and Ire land)
5 0 0  and 5 4 0  require  us to undertake procedures on the  use  of
management  experts and the  assumptions underlying fair value
est imates.

We will:
• Liaise with the auditors of Cambridgeshire Pension Fund,  to obtain

assurances over the information supplied to the actuary in rela t ion to South
Cambridgeshire Council;

• Assess the work of the Pension Fund actuary (Hymans) including the
assumptions they have used, by re lying on the work of PWC - Consult ing
Actuaries commissioned by the National Audit  Office for all Local
Government  sector auditors, and by considering any relevant  reviews by
the EY actuarial team; and

• Review and test  the  account ing entries and disclosures made within the
Council’s financia l statements in re lat ion to IAS1 9 .
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Value  for Money

Background

We are  required to consider whether the  Council has put  in place ‘proper arrangements’ to secure
economy, efficiency and effect iveness on its use of resources. This is known as our value for money
conclusion. For 20 17 / 1 8  this is based on the overall evaluation criterion:

“In a ll 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”

The NAO defines proper arrangements as your arrangements to:
§ Take informed decisions;
§ Deploy resources in a  sustainable manner; and
§ Work with partners and other third part ies.

The NAO’s auditor guidance includes specific reference to combined authorit ies, recognising their
commissioning role  and focus on partnership working.

In considering your proper arrangements, we will draw on the  requirements of the  CIPFA/ SOLACE
framework for loca l government to ensure that  our assessment is made against  a  framework that  you
are  a lready 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  Pract ice  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 de liver 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 ca rry out  further work. We have therefore considered both the potential financial impact  of the
issues we have ident ified, and also the  likelihood that  the  issue  will be  of interest  to local taxpayers,
the Government and other stakeholders. This has resulted in the identifica t ion of no significant  risks.

V
F
M
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Mat eria lit y

For planning purposes, materia lity for 2 0 17 / 1 8 has been set a t £1 .9 mn. This
represents 2 % of the Council’s prior year gross expenditure on provision of
services. It will be reassessed throughout the audit process. We have provided
supplemental informat ion about audit materia lity in Appendix C.

Audit  materia lit y

Gross  expendit ure
on provis ion of se rvices

£95mn
Planning

materia lit y

£ 1 .9 mn

Performance
materia lit y

£ 0 .9 6 mn
Audit

differences

£ 9 5 k

Materia lit y

Planning mat eria lit y – the amount over which we anticipate
misstatements would influence the economic decisions of a  user of
the financia l statements.

Performa nce m at eria lit y – the amount we use to determine the
extent  of our audit  procedures. We have set  performance materia lity
a t  £ 0 .9 6 mn which represents 5 0 % of planning materia lity. This is
lower than the prior year reflecting the errors we identified.

Component  performance ma t er ialit y  range – we determine
component performance materiality as a  percentage of Group
performance materia lity based on risk and re la t ive  size  to the  Group.

Audit  difference t hres hold – we propose that  misstatements
ident ified below this threshold are  deemed clearly t rivial. The same
threshold for misstatements is used for component report ing. We will
report  to you all uncorrected misstatements over this amount
rela t ing to the comprehensive income and expenditure statement,
balance sheet , HRA, and collect ion fund that  have an effect  on
income or that  relate  to other comprehensive income. We will
communicate  other uncorrected misstatements, such as
reclassificat ions and corrected misstatements to the extent  that  they
merit  the at tention of the Audit  & Corporate Governance Committee,
or are important  from a qualitat ive perspective .

Specific mat eria lit y – We set  lower materiality leve ls for some
disclosures e .g. remuneration disclosures , re la ted party
transact ions, members’ a llowances and exit  packages, which reflects
our understanding that  an amount less than our materiality would
influence the economic decisions of users of the financial statements
in re lat ion to this.

Key definit ions

We request  that  the Audit  & Corporate Governance Committee confirm its
understanding of, and agreement  to, these  materia lity and report ing levels.
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Object ive and Scope of our  Audit

Under the  Code of Audit  Practice  our principal objectives are  to review and report  on the  Council’s financial sta tements and arrangements for securing
economy, efficiency and effect iveness in its use of resources to the extent  required by the relevant  legislat ion and the requirements of the Code. We
issue an audit  report  that  covers:
1 . Financial s t a t e me nt  audit
Our objective is to form an opinion on the financial statements under International Standards on Audit ing (UK and Ireland).
We also perform other procedures as required by audit ing, e thical and independence standards, the  Code and other regulat ions. We outline  below the
procedures we will undertake during the  course  of our audit .

Proce dures  re quired by s t andards
• Addressing the  risk of fraud and error; Significant  disclosures included in the  financia l sta tements; Ent ity-wide controls;
• Reading other information conta ined in the financial statements and reporting whether it  is inconsistent with our understanding and the financial

sta tements; and Auditor independence.

Proce dures  re quired by the  Code
• Reviewing, and report ing on as appropriate , other information published with the  financial sta tements, including the  Annual Governance Statement.
• Reviewing and report ing on the Whole of Government Accounts return, in line with the instructions issued by the NAO.

2 . Arrangement s  for se curing economy, efficiency and e ffect ive ness  (value  for mone y)
We are required to consider whether the Council has put  in place ‘proper arrangements’ to secure economy, efficiency and effect iveness on its use of
resources.

Scope of our audit

Audit  Proces s  Overview

Our audit  involves identifying and understanding the key processes and internal controls and substantive tests of detail of t ransactions and amounts.
For 2 01 7 / 18  we plan to follow a substantive approach to the audit  as we have concluded this is the most  efficient  way to obtain the leve l of audit
assurance required to conclude that  the financia l statements are not materially misstated.
Analyt ics - We will use  our computer-based analyt ics tools to enable  us to capture  whole  popula tions of your financia l da ta , in particular journal ent ries.
These  tools help identify specific exceptions and anomalies which can then be  subject  to more  t raditional substantive  audit  tests; and give  greater
likelihood of ident ifying errors than random sampling techniques.
We will report  the  findings from our process and analyt ics work, including any significant  weaknesses or inefficiencies ident ified and recommendations
for improvement, to management and the Audit  and Corpora te Governance Committee.

Int e rnal audit - We will regularly 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 de tailed audit  plan, where they raise issues that  could have an impact on the financia l
statements.
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Group s coping

For 2 01 7 / 18  the Council has determined that  it  should consolidate both South Cambs Ltd and Shire Homes Lett ings Ltd, and prepare group
accounts. Our audit  strategy for performing an audit  of an entity components is risk based. We identify components as:
1 . Significant  component s : A component is significant  when it  is likely to include risks of material misstatement of the group financia l statements,

either because of its relat ive financial size to the group (quantitat ive criteria), or because of its specific nature or circumstances (qualitat ive
criteria). We generally assign significant  components a  full or specific scope given their importance to the financia l statements.

2 . Not  s ignificant  component s : The number of addit ional components and extent  of procedures performed depended primarily on: evidence from
significant  components, the effect iveness of group wide controls and the results of analytical procedures.

For all other components we perform other procedures to confirm that  there is no risk of material misstatement within those loca tions. These
procedures are  detailed below.
We have determined that  South Cambs Ltd is a  significant  component due to its financial size and risk. For 20 17 / 1 8  the company has appointed
Ensors as auditors. We will engage with Ensors to perform a full scope audit . We have determined that  Shire Homes Lett ings Ltd is not  a  significant
component  based on size  and risk, and we will perform other procedures to gain the  necessary audit  assurance.

Scope of our audit

Scoping by Ent it y

Our preliminary audit  scopes by number of locations we
have adopted are  se t  out  below. We provide scope deta ils
for the component within Appendix D.

Full s cope audit s

Spe cific scope  audit s

Re vie w scope audit s

Spe cified procedures

2 A

0 B

0 C

0 D

1 E Ot her procedures

Scope definit ions

Full s cope: where  a  full audit  is performed to the  materia lity levels assigned by the
Group audit  team for purposes of the consolidated audit .
Specific  s cope: where the audit  is limited to specific accounts or disclosures
identified by the Group audit  team based on the size and/ or risk profile  of those
accounts.
Review s cope: where procedures primarily consist  of analytical procedures and
inquiries of management. On-site  or desk top reviews may be performed, according
to our assessment of risk and the availability of information centrally.
Specified Procedures : where the component  team performs procedures specified
by the Group audit  team in order to respond to a r isk identified.
Ot her  procedures : Where we do not  consider it  material to the Group financial
statements in terms of size relat ive to the Group and risk, we perform other
procedures to confirm that  there is no risk of material misstatement within those
locations.
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Audit  t eam

Audit  t eam
Audit  t eam s t ruct ure:

Sure sh Pat e l
Engagement  Partner

Kay McClennon
Manager

Mary Springe r
Senior



25

Audit  t eam

Use  of specia lis t s

Our approach to the involvement of specia lists, and the use of their work:

When audit ing key judgements, we are  often required to re ly on the  input  and advice  provided by specialists who have qualificat ions and expert ise  not
possessed by the  core  audit  team. The areas where  e ither EY or third party specialists provide input  for the  current  year audit  are :

Area Specia lis t s

Valuation of Land and Buildings EY Real Estates

Pensions disclosure EY Actuaries

In accordance with Auditing Standards, we will evaluate  each specia list ’s professional competence and objectivity, considering their qualificat ions,
experience and available  resources, together with the independence of the  individuals performing the work.

We also consider the work performed by the specia list  in light  of our knowledge of the Council’s business and processes and our assessment of audit  risk
in the  particular area . For example, we would typically perform the  following procedures:

• Analyse source data  and make inquiries as to the  procedures used by the specialist  to establish whether the  source data  is re levant  and re liable;

• Assess the reasonableness of the assumptions and methods used;

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

• Assess whether the substance of the specialist’s findings are  properly reflected in the financial sta tements.
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Audit  t imeline

Below is a  t imetable showing the key stages of the audit  and the deliverables we have agreed to provide to you through the audit  cycle  in 201 7 / 18 .
From time to t ime matters may arise that  require immediate communica tion with the Audit  & Corporate Governance Committee and we will discuss
them with the Audit  & Corporate Governance Committee Chair as appropriate . We will also provide updates on corpora te governance and regula tory
matters as necessary.

Timeline

Timetable  of communicat ion and de liverables

Audit  phas e Timet able Deliverables

Planning:

Risk assessment and set ting of scopes

J anuary Verba l update to J anuary committee

Ongoing planning and meet ings with key officers Fe bruary Audit  Planning Report  (to be presented to committee in
March 2 0 1 8 )

Walkthrough of key systems and processes

Testing of routine processes and controls

March

Inte rim audit  test ing March Interim audit  update  (verbal unless there  are  significant
issues)

Early year-end test ing April

Year end audit J uly

Audit  Complet ion procedures J uly Audit  Results Report  & Audit  opinions and completion
cert ificates to the J uly Committee

Sept ember Annual Audit  Letter to the September Committee
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Independence

The FRC Ethical Standard and ISA (UK) 26 0  “Communicat ion of audit  matters with those charged with governance”, requires us to communicate  with you
on a t imely basis on all significant  facts and matters that  bear upon our integrity, object ivity and independence. The Ethical Standard, as revised in J une
20 16 , requires that  we communica te formally both at  the planning stage and at  the conclusion of the audit , as well as during the course of the audit  if
appropriate .  The a im of these communica tions is to ensure full and fair disclosure by us to those charged with your governance on matters in which you
have an interest .

In addit ion, during the course of the audit , we are required to communicate with you whenever any significant  judgements are made about threats to
object ivity and independence and the appropriateness of safeguards put  in place, for example, when accept ing an engagement  to provide non-audit
services. We also provide information on any contingent  fee arrangements , the amounts of any future services that  have been contracted, and details of
any writ ten proposal to provide non-audit  services that  has been submitted. We ensure that  the total amount of fees that  EY and our network firms have
charged to you and your affilia tes for the  provision of services during the  reporting period, analysed in appropria te  categories, are  disclosed.

Required communicat ions

Planning s t age Final s t age

► The principal threats, if any, to objectivity and
independence identified by Ernst  & Young (EY)
including considera tion of a ll re la tionships
between you, your affilia tes and directors and
us;

► The safeguards adopted and the  reasons why
they are  considered to be effect ive, including
any Engagement  Quality review;

► The overall assessment of threa ts and
safeguards;

► Information about  the  genera l policies and
process within EY to mainta in objectivity and
independence.

► Where EY has determined it  is appropriate  to
apply more restrict ive independence rules than
permitted under the  Ethical Standard [note:
additional wording should be  included in the
communication reflecting the  client  specific
situation]

► In order for you to assess the  integrity, objectivity and independence of the  firm and each
covered person, we are  required to provide  a  writ ten disclosure  of re la tionships (including the
provision of non-audit  services) that  may bear on our integrity, objectivity and independence.
This is required to have regard to re la t ionships with the  ent ity, its directors and senior
management, its affilia tes, and its connected part ies and the threats to integrity or objectivity,
including those that  could compromise independence that  these create .  We are  a lso required to
disclose  any safeguards that  we have put  in place and why they address such threats, together
with any other information necessary to enable our object ivity and independence to be assessed;

► Details of non-audit  services provided and the fees charged in re la t ion thereto;
► Written confirmation that  the firm and each covered person is  independent and, if applicable,

that  any non-EY firms used in the group audit  or external experts used have confirmed their
independence to us;

► Written confirmat ion that  a ll covered persons are  independent;
► Details of any inconsistencies between FRC Ethical Standard and your  policy for the supply of

non-audit  services by EY and any apparent  breach of that  policy;
► Details of any contingent  fee a rrangements for non-audit  services provided by us or our network

firms; and
► An opportunity to discuss auditor independence issues.

Int roduct ion
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Independence

Self review t hrea t s

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 financia l statements.
There are  no self review threats at  the date  of this report .

Management  t hrea t s

Partners and employees of EY are prohibited from taking decisions on behalf of management of the Council.  Management threats may also arise during
the provision of a  non-audit  service in relat ion to which management is required to make judgements or decision based on that  work.
There are no management threats at  the date  of this report .

Rela t ionships , se rvices  and re la t ed threa t s  and safeguards

Ot her t hrea t s

Other threats, such as advocacy, familiarity or int imidat ion, may arise .
There are no other threats at  the date of this report .

EY Trans pa rency Report  2 0 1 7

Ernst  & Young (EY) has policies and procedures that  inst il professional values as part  of firm culture and ensure that  the highest  standards of object ivity,
independence and integrity are  maintained.
Details of the  key policies and processes in place  within EY for maintaining 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 1  J uly 201 7  and can be found here :
http:/ / www.ey.com/ uk/ en/ about-us/ ey-uk-transparency-report-20 1 7

Other communicat ions
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Appendix A

Fees

Planned fe e
2 0 1 7 / 1 8

Final Fee
2 0 1 6 / 1 7

£ £

Scale  fee 5 1 ,9 7 5 5 1 ,9 7 5

Group scoping 5 ,0 0 0 * 5 ,0 0 0 *

Addit ional audit  work *** TBC**

Total audit 5 6 ,9 7 5 TBC**
Other non-audit  services not
covered above (Housing
Benefits)

9 ,1 9 0 1 3 ,9 7 3

Total other non-audit  services 9 ,1 9 0 1 3 ,9 7 3
Total fees 6 6 ,1 6 5 TBC*

The duty to prescribe fees is a  statutory function delegated to Public Sector Audit  Appointments Ltd (PSAA) by the Secreta ry of State  for Communit ies
and Loca l Government.

PSAA has published a  scale  fee  for a ll re levant  bodies. This is defined as the  fee  required by auditors to meet  sta tutory responsibilit ies under the  Local
Audit  and Accountability Act  2 0 1 4  in accordance with the  NAO Code.

All fees  exclude VAT

The agreed fee presented is based on the following assumptions:

• Officers meet ing the agreed t imetable  of deliverables.

• Our accounts opinion and value for money conclusion being
unqualified.

• Appropriate  quality of documentation is provided by the Council.

• The Council has an effective control environment.

If any of the above assumptions prove to be unfounded, we will seek
a varia tion to the  agreed fee . This will be  discussed with the  Council
in advance.

Fees for the auditor’s considerat ion of correspondence from the
public and formal object ions will be  charged in addit ion to the  scale
fee.

* Group scoping for 20 17 / 1 8  includes addit ional procedures on the component auditor (previously EY), the consolidation processes including a second
company and audit ing the  group accounts.

** We are current ly agreeing the final fee  for the 201 6 / 1 7  audit  with the Executive Director before seeking final approval with PSAA.

*** In light  of the significant  risk relat ing to the preparat ion of the accounts, we will discuss with the Executive Director the impact  of addit ional
procedures and lia ison we are  required to undertake to complete  the  audit .
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Our Re port ing to you

Re quired
communicat ions What  is  report e d? Whe n and where

Terms of engagement Confirmation by the Audit  & Corpora te Governance Committee of acceptance of
terms of engagement  as writ ten in the  engagement  le t ter signed by both part ies.

The statement  of responsibilit ies serves as
the formal terms of engagement between
the PSAA’s appointed auditors and audited
bodies.

Our responsibilit ies Reminder of our responsibilit ies as set  out  in the engagement le t ter The statement  of responsibilit ies serves as
the formal terms of engagement between
the PSAA’s appointed auditors and audited
bodies.

Planning and audit
approach

Communica tion of the planned scope and t iming of the audit , any limitat ions and the
significant  risks identified.
When communica ting key audit  matters this includes the most  significant  risks of
materia l misstatement (whether or not  due to fraud) including those that  have the
greatest  effect  on the overall audit  strategy, the allocat ion of resources in the audit
and direct ing the efforts of the  engagement  team

Audit  Planning Report

Significant  findings from
the audit

• Our view about  the  significant  qualita t ive  aspects of account ing practices
including account ing policies, account ing estimates and financia l sta tement
disclosures

• Significant  difficulties, if any, encountered during the  audit
• Significant  matters, if any, arising from the  audit  that  were  discussed with

management
• Written representat ions that  we are seeking
• Expected modifications to the  audit  report
• Other matters if any, significant  to the oversight  of the financial report ing

process
• Findings and issues regarding the  opening balance on initia l audits (delete  if not

an initia l audit)

Audit  Results Report

Appendix B

Required communicat ions  with t he  Audit  & Corporat e  Governance  Commit t ee
We have de t aile d the  communicat ions  t hat  we mus t  provide  to t he  Audit  & Corporat e  Gove rnance
Commit t ee .
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Appendix B
Required communica t ions  wit h t he  Audit  & Corpora te  Governance  Commit t ee  (cont inued)

Our Re port ing to you

Re quired
communicat ions What  is  report e d? Whe n and where

Going concern Events or condit ions identified that  may cast  significant  doubt on the entity’s ability
to continue as a going concern, including:
• Whether the events or condit ions constitute a material uncerta inty
• Whether the use of the going concern assumption is appropriate  in the

preparat ion and presentat ion of the  financial sta tements
• The adequacy of re lated disclosures in the financial sta tements

Audit  Results Report

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

• The effect  of uncorrected missta tements re la ted to prior periods
• A request  that  any uncorrected misstatement be corrected
• Corrected misstatements that  are significant
• Material misstatements corrected by management

Audit  Results Report

Fraud • Enquiries of the Audit  & Corporate  Governance Committee to de termine whether
they have knowledge of any actual, suspected or a lleged fraud affect ing the
entity

• Any fraud that  we have identified or informat ion we have obtained that  indicates
that  a  fraud may exist

• A discussion of any other matters related to fraud

Audit  Results Report

Related part ies • Significant  mat ters arising during the  audit  in connection with the  entity’s re lated
parties including, when applicable :

• Non-disclosure by management
• Inappropriate  authorisation and approval of t ransact ions
• Disagreement  over disclosures
• Non-compliance with laws and regulations
• Difficulty in identifying the party tha t  ult imately controls the entity

Audit  Results Report
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Appendix B
Required communica t ions  wit h t he  Audit  & Corpora te  Governance  Commit t ee  (cont inued)

Our Re port ing to you

Re quired
communicat ions What  is  report e d? Whe n and where

Independence Communicat ion of all significant  facts and matters that  bear on EY’s, and all
individuals involved in the  audit , object ivity and independence
Communicat ion of key elements of the audit  engagement partner’s considerat ion of
independence and objectivity such as:
• The principal threats
• Safeguards adopted and their effect iveness
• An overall assessment of threats and safeguards
• Information about the general policies and process within the firm to maintain

objectivity and independence

Audit  Planning Report  and Audit  Results
Report

Externa l confirmations • Management’s refusal for us to request  confirmations
• Inability to obtain re levant  and re liable  audit  evidence from other procedures

Audit  Results Report

Considerat ion of laws
and regulat ions

• Audit  findings regarding non-compliance where  the  non-compliance is material
and believed to be intentional. This communication is subject  to compliance with
legisla t ion on t ipping off

• Enquiry of the Audit  & Corporate Governance Committee into possible instances
of non-compliance with laws and regulat ions that  may have a  materia l effect  on
the financial statements and that  the Audit  & Corporate Governance Committee
may be aware of

Audit  Results Report

Inte rnal controls • Significant  deficiencies in internal controls identified during the  audit Audit  Results Report
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Appendix B
Required communica t ions  wit h t he  Audit  & Corpora te  Governance  Commit t ee  (cont inued)

Our Re port ing to you

Re quired
communicat ions What  is  report e d? Whe n and where

Group audits • An overview of the type of work to be performed on the financial information of
the components

• An overview of the nature of the group audit  team’s planned involvement in the
work to be performed by the component auditors on the financial information of
significant components

• Instances where the group audit  team’s evaluat ion of the work of a  component
auditor gave rise to a concern about the quality of that  auditor’s work

• Any limitat ions on the group audit , for example, where the group engagement
team’s access to information may have been restricted

• Fraud or suspected fraud involving group management , component
management, employees who have significant  roles in group-wide controls or
others where the fraud resulted in a material misstatement of the group financial
statements

Audit  Planning Report
Audit  Results Report

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

Audit  Results Report

Material inconsistencies
and misstatements

Material inconsistencies or misstatements of fact  identified in other information
which management has refused to revise

Audit  Results Report

Auditors report • Key audit  mat ters that  we will include in our auditor’s report
• Any circumstances identified that  affect  the form and content  of our auditor’s

report

Audit  Results Report

Fee Report ing • Breakdown of fee information when the  audit  plan is agreed
• Breakdown of fee information at  the completion of the audit
• Any non-audit  work

Audit  Planning Report
Audit  Results Report

Certifica tion work Summary of cert ifica t ion work undertaken Certificat ion report
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Appendix C

Addit ional audit  informat ion

Our respons ibilit ies   required
by audit ing s t andards

• Identifying and assessing the risks of material misstatement of the financial statements, whether due to fraud or e rror,
design and perform audit  procedures responsive to those  risks, and obtain audit  evidence that  is sufficient  and
appropria te  to provide a  basis for our opinion.

• Obtaining an understanding of internal control re levant  to the  audit  in order to design audit  procedures that  are
appropriate  in the circumstances, but  not  for the purpose of expressing an opinion on the effect iveness of the Group
and Council’s internal control.

• Evaluat ing the  appropria teness of accounting policies used and the  reasonableness of account ing est imates and re la ted
disclosures made by management.

• Concluding on the appropriateness of management’s use of the going concern basis of accounting.
• Evalua ting the overall presentat ion, structure and content  of the financia l statements, including the disclosures, and

whether the financial sta tements represent  the underlying t ransact ions and events in a  manner that  achieves fair
presentation.

• Obtaining sufficient  appropriate  audit  evidence regarding the  financia l informat ion of the  ent ities or business act ivit ies
within the Group and Council to express an opinion on the consolidated financia l statements. Reading other information
contained in the financial sta tements, including the board’s sta tement  that  the  annual report  is fa ir, balanced and
understandable ,  the  Audit  & Corporate  Governance Committee  report ing appropriate ly addresses matters
communica ted by us to the Audit  & Corporate Governance Committee and report ing whether it  is materially
inconsistent with our understanding and the financial statements; and

• Maintaining auditor independence.

Ot her  required procedures  dur ing t he  cours e  of t he  audit

In addit ion to the  key areas of audit  focus out lined in section 2 , we have to perform other procedures as required by auditing, e thical and independence
standards and other regulat ions. We out line  the  procedures below that  we will undertake during the  course  of our audit .
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Appendix C

Addit ional audit  informat ion (cont inued)
P urpos e  and evaluat ion of mat er ia lit y

For the purposes of determining whether the accounts are free from material error, we define materiality as the magnitude of an omission or
misstatement that , individually or in the aggregate , in light  of the surrounding circumstances, could reasonably be expected to influence the economic
decisions of the users of the financia l statements. Our eva luation of it  requires professional judgement and necessarily takes into account qua litat ive as
well as quant ita tive  considerat ions implicit  in the  definition. We would be  happy to discuss with you your expecta tions regarding our de tect ion of
misstatements in the financia l statements.

Materiality determines:
• The locations at  which we conduct  audit  procedures to support  the opinion given on the Group financial statements; and
• The level of work performed on individual account  ba lances and financial statement  disclosures.

The amount we consider material at  the end of the audit  may differ from our init ial determination. At this stage, however, it  is not feasible to anticipate
all of the circumstances that  may ult imately influence our judgement about materia lity. At the end of the audit  we will form our final opinion by reference
to all matters tha t  could be significant  to users of the accounts, including the total effect  of the audit  misstatements we identify, and our evaluation of
materiality at  that  da te.
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Appendix D

Scoping t he  group audit

Det a iled s coping
In scope
component s Scope

St atut ory audit
pe rformed by EY Cove rage

Current  ye ar ra t ionale  for
scoping

Gross Re ve nue
Expendit ure Profit  be fore

t ax
Tot al as se t s Size Risk

Sout h Cambs DC Full scope Yes £ 9 5 mn N/ a £ 5 7 0 .0 mn Yes Yes

Sout h Cambs
Limit ed Full scope No £ 2 .8 mn £ 0 .3 mn £ 3 5 .5 mn Yes Yes

Shire  Homes
Let t ings  Limit ed Other procedures No £ 0 .0 7 mn £ 0 £ 0 No No

The below table sets out  the scoping details. We set  audit  scopes for each report ing unit  which, when taken together, enable us to form an opinion on the
group accounts. We take into account  the size, risk profile , changes in the business environment, and other factors when assessing the level of work to
be performed at  each report ing unit .

We have determined that  South Cambs Limited is a significant  component based on size and risk, thereby requiring a full scope audit . We have
determined that  Shire Homes Lett ings Limited is not  a  significant  component, therefore we will perform other procedures to ga in the necessary audit
assurance. We note that  it  is likely that  for both companies there will be an inherent  risk of fraud in respect  of revenue recognit ion. As group auditors, we
will instruct  the auditors or both companies to carry out  procedures on the recognit ion of revenue.
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