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Overview of our 2017/18 audit strategy

Audit risks and areas of focus

Risk of Management Override Fraud risk No change in risk or
focus

As identified in ISA 240, management is in a unique position to perpetrate fraud
because of its ability to manipulate accounting records directly or indirectly and
prepare fraudulent financial statements by overriding controls that would
otherwise appear to be operating effectively.

Pension Liability Valuation Other risk No change in risk or
focus

The Local Authority Accounting Code of Practice and IAS19 require the Council
to make extensive disclosures within its financial statements regarding its
membership of the Local Government Pension Scheme administered by West
Sussex County Council.
The Council’s pension fund asset is a material estimated balance and the Code
requires that this liability be disclosed on the Council’s balance sheet. At 31
March 2017 this totalled £28.3 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 estimation and judgement and
therefore management engages an actuary to undertake the calculations on their
behalf. ISAs (UK and Ireland) 500 and 540 require us to undertake procedures on
the use of management experts and the assumptions underlying fair value
estimates.

Valuation of Land and Buildings Other risk No change in risk or
focus

The fair value of Property, Plant and Equipment (PPE) and Investment Properties
(IP) represent significant balances in the Council’s accounts and are subject to
valuation changes, impairment reviews and depreciation charges. Management is
required to make material judgemental inputs and apply estimation techniques to
calculate the year-end balances recorded in the balance sheet.

Earlier deadline for production of the
financial statements

Other risk Increase in risk or
focus

The Accounts and Audit Regulations 2015 introduced a significant change in
statutory deadlines from the 2017/18 financial year. The timetable for the
preparation and approval of accounts will be brought forward with draft accounts
needing to be prepared by 31 May and the publication of the accounts by 31
July.

These changes provide risks for both the preparers and the auditors of the
financial statements.

The following ‘dashboard’ summarises the significant accounting and auditing matters outlined in this report. It seeks to provide the Audit Committee with
an overview of our initial risk identification for the upcoming audit and any changes in risks identified in the current year.
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Overview of our 2017/18 audit strategy

Audit scope

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

§ Our audit opinion on whether the financial statements of Mid-Sussex District Council give a true and fair view of the financial position as at 31 March 2018 and of
the income and expenditure for the year then ended; and

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

We will also review and report to the National Audit Office (NAO), to the extent and in the form required by them, on the Council’s Whole of Government Accounts
return.

Our audit will also include the mandatory procedures that we are required to perform in accordance with applicable laws and auditing standards.

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

§ Strategic, operational and financial risks relevant to the financial statements;
§ Developments in financial reporting and auditing standards;
§ The quality of systems and processes;
§ Changes in the business and regulatory environment; and,
§ Management’s views on all of the above.

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

Planning
materiality

£1.3m
Performance

materiality

£1m Audit
differences

£67k

Materiality has been set at £1.3m, which represents 2% of the prior years gross expenditure on provision of services, when adjusted for
non-cash items.

Performance materiality has been set at £1m, which represents 75% of materiality.t at £1m, which represents 75%

We will report all uncorrected misstatements relating to the primary statements (comprehensive income
and expenditure statement, balance sheet, movement in reserves statement, cash flow statement and
collection fund) greater than £67k.  Other misstatements identified will be communicated to the extent
that they merit the attention of the Audit Committee.
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Audit risks

Our response to significant risks

What will we do?

We will:
• test the appropriateness of journal entries recorded in the general

ledger and other adjustments made in the preparation of the financial
statements;

• review accounting estimates for evidence of management bias, and
• evaluate the business rationale for significant unusual transactions.

We will utilise our data analytics capabilities to assist with our work,
including carrying out testing on the Income and Expenditure accounts and
journal entry testing.  We will assess journal entries for evidence of
Financial statement impact management bias and evaluate for business
rationale.

Financial statement impact

Misstatements that occur in
relation to the risk of fraud by
management override could affect
the income and expenditure
accounts, alongside significant
balance sheet accounts where key
estimates are processed.

We have set out the significant risks identified for the current year audit along with the rationale and expected audit approach. The risks identified below may
change to reflect any significant findings or subsequent issues we identify during the audit.

What is the risk?

As identified in ISA (UK and Ireland) 240,
management is in a unique position to
perpetrate fraud because of its ability to
manipulate accounting records directly or
indirectly and prepare fraudulent financial
statements by overriding controls that
otherwise appear to be operating effectively.

We  identify and respond to this fraud risk on
every audit engagement

Management Override of Control
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Audit risks

Other areas of audit focus

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

Pension Asset Valuation

The Local Authority Accounting Code of Practice and IAS19
require the Council to make extensive disclosures within its
financial statements regarding its membership of the Local
Government Pension Scheme administered by West Sussex
County Council.
The Council’s pension fund asset is a material estimated balance
and the Code requires that this liability be disclosed on the
Council’s balance sheet. At 31 March 2017 this totalled £28.3
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 estimation and
judgement and therefore management engages an actuary to
undertake the calculations on their behalf. ISAs (UK and Ireland)
500 and 540 require us to undertake procedures on the use of
management experts and the assumptions underlying fair value
estimates.

We will:
• Liaise with the auditors of West Sussex County Council Pension Fund,  to obtain assurances

over the information supplied to the actuary in relation to Mid-Sussex District Council;
• Assess the work of the Pension Fund actuary (Hymans Robertson) including the assumptions

they have used by relying on the work of PWC - Consulting Actuaries commissioned by Public
Sector Auditor Appointments for all Local Government sector auditors, and considering any
relevant reviews by the EY actuarial team; and

• Review and test the accounting entries and disclosures made within the Council’s financial
statements in relation to IAS19.

We have identified 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.
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Audit risks

Other areas of audit focus

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

Valuation of Land and Buildings

The fair value of Property, Plant and Equipment (PPE) and
Investment Properties (IP) represent significant balances in the
Council’s accounts and are subject to valuation changes,
impairment reviews and depreciation charges. Management is
required to make material judgemental inputs and apply
estimation techniques to calculate the year-end balances
recorded in the balance sheet.

In the prior year we identified a material error relating to the
overstatement of the valuation of The Orchards
Shopping Centre head lease.

We will:
• Consider the work performed by the Council’s valuers (Wilks, Head & Eve), including the

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

• Sample testing 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 valuations 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 have also
considered 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 valuation in 2017/18 to confirm that the remaining asset base is
not materially misstated;

• Consider changes to useful economic lives as a result of the most recent valuation; and
• Test accounting entries have been correctly processed in the financial statements,

We have identified 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.
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Audit risks

Other areas of audit focus

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

Earlier deadline for production of the financial statements

The Accounts and Audit Regulations 2015 introduced a significant change in statutory deadlines from the
2017/18 financial year. The timetable for the preparation and approval of accounts will be brought forward
with draft accounts needing to be prepared by 31 May and the publication of the accounts by 31 July.

These changes provide risks for both the preparers and the auditors of the financial statements.

The Council now has less time to prepare the financial statements and supporting working papers. Risks to
the Council include slippage in delivering data for analytics work in format and to time required, late
working papers and internal quality assurance arrangements.

As your auditor, we have a more significant peak in our audit work and a shorter period to complete the
audit. Risks for auditors relate to delivery of all audits within same compressed timetable. Slippage at one
client could potentially put delivery of others at risk.

To mitigate this risk we will require:
• good quality draft financial statements and supporting working papers by the agreed deadline;
• appropriate Council staff to be available throughout the agreed audit period; and
• complete and prompt responses to audit questions.

If you are unable to meet key dates within our agreed timetable, we will notify you of the impact on the
timing of your audit, which may be that we postpone your audit until later in the summer and redeploy the
team to other work to meet deadlines elsewhere.

Where additional work is required to complete your audit, due to additional risks being identified, additional
work being required as a result of scope changes, or poor audit evidence, we will notify you of the impact on
the fee and the timing of the audit. Such circumstances may result in a delay to your audit while we
complete other work elsewhere.

We will:
• Work with the Council to engage early to  facilitate

early substantive testing where appropriate.
• Provide an early review on the Council’s

streamlining of the Statement of Accounts where
non-material disclosure notes are removed.

• Facilitate 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 2017/18 financial year.

• Work with the Council to implement EY Client
Portal, this will:

• Streamline our audit requests through a
reduction of emails and improved means of
communication;

• Provide on –demand visibility into the status
of audit requests and the overall audit
status;

• Reduce risk of duplicate requests; and
• Provide better security of sensitive data.

• Agree the team and timing of each element of our
work with you.

• Agree the supporting working papers that we
require to complete our audit.

We have identified 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.
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