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Summary for Audit Committee

Audit opinion

We issued an unqualified opinion on the Authority’s financial statements on 31 January 2019. This means 
that we believe the financial statements give a true and fair view of the financial position of the Authority and 
of its expenditure and income for the year.

Financial statements audit

This document summarises the key findings in relation to our 2016/17 external audit at Northampton 
Borough Council (‘the Authority’). We previously reported on our interim work in our External Audit Interim 
Report 2016/17 in July 2017.

We issued our draft ISA260 report in September 2017, our progress report in June 2018, and a further 
update in November 2018. Our final ISA260 went to Audit Committee on 28 January 2019, reporting on our 
2016/17 audit.

This report focusses on our high priority recommendations which arose from the 2016/17 audit, including 
issues with valuations of Property, Plant and Equipment, and Council Dwellings. See Appendix 1 for high 
priority recommendations. 

Following our initial work, we identified an additional significant risk area in the course of our fieldwork. This 
is the valuation of ‘other land and buildings’ and investment properties.

We completed all of our audit work in relation to the Authority’s financial statements in December 2018 
following significant delays relating to fixed assets arising from initial delays to the valuation process and 
issues found in relation to the valuation exercise.

Based on our work, we have raised eleven recommendations, see Appendix 1 for high priority 
recommendations. Details on our recommendations can be found in our ISA260 report which can be found 
on the Authority’s website: www.northampton.gov.uk/statementofaccounts.

Whole of Government Accounts

The Authority prepares a consolidation pack to support the production of Whole of Government Accounts by 
HM Treasury. We are not required to review your pack in detail as the Authority falls below the threshold 
where an audit is required. As required by the guidance we have confirmed this with the National Audit 
Office. 

.

Document Classification: KPMG Confidential

This Annual Audit Letter summarises the outcome from our audit work at Northampton Borough 
Council (“the Authority”) in relation to the 2016/17 audit year.

Although it is addressed to Members of the Authority, it is also intended to communicate these key 
messages to key external stakeholders, including members of the public, and will be placed on the 
Authority’s website.
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Summary for Audit Committee (cont.)

Value for Money

We have completed our risk-based work to consider whether in all significant respects the Authority has 
proper arrangements to ensure it has taken properly informed decisions and deployed resources to achieve 
planned and sustainable outcomes for taxpayers and local people. We have concluded that the Authority has 
not made proper arrangements to secure economy, efficiency and effectiveness in its use of resources.

We have therefore issued an adverse value for money opinion.

Value for Money risk areas

We undertook a risk assessment as part of our VFM audit work to identify the key areas impacting on our 
VFM conclusion and considered the arrangements you have put in place to mitigate these risks.

Our work identified the following significant matters:
—Governance action plan: In December 2016, the Authority’s internal auditors, PwC, issued a report on 
the Authority’s Risk Management Policy and framework and to advise the Council on best practice. This was 
in response to the loss of £10.22 million in relation to the loan to Northampton Town Football Club (NTFC). In 
response to the PwC report, the Authority developed a Governance Action Plan in December 2016. This plan 
is a fundamental document for the Authority which contains all 11 recommendations made within PwC’s 
report. There is a risk that issues and recommendations raised within the report are not addressed by the 
Authority.
—NTFC loan and the wider loans system: In 2015/16, we issued an adverse conclusion on the Authority’s 
arrangements to secure value for money. We were not satisfied that external or internal scrutiny provides 
sufficient assurance that the Authority’s current arrangements in relation to loans is adequate. Subsequent to 
the loss of £10.22 million, the Authority has approved up to £950,000 to be spent on recovering the lost 
monies.
—Procurement: We identified management override of controls as a significant audit risk. Linked to this risk 
is the resulting impact on the Authority’s procurement process. Non-pay expenditure was approximately 
£11.5 million (37% of total cost of services expenditure) in 2015/16. Discussions with NBC’s internal auditors 
(PwC and LGSS Internal Audit) have highlighted that this is an area which has not been assessed in the last 
few years, which gives rise to a significant VFM risk. This is also linked to our prior year recommendations 
(see our ISA260 reports in 2014/15 and 2015/16) where we recommended that the internal audit of key 
operational areas should be better co-ordinated between NBC’s two internal audit providers.
—Financial resilience in the local and national economy: There has been a significant shift in the national 
outlook over the last 12 months, primarily driven by the outcome of the referendum on 23 June 2016 on the 
UK’s membership of the European Union. Consequently GDP growth forecasts have been revised 
downwards, which potentially reduces the level of any growth in business rates income. Inflationary 
pressures, service pressures, and a reduction in the local government finance settlement will impact on the 
Authority’s finances.

In December 2016, the Authority published a draft Medium Term Financial Plan 2017/18 –2021/22 (which 
incorporates its Efficiency Plan published on September 2016) that sets out a balanced budget for 2017/18.

From 2018/19, the Authority has identified funding gaps; however it is confident that the targets in the 
Efficiency Plan are sufficient to bridge the forecast gap in the MTFP and are monitored by the management 
board. The Authority’s proposed new governance arrangements include a specific officer board focussed on 
the delivery of the Efficiency Plan and associated improvement projects.

High priority recommendations

We raised five high priority recommendations as a result of our 2016/17 work. See appendix 1 for details. 
Medium, low and prior year follow up recommendations can be found within the ISA260 report on the 
Authority’s website: www.northampton.gov.uk/statementofaccounts
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Summary for Audit Committee (cont.)

Certificate

We issued our audit opinion on 31 January 2019. We cannot formally conclude the audit and issue an audit 
certificate until we have completed our consideration of matters brought to our attention by local authority 
electors in relation to the loan to Northampton Town Football Club. This investigation is on-going.

Audit fee

Our fee for 2016/17 was £80,775 excluding VAT (2016: £80,775). During the audit, we experienced quality 
issues with working papers and various delays. These issues and additional fees as a result of these issues 
have been communicated to the Audit Committee within the ISA260 report in January 2019. We have 
discussed additional fees of approximately £200,000 with the Section 151 Officer. These are subject to 
PSAA approval. We have also undertaken additional work in response to Code changes and changes made 
by the Pension fund in response to the triennial pensions revaluation. We have discussed additional fees of 
£4,813 with the Section 151 Officer in relation to these two areas. Further detail is contained in Appendix 3.

Exercising of audit powers

We have a duty to consider whether to issue a report in the public interest about something we believe the 
Authority should consider, or if the public should know about.

We are considering matters that may require us to issue a public interest report, regarding the NTFC loan, 
elector investigations and the Council Tax objection. As such we are yet to conclude whether we are 
required to exercise any other audit powers under the Local Audit & Accountability Act 2014.

Acknowledgements

We would like to take this opportunity to thank officers and Members for their continued hard work and co-
operation throughout the audit process.
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High Priority Recommendations
Appendix 1

2016/17 recommendations summary

Priority

Number 
raised in 

our interim 
report

Number 
raised from 

our year-
end audit

Total raised 
for 2016/17

High 1 5 6

Medium – 4 4

Low – 2 2

Total 1 11 12

Our audit work on the Authority’s 
2016/17 financial statements have 
identified a number of issues. We 
have listed the high priority 
recommendations in this 
appendix which we have shared 
with Management. Responses 
from Management are included 
after each recommendation.

The Authority should closely 
monitor progress in addressing 
the risks, including the 
implementation of our 
recommendations. We will 
formally follow up these 
recommendations during the 
2017/18 audit.

Medium, low and prior year 
recommendations can be found 
on the Authority’s website within 
our ISA260 Report:
www.northampton.gov.uk/statementofaccounts

Each issue and recommendation have been given a priority 
rating, which is explained below. 

Issues that are fundamental and material to 
your system of internal control. We believe 
that these issues might mean that you do not 
meet a system objective or reduce (mitigate) 
a risk.

Issues that have an important effect on 
internal controls but do not need immediate 
action. You may still meet a system objective 
in full or in part or reduce (mitigate) a risk 
adequately but the weakness remains in the 
system. 

Issues that would, if corrected, improve 
internal control in general but are not vital to 
the overall system. These are generally issues 
of good practice that we feel would benefit if 
introduced.

The following is a summary of the issues and 
recommendations raised in the year 2016/17.

High 
priority

Medium 
priority

Low 
priority
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Appendix 1

1. Review of bank reconciliations

We reviewed the Authority’s year-end bank reconciliation. There are unreconciled balances that 
the Authority has been unable to address. Some of these balances were over a month old.

A number of the unreconciled items within the Authority’s Benefits bank account relate to direct 
debit payments set up by third parties using the Authority’s bank details. The Authority provides 
its Benefits bank details on payment forms to allow individuals to deposit payments directly into 
the Authority’s bank account. The Authority’s banker had honoured those direct debits. These 
were reimbursed by the bank subsequent to queries by Officers.

We also identified that a number of unreconciled items were incorrectly dated, for example, an 
item which appeared to be a reconciling item from January 2016 was in fact a reconciling item 
from November 2016. Officers have stated that the system records an incorrect date when the 
reconciling item appears between the first and twelfth day of each month. 

Based on the issues identified above, we were unable to place reliance on the Authority’s bank 
reconciliations.

Recommendation

The Authority should issue instructions to its banker not to honour direct debit payments out of its 
Benefits bank account.

The Authority should investigate and resolve all outstanding unreconciled items within the month 
in which it occurs. The Authority should also establish a system of reconciliation which supports 
monthly reconciliations on a timely basis and provides the correct date for each item.

Management response

Accepted.

The authority have contacted their banker who has advised they are unable to stop Direct Debits 
being set up on the account, however when a fraudulent DD is reported they refund the amount 
and put a block on that Direct debit being taken again. Internally there are two reconciliations 
undertaken which ensure that fraudulent direct debits are identified.

LGSS finance operations as the Authority's provider of banking reconciliations have redesigned 
their bank reconciliation working paper and is applying this across all clients which resolves the 
date issue. Also the Authority are focusing on resolving unreconciled items in a more timely 
manner and writing off any minor items where appropriate.

Owner

LGSS Business Systems Improvement Manager.

Deadline

Already actioned and ongoing.

High 
priority
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Appendix 1

2. Valuation of Property, Plant and Equipment (PPE), including Council Dwellings

We faced significant difficulty in our work on the Authority’s PPE. In the prior year, we raised a 
recommendation on the valuation of Council Dwellings. Our work this year has found issues more 
broadly in relation to PPE.

In the current year, the Authority has used three separate valuers for the valuation of its PPE 
(including Council Dwellings) and investment properties:

— Land and buildings: internal valuers and Underwoods. Underwoods were engaged by the 
Authority due to capacity constraints within the Estates team.

— Council Dwellings: Underwoods, and subsequently Bruton Knowles.

— Investment properties: Underwoods

Formal instructions to external valuers

We identified that no formal valuation instructions were sent to the external valuers, Underwoods 
and Bruton Knowles.

Valuation reports

The Authority did not request a full valuation report from Underwoods. This is not in line with 
Code requirements. In response to our inquiries, a second valuation was undertaken for Council 
Dwellings in April 2017 by Bruton Knowles, for which we have received a valuation report on 23 
June 2017.

We received the valuation report for ‘other land and buildings’ and investment properties on 4 
August 2017 which was undertaken by Underwoods. The late receipts of these reports delayed 
our assessment of the valuation results. 

High 
priority

Summary of external valuation

Type of asset Valuer Assessment of instructions

— Land and 
buildings (non-
HRA)

— Investment 
properties

Underwoods, 
date instructed 
not available

No formal written records of instructions were sent to 
Underwoods. As a result, we were not able to confirm 
that Underwoods had complied with the valuation 
request, which would have included a list of assets to 
be valued. We had to undertake additional work to 
reconcile the list of assets reviewed against the 
valuer’s output.

We were also not able to confirm that the Authority 
has instructed its external valuer in line with the 
requirements of the Code and other applicable 
valuation and accounting standards. We engaged our 
KPMG specialist to perform additional substantive 
work to provide assurance that the valuations were in 
line with applicable standards.

— Council 
Dwellings

Underwoods, 
instructed 
February 2017

Bruton Knowles, 
instructed April 
2017

Two in-year valuation exercises were requested: the 
first by Underwoods in February 2017, and the second 
by Bruton Knowles in April 2017. For the April valuation 
exercise, the Authority asked its valuer to utilise 
“alternative beacons where necessary”, without 
considering the impact of this request. As a result, we 
were unable to initially agree inputs in relation to 
Council Dwellings. Further work was required to 
provide us with this assurance.
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Appendix 1

2. Valuation of Property, Plant and Equipment (PPE), including Council Dwellings (continued)

Valuation review and challenge

For Council Dwellings, we noted that there was an initial review by the Authority on the results of 
the valuation exercise undertaken by Underwoods. This review by the Authority was undertaken 
with incomplete information as no valuation report was prepared by the valuer. This had not been 
requested by the Authority.

Bruton Knowles subsequently took on the valuation review of Council Dwellings and provided 
both the valuation results and a valuation report. The Authority had performed a review of the 
valuation results. However we note that:

— the Authority was not aware that the valuer had used the social housing discount factor (EUV-
SH) for the South East instead of East Midlands. This is evident during our initial discussions 
with the Authority.

— the Authority was also not aware that the social housing discount factor had changed. This is 
evidenced by the initial draft of the accounts, where the old EUV-SH of 34% was stated;

— the Authority had not considered the impact of instructing the valuer to use “alternative 
beacons where necessary”; and

— the valuation was performed on a desktop basis. We understand that this was requested 
verbally by the Authority, and this methodology was chosen due to time pressure. This 
methodology is a departure from Code requirements and the Authority’s accounting policies. 
This departure was not disclosed within the Authority’s accounts, nor assessed for compliance 
with Code requirements. Upon our initial feedback to the Authority on this matter, Officers 
made the decision to ask for a full valuation exercise. This was carried out on 16 September 
2017 on the same 20% of beacons. We are still evaluating the results of this new exercise.

For ‘other land and buildings’, our valuation specialist was unable to obtain assurance over key 
inputs used for the valuation process due to the high turnover within the Estates team. Work on 
this is still ongoing.

Overall assessment

We note that there is no overall strategic ownership and compliance review by an appropriately-
experienced individual at the Authority. The valuation process in the current year appears to be on 
an ad hoc basis, with no written process notes or standard valuation procedure. This is particularly 
important given the high turnover within the Estates team during the past two years. We note that 
there has been limited consideration of how the valuation exercise aligns with requirements of the 
Code or audit requirements, in particular:

— the requirement for a valuer’s report;

— the formalisation of valuer’s instructions, including a list of assets to be valued;

— consideration of an audit trail in relation to assets to be valued;

— an assessment of the impact of ‘alternative’ beacons, where identified;

— the requirement for a full valuation instead of a desktop valuation for assets valued within the 
5-year cycle;

— an assessment of the valuer’s assumptions, in particular the justification for a social housing 
discount factor outside of the DCLG’s guidance; and
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Appendix 1

2. Valuation of Property, Plant and Equipment (PPE), including Council Dwellings (continued)

— the timeframe and output to allow early review and assessment in light of the early closedown 
period in 2017/18.

The reactive nature of this year’s valuation process has resulted in significant delays and non-
compliance with Code requirements.

Recommendation

The Authority should formulate a formal policy and process for valuation, including establishing an 
overall strategy and position responsible for oversight of the valuation process. The individual(s) 
responsible should be suitably-qualified or experienced. They should be able to assess compliance 
of the valuation process and results against Code requirements as well as other applicable 
valuation and accounting requirements. This includes awareness of valuation requirements that 
are specific to the local government sector, for example, the DCLG’s Stock Valuation for Resource 
Accounting (SVRA).

The valuation process should align to the Authority’s closedown timetable, including a 
consideration of deliverables ahead of the year-end period. The process should be co-ordinated 
across the various valuers used (whether internal or external). The individual(s) responsible should 
oversee the transaction of valuation outputs into the Authority’s fixed asset register, and 
subsequently oversee the production of good-quality working papers which contain clear audit 
trails (see recommendation 3 for further commentary on working papers).

Written instructions should always be issued to the Authority’s valuers, whether internal or 
external. The instructions should require the valuers to comply with the Code and other 
requirements, specifically, the Red Book (RICS Valuation – Professional Standards UK January 
2014, revised April 2015) for all valuations prior to 1 July 2017, and the RICS Valuation – Global 
Standards July 2017 for all valuations going forwards. Valuation instructions should be agreed in 
advance with the valuer, with any departure from standard practice and requirements highlighted 
in both the instructions and the valuation report. The instructions should also reflect any variations 
agreed verbally between the Authority and the valuers. 

There should be a clear record of all assets, including the date of last valuation and the valuer 
responsible. Instructions sent to the valuer should be accompanied by a list of assets due to be 
valued in a particular year; this list should be readily reconcilable to the Authority’s master records.

The process should also include a formal review of valuation results, including any assumptions 
made by the valuer. The valuer should be instructed to present key valuation considerations and 
supporting evidence to enhance credibility and transparency to the values reported. Where 
necessary, the results and/or assumptions should be challenged, including the use of any 
alternative social housing discount factor. This challenge should be recorded and an audit trail 
maintained to ensure availability of records.

The Authority should require a valuation report to be produced to accompany the numerical 
valuation outputs, in line with the Red Book (RICS Valuation – Professional Standards UK January 
2014, revised April 2015) for all valuations prior to 1 July 2017, and the RICS Valuation – Global 
Standards July 2017 for all valuations going forwards. Special consideration needs to be given to 
valuation of Council Dwellings and the reporting requirements contained within the DCLG’s SVRA.

Clear rationale over inputs and records (for example, comparable market data) should be recorded 
by the Authority’s internal valuers, given the high turnover within the Estates team. This will help 
mitigate the difficulty experienced in the current year over obtaining assurance over the valuation 
inputs.
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Appendix 1

2. Valuation of Property, Plant and Equipment (PPE), including Council Dwellings (continued)

Management response

Accepted.

A working group led by senior officers from Finance and Property, is considering all aspects of the 
valuation of PPE.  The objective of the group is to provide accurate, evidenced valuations of the 
Authority’s PPE.  Where appropriate, external resource is being procured in order to provide both a 
new baseline for the valuations and a robust process that can be followed into the future.  The 
various regulatory requirements, detailed in the SVRA and elsewhere, are being applied to direct 
this work. The focus will be on ensuring valuation reports include appropriate supporting evidence 
including comparables, etc, and this is contained within instructions to external valuers

Owner

Corporate Assets Team.

Deadline

The instructions to external valuers by end of January 2018 and review of received reports by end 
February 2018.
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Appendix 1

3. Preparation and review of audit working papers

We stated in our External Audit 2016/17 Interim Report dated April 2017 that the Authority had 
implemented our recommendation in relation to the preparation and review of audit working 
papers. Whilst we acknowledge that the Authority has made efforts to improve working papers 
(including the use of KPMG Central), we subsequently identified significant issues during our final 
audit in July 2017. 

The audit team undertook an audit debrief and workshop in October 2016 to analyse key issues 
which we found with the prior year’s working papers. We also worked with the Authority in the 
preparation of our draft Accounts Audit Protocol (PBC requirements) in December 2016, and 
based on our discussions with Officers, issued the final PBC requirements in January 2017. We 
followed this up with a meeting with the Closedown team to discuss specific requirements of the 
document request list in March 2016. We have also offered further support and opportunities to 
discuss specific requirements of audit requests.

Nonetheless we found quality issues on the Authority’s working papers, which are similar to the 
issues which we identified last year. These are:

— Many working papers were not checked against the requirements listed in the Accounts Audit 
Protocol. Despite being signed off, we found gaps in the provision of information; and

— Breakdowns provided within working papers did not tie to the draft accounts. This 
demonstrates a lack of audit trail, which adds to the difficulty in understanding the Authority’s 
working papers.

Key audit areas of concern are:

— Fixed assets: The Authority had not provided key outputs from valuers ahead of the audit as 
previously agreed. We did not receive any working papers on valuation which led to difficulty in 
agreeing valuers’ reports to the accounts. In addition, Authority had significant difficulty and 
delayed providing us with a breakdown of additions and disposals of Council Dwelling 
components. We also had difficulty in understanding the Authority’s workings in relation to 
componentisation;

— Payroll: There was no audit trail and we had to spend a significant amount of time with Officers 
to understand the working papers; and

— Debtors and creditors: Not all breakdowns were provided; this did not meet our PBC 
requirements which had been agreed with Officers. In addition, where breakdowns were 
provided, these did not always agree to the accounts or to the Authority’s general ledger.

We note that some of the working papers with issues were prepared by individuals outside the 
Authority’s Closedown team, but nevertheless should have been subject to senior management 
review prior to submission to the audit team.

There were numerous emails provided, both as part of the initial PBC but also subsequently 
throughout the audit (particularly in relation to PPE). We found working papers (in particular in 
relation to fixed assets) that consisted predominantly of embedded emails and documents. This 
led to significantly more work as information was dispersed within multiple emails and working 
papers.

Recommendation

All working papers should be provided by an agreed date, typically prior to the start of an on-site 
audit visit.

The Authority should ensure that all key closedown staff receive and review the agreed Accounts 
Audit Protocol prior to producing working papers for the audit. The review should be robust and 
reviewers should conduct an independent assessment of the working papers to ensure that the 
working papers can be understood by a third party.

High 
priority
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Appendix 1

3. Preparation and review of audit working papers (continued)

Where breakdowns of balances are required by the Accounts Audit Protocol, these should be 
provided. The sum of the breakdown should agree to the audited balance, per the figures in the 
accounts submitted for audit.

Information should be contained and set out clearly within working papers, as much as possible, 
without the need for the audit team to review multiple emails or embedded documents to 
understand the evidence. Where there is a need to support the evidence via emails, these can be 
referred to as supplementary documents, but these should not form the bulk of the working 
paper.

The overarching principle is that working papers should provide a clear and concise audit trail from 
the financial statements through to sufficient and appropriate evidence within supporting working 
papers. Working papers need to:

— be clear, with explanations if needed. The working papers need to be written from the view 
point of someone external to the organisation; 

— be supported by strong evidence, for example, third party documentation; and

— agree to the financial statements provided for audit.

Management response

Accepted.

The audit working papers provided have not been of a consistently acceptable standard in certain 
areas and new requirements will be documented and communicated before the next closedown.  
This will be supported by training and coaching, followed by a final QA before papers are released 
to the audit team. The key objectives are to provide a standard template, which includes date and 
source, together with estimations that have been applied. The format and content is to be of 
sufficient clarity that a third party can understand the details without further reference to the 
author.

Improvements implemented for 2017/18 closedown.

Owner

LGSS Integrated Finance Group Accountant.

Deadline

March 2018 (missed – delivered January 2019).
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Appendix 1

4. Fundamental review of financial reporting and accounts production process

The Accounts and Audit Regulations 2015 introduced a statutory requirement to publish the 
accounts with an audit opinion by 31 July. This requirement comes into effect in the financial year 
ending 31 March 2018. The Authority is aware of this and we have sought early engagement with 
the Authority this year, in line with guidance from the National Audit Office (NAO) in AGN 06.

In light of this, we have agreed a staged approach for 2016/17, with key audit areas to be 
reviewed during our interim audit visit beginning 6 March 2017. We reported in our External Audit 
2016/17 Interim Report (dated April 2017) that we were not able to do this due to delays. These 
were primarily in relation to:

— fixed assets valuation reports; and

— the restated CIES and EFA.

During our final audit visit in July 2017, we noted not all working papers had been provided, most 
significantly for fixed assets. We also noted various issues with the quality and availability of audit 
evidence (see recommendation 3).

We understand the departure of valuers within the Estates team as well as a key member of the 
Closedown team contributed to the delays and issues noted.

We also noted issues in relation to the quality and completeness of the draft accounts provided 
for audit:

— the note to the EFA was missing; and

— the Cash Flow Statement was wrong. It contained figures which we did not recognise nor 
were we able to tie these back to the accounts. Upon query, we were advised that this was 
the result of time pressures. A version of the new Cash Flow Statement was provided for 
audit by the Closedown team to ensure the accounts were complete, despite being wrong. 
This doubled our audit work as we had to audit the statement twice.

Significant audit work continued from September 2017 until December 2018, finalising key areas, 
in particular, fixed assets. The audit work this year has been beyond the initial three-week final 
audit period in July 2017, which was planned, agreed, and budgeted with the Authority. As 
reported, the delays have had a significant impact on the final audit fee. This is additional to the 
extra work required for it being a “high risk” audit.

Given the issues we have seen, both in the production of the accounts and the provision of audit 
working papers, the Authority was unable to meet the earlier statutory deadlines in 2017/18, and 
this audit has yet to commence at the date of this updated report. There is also a risk that the 
Authority is unable to meet the deadline to produce draft 2018/19 financial statements without 
significant changes to the current manner by which it produces its draft accounts, including 
changes to ensure that it produces good-quality working papers to support the accounts.

Recommendation

There should be a strategic and fundamental re-evaluation of the Authority’s approach to the 
production of its financial statements and audit working papers. The Authority should aim to be in 
a position where key financial transactions such as additions, disposals, accruals, recharges, etc., 
are posted to the ledger on a regular basis. The Authority has put in place a new Closedown team 
in 2016/17 to improve its accounts production and audit performance; this has not proven to be as 
effective as both sides had initially anticipated.

In line with best practice which we have seen elsewhere in the public and the private sector, the 
Authority should aim to achieve financial closedown at the end of every month. The Authority 
currently achieves closedown once a year, which has the effect of accumulating financial 
transactions towards the financial year end. This places immense pressure on the Authority’s 
Finance team and Closedown team to meet year-end deadlines. The Closedown team is

High 
priority
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Appendix 1

4. Fundamental review of financial reporting and accounts production process (continued)

effectively being asked to compress a year’s worth of financial transactions and analysis into a 
relatively short period of time.

The achievement of an earlier closedown in 2018/19 cannot be achieved by maintaining status 
quo. Initially, the Authority should aim to implement quarterly financial closedowns as an interim 
measure until monthly closedowns can feasibly be achieved. This will involve the wider Finance 
team and a change in current processes. Budget holders and other key contributors (such as 
valuers) will also need to be part of this joint effort; this will be a significant change in the wider 
corporate culture.

Management response

Accepted.

The approach to financial reporting and accounts production process is being reviewed in order to 
ensure that outputs are complete, accurate and code compliant. This will be underpinned by a 
more robust approach to ledger maintenance and periodic reporting, by issuing procedure guides 
to relevant colleagues from other functions and external agencies and through delivering training 
and guidance within the Finance team.

Owner

LGSS Integrated Finance Group Accountant.

Deadline

For Accounts production by 31st May 2018 (missed – now to demonstrate for SoA 2017/18).
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Appendix 1

5. Componentisation of Council Dwellings

The Authority changed the way it accounted for the components of Council Dwellings in the third 
quarter of 2015/16. The Authority had grouped individual components by type into one “global” 
component type, for example, kitchens, bathrooms, etc. We highlighted in our External Audit 
Report 2015/16 that this was a change that introduced a new element of estimation which was 
not disclosed within the Authority’s accounting policies. We note that this policy has also not been 
disclosed in this year’s financial statements.

Calculation of the estimate

The Authority now estimates the amount of component disposals as a percentage of component 
additions. This percentage is based on historical data.

For example, if the Authority knows that on average it replaces a kitchen that was worth £2,000 
with a new kitchen that is worth £10,000, the percentage calculated is 20%. Thus for every £10 it 
spends on kitchens, it derecognises £2.

Rationale for change

The Authority stated in 2015/16 that this change was designed to reduce the amount of manual 
inputs into the fixed asset register. The Authority was able to demonstrate that in 2015/16, the 
difference between the old and the new methodology was not material, however it anticipated 
this figure to be larger in 2016/17. We agreed with key Officers that for 2016/17, the Authority will 
need to demonstrate that the difference between the old and new methodology would not be 
material. However the Authority did not produce this analysis in the current year due to departure 
of a key member of the Closedown team.

Estimates, uncertainty, and complexity

This new methodology is an accounting estimate which introduces a particular margin of error. It 
is a move away from the purpose of componentisation, which was first introduced in IAS 16 and 
adopted by the Code in 2010/11 in order to further refine asset values, that is to further refine an 
existing estimate. The Code states that estimates can be a faithful representation if the amount is 
described clearly and accurately as being an estimate, the nature and limitations of the estimating 
process are explained, and no errors have been made in selecting and applying an appropriate 
process for developing the estimate. This has not been the case as no such disclosure exists.

The Code further states that ‘as a result of the uncertainties inherent in delivering services, 
conducting trading or other activities, many items in financial statements cannot be measured 
with precision but can only be estimated’. We note that the use of this new estimate is not the 
result of inherent uncertainties, but a move to reduce processing of asset values.

Whilst the original methodology does to a certain extent involve estimates (for example, useful life 
of a component and the overall valuation of a building), these are established estimates and the 
estimation process of these values is governed by professional standards and carried out by 
qualified individuals. The new methodology introduces further uncertainties and decreases 
precision of the components’ valuations. This new accounting estimate has ultimately increased 
uncertainty, adds complexity to the process, and significantly increases audit work.

Audit impact

We faced difficulty in understanding the Authority’s working papers in relation to estimates. 
Conversely, the Authority had difficulty in providing the audit team with a breakdown of 
component additions and disposals in year and caused additional work in obtaining necessary 
audit evidence. As at the time of writing, we have further outstanding queries in relation to the 
derecognition of components in quarter 4. In line with accounting requirements, we have asked 
the Authority to prove that this new estimate is based on the latest available, reliable information. 

We note that there was an audit difference found in the prior year resulting from the application of 
this new componentisation estimate, which was not adjusted.

High 
priority
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Appendix 1

5. Componentisation of Council Dwellings (continued)

Overall assessment

Whilst we understand the rationale driving this change in the accounting for components of 
Council Dwellings, the Authority has faced difficulty in justifying the reduction of precision on the 
basis of materiality. The calculation is complex and has caused delays to what should have been a 
straightforward area of audit. The amalgamation of components has removed the audit trail as the 
Authority is unable to easily reconcile the disposal of a particular component to the breakdown of 
its component disposals. 

Recommendation

The Authority should account for its Council Dwellings components in line with IAS 16 and Code 
requirements going forwards. This will increase precision and provides a clear audit trail. It will 
also remove complexity from the process. The Authority should consider alternative methods in 
reducing the manual processing of asset values, for example, the use of automated scripts within 
its fixed asset register system.

However, should the Authority choose to continue using its new methodology of accounting for 
components of Council Dwellings, the Authority will need to be able to provide evidence that the 
estimates used are based on the latest available, reliable information. The Authority should 
disclose this change within its accounting policies, as well as explain the nature and limitations of 
the estimating process. In order to ensure that its estimates are current and based on the latest 
available, reliable information, the Authority will need to perform an annual assessment of this 
estimate. There should also be special consideration of the audit trail of additions and disposals, 
and the ease of which these can be evidenced to external auditors. 

Management response

Accepted.

The Authority acknowledges that the approach previously taken to the componentisation of 
Council Dwellings was complex. A new process, focusing on the requirements of IAS16 and the 
Code, is being implemented and is supported by the wholesale review and revaluation of the 
housing stock. The Authority has also considered examples of best practice approaches applied in 
other authorities when confirming the changes required. Accounting policies will be amended as 
necessary in support of this change and disclosures on the nature, approach and extent of 
estimation will be clearly disclosed within the Statement of Accounts. The changes being applied 
will lead to more accurate, evidenced records and special emphasis will be placed on the need to 
provide details of the extent, value and implications of any changes to the housing stock during 
the year.

Owner

LGSS Integrated Finance Group Accountant.

Deadline

April 2018 (implementing for 2017/18).



© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Document Classification: KPMG Confidential

18

This appendix summarises the reports we issued since our last Annual Audit 
Letter. These reports can be accessed via the Audit Committee pages on the 
Authority’s website at www.northampton.gov.uk/statementofaccounts

2017

January

October

September

August

July

June

May

April

March

FebruaryCertification of Grants and Returns 

This letter summarised the outcome of our certification work on the 
Authority’s 2015/16 grants and returns.

External Audit Plan

The External Audit Plan set out our approach to the audit of the Authority’s 
financial statements and to support the VFM conclusion. 

Interim Audit Letter

The Interim Audit Letter summarised the results from the preliminary 
stages of our audit, including testing of financial and other controls.

Draft ISA260

This report summarised key issues and results following the final on-site 
stage of our audit.

Summary of reports issued
Appendix 2:
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This appendix summarises the reports we issued since our last Annual Audit 
Letter. These reports can be accessed via the Audit Committee pages on the 
Authority’s website at www.northampton.gov.uk/statementofaccounts

2018

January

November

January

JuneProgress Report

The progress report detailed where we were with the audit of PPE and 
valuations.

Progress Report v2

The progress report detailed where we were with the audit of PPE and 
valuations and finishing the 2016/17 audit.

Final ISA260

The final ISA260 detailed all our findings from the 2016/17 audit, our 
recommendations as well as our VFM findings and opinion.

Summary of reports issued
Appendix 2:

2019

Annual Audit Letter

This Annual Audit Letter provides a summary of the results of our audit for 
2016/17

February
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External audit

Our final fee for the 2016/17 audit of the Authority is TBC due to being subject to PSAA approval. See table 
below.

Certification of grants and returns 

Our work on the certification of Housing Benefits (BEN01) was completed in November 2017. The planned 
scale fee for this is £18,972 plus VAT per PSAA notification. All PSAA scale fees are available on the PSAA’s 
website.

Other services

We did not charge any additional fees for other services. 

All fees quoted are exclusive of VAT.

Note 1: Code changes and the triennial pensions revaluation

The Code introduced changes in the way the Authority is required to present its financial statements for the year 2016/17. This involved a restatement of 
the prior year’s Comprehensive Income and Expenditure Statement (CIES) and the introduction of the Expenditure and Funding analysis (EFA),together 
with the corresponding notes to the EFA. We undertook additional work to gain an understanding and gain assurance over the restatement process and 
agreeing the new disclosures to the Authority’s trial balance.

We also undertook additional work in relation to process changes introduced by the Pension Fund in response to the triennial pensions revaluation.

Note 2: Additional work to conclude our opinions

For 2015/16, an additional £17,250 was agreed by the Section 151 Officer and the PSAA to meet additional costs incurred by the audit team. These were 
predominantly caused by additional work and issues over the Authority’s loans and fixed assets. We have reported these issues in our External Audit 
Report 2015/16 (ISA 260) and the 2015/16 Annual Audit Letter, which were previously presented to the Audit Committee.

For 2016/17, we have experienced significant delays and undertook additional work in the course of performing the audit. These predominantly relate to 
the Authority’s fixed assets, including Council Dwellings. We have provided details of these issues in our initial reporting in September 2017, and 
subsequent updates to the Audit Committee. Further detail can be found throughout this report. The fee also includes additional work carried out by our 
valuation specialist over the Authority’s fixed assets, additional work carried out by our Data & Analytics team due to incorrect data submitted for review, 
and additional work by our IT specialist team in response to the change in the Authority’s Non Domestic Rates System, as well as the updated to the Real 
Asset Management System. The estimate of our additional fee to date is of £200,000 and this has been discussed throughout the audit with the Section 
151 Officer who has been provided with detailed breakdowns at each stage. The final agreed fee will also be subject to PSAA determination.

Note 3: Elector work –NTFC objection

In 2015/16, we received an objection from a local elector in relation to the loan provided to the Northampton Town Football Club (NTFC). We reported in 
our 2015/16 Annual Audit Letter that our work was temporarily suspended due to the on-going police investigation. The £52,413 disclosed in the 2015/16 
column relate to costs incurred up to the temporary suspension of our work. We have since received permission from the police to recommence our work, 
and anticipate incurring further costs. We will discuss further costs with the Section 151 Officer and the PSAA.

Note 4: Elector work –Council Tax

In 2016/17, we received an objection from a local elector in relation to the setting of the Authority’s Council Tax. We have accepted this objection and have 
issued our findings to the elector and the Authority. The additional fee of £4,700 was agreed with the Section 151 Officer and the PSAA.

This appendix provides information on our final fees for the 2016/17 audit.

External audit fees 2016/17 (£’000)
Planned 2017/18 Fees2017/18

Audit fees
Appendix 3:
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This report is addressed to the Authority and has been prepared for the sole use of the Authority. We 
take no responsibility to any member of staff acting in their individual capacities, or to third parties. We 
draw your attention to the Statement of Responsibilities of auditors and audited bodies, which is 
available on Public Sector Audit Appointment’s website (www.psaa.co.uk).

External auditors do not act as a substitute for the audited body’s own responsibility for putting in place 
proper arrangements to ensure that public business is conducted in accordance with the law and 
proper standards, and that public money is safeguarded and properly accounted for, and used 
economically, efficiently and effectively.

We are committed to providing you with a high quality service. If you have any concerns or are 
dissatisfied with any part of KPMG’s work, in the first instance you should contact Andrew Cardoza the 
engagement lead to the Authority, who will try to resolve your complaint. If you are dissatisfied with 
your response please contact the national lead partner for all of KPMG’s work under our contract with 
Public Sector Audit Appointments Limited, Andrew Cardoza, by email to Andrew.Cardoza@kpmg.co.uk. 
After this, if you are still dissatisfied with how your complaint has been handled you can access PSAA’s 
complaints procedure by emailing generalenquiries@psaa.co.uk by telephoning 020 7072 7445 or by 
writing to Public Sector Audit Appointments Limited, 3rd Floor, Local Government House, Smith 
Square, London, SW1P 3HZ.
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Andy Cardoza
Director

T: +44 (0) 77 1186 9957
E: Andrew.Cardoza@kpmg.co.uk

Daniel Hayward
Senior Manager

T: +44 (0) 77 7610 1412
E: Daniel.Hayward@kpmg.co.uk

The key contacts in relation to our audit are:

Katie Scott
Manager

T: +44 (0) 74 6836 5923
E: Katie.Scott@kpmg.co.uk

Clementine Macliver
In-charge

T: +44 (0) 74 6875 0427
E: Clementine.Macliver@kpmg.co.uk
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