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To the Audit Committee of East Hampshire District Council

We are pleased to have the opportunity to meet with you on 24 November 2020 to 
discuss the results of our audit of the financial statements of East Hampshire District 
Council as at and for the year ended 31 March 2020.

We are providing this report in advance of our meeting to enable you to consider our 
findings and hence enhance the quality of our discussions. This report should be read 
in conjunction with our audit plan and strategy report, presented in March 2020. We 
will be pleased to elaborate on the matters covered in this report when we meet.

Our audit is substantially complete. There have been no significant changes to our 
audit plan and strategy.  Subject to your approval of the financial statements, we 
expect to be in a position to sign our audit opinion by 30 November 2020, provided 
that the outstanding matters noted on page 3 of this report are satisfactorily resolved.

We expect to issue an unmodified Auditor’s Report on the financial statements 

We draw your attention to the important notice on page 3 of this report, which 
explains:

• The purpose of this report; 

• Limitations on work performed; and

• Restrictions on distribution of this report.

Yours faithfully,

Rees Batley

KPMG LLP
24 November 2020

How we have delivered audit quality

Audit quality is at the core of everything we do at KPMG and we believe that it is not 
just about reaching the right opinion, but how we reach that opinion. We consider risks 
to the quality of our audit in our engagement risk assessment and planning 
discussions.

We define ‘audit quality’ as being the outcome when audits are:

— Executed consistently, in line with the requirements and intent of applicable 
professional standards within a strong system of quality controls and

— All of our related activities are undertaken in an environment of the utmost level of 
objectivity, independence, ethics and integrity.

Some of the ways in which we drive audit quality are demonstrated throughout our 
report and include:
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Important notice 

This report is presented under 
the terms of our audit 
engagement letter.

— Circulation of this report is 
restricted.

— The content of this report 
is based solely on the 
procedures necessary for 
our audit.

This Report has been prepared 
for the Authority's Audit 
Committee, in order to 
communicate matters of 
interest as required by ISAs 
(UK), and other matters coming 
to our attention during our audit 
work that we consider might be 
of interest, and for no other 
purpose. To the fullest extent 
permitted by law, we do not 
accept or assume responsibility 
to anyone (beyond that which 
we may have as auditors) for 
this Report, or for the opinions 
we have formed in respect of 
this Report.

Purpose of this report

This Report has been prepared in connection with our audit of the financial statements of East Hampshire District Council, prepared in 
accordance with the Code of Practice on Local Authority Accounting in the United Kingdom 2019/20, supported by International Financial 
Reporting Standards (IFRS), as at and for the year ended 31 March 2020. 

This report summarises the key issues identified during our audit but does not repeat matters we have previously communicated to you. 

Limitations on work performed

This Report is separate from our audit report and does not provide an additional opinion on the Authority’s financial statements, nor does it 
add to or extend or alter our duties and responsibilities as auditors.  We have not designed or performed procedures outside those required 
of us as auditors for the purpose of identifying or communicating any of the matters covered by this Report.

The matters reported are based on the knowledge gained as a result of being your auditors. We have not verified the accuracy or 
completeness of any such information other than in connection with and to the extent required for the purposes of our audit.

Status of our audit

Our audit is not yet complete and matters communicated in this Report may change pending signature of our audit report. We will provide 
an oral update on the status of our audit at the Audit Committee meeting but would highlight the following work is still outstanding:

- Finalisation of our Going Concern review;

- Review of final financial statements to reflect latest comments and feedback during the audit process. This includes a review of the 
material valuation uncertainty disclosure and basis of preparation;

- Completion of final areas of the audit process following receipt of updated financial statements. This includes review of the mapping 
from final trial balance to primary financial statements; 

- Receipt of signed management representation letter following approval by the Authority; and

- Completion of EH Commercial Services Limited audit.

Restrictions on distribution

The report is provided on the basis that it is only for the information of the Audit Committee of the Authority; that it will not be quoted or 
referred to, in whole or in part, without our prior written consent; and that we accept no responsibility to any third party in relation to it.
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Summary: Impact of Covid-19

Area of the audit Impact on Audit Approach

Financial Statements: Valuations

Covid-19 has the potential to have significant impacts on the valuations of land and buildings and investment properties held at fair 
value. As at 31 March 2020, the Authority had land and buildings valued at £48.8m and investment properties valued at £135.2m.  
These were subject to a revaluation as at 31 March 2020 and in accordance with Royal Institute of Charted Surveyors (RICS) 
guidance, the valuer has included a material valuation uncertainty disclaimer within the valuation report. As part of our audit response 
we engaged with KPMG valuation specialists to perform specific procedures over a sample of operational assets and investment 
properties. The Authority has disclosed this uncertainty within the financial statements.  As a result, an emphasis of matter paragraph 
has been included within our opinion to draw attention to this disclosure

Financial Statements: Pensions

Due to the volatility with assets as a result of Covid-19, we have considered the impact that Covid-19 has had on the LGPS balance. 
As part of our audit response we engaged with KPMG actuarial specialists to perform specific procedures over the assumptions used 
within the pensions valuation. We received confirmation of audit procedures performed by the Hampshire Pension Fund auditors and
have raised an unadjusted audit misstatement as a result – refer to appendix two.

Financial Statements: Going Concern

While impacting across the corporate sector the directions under which you prepared your accounts included in the CIPFA Code and
the funding mechanisms put in place mean the Authority will be considered a going concern. We have however considered your 
financial position through our work on use of resources in line with the FRC’s Practice Note 10 (Audit of financial statements of public 
sector bodies in the United Kingdom).

Financial Statements: Events after the
reporting period

We have considered whether it is necessary to disclose any post balance sheet date events from the effects of the COVID pandemic
on the Authority.  No matters to report. We have not identified any subsequent events that require adjustment or disclosure.

Financial Statements: Disclosures 
With increased uncertainty impacting the Authority’s financial statements as set out above it is important that sufficient information is 
provided to users of the accounts to understand how key estimates and judgments have been made and the uncertainty associated
with them. Our review of the draft financial statements is ongoing.

Value for Money: impact of Covid-19 
on risk assessment

As part of our value for money testing, we considered if any additional risk arose due to Covid-19. By way of reminder our value for 
money responsibilities are focused on understanding the arrangements you have put in place up to the 31 March 2020 and to 
consider the disclosures you have made within your annual governance statement. We have no matters to report and concluded 
there were no specific additional risks that impacted on the value for money. Refer to pages 17 – 21 for further details of the work 
performed.

Scepticism Challenge

Below we have summarised the impact of Covid-19 on our audit approach for 2019/20:
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Summary of findings

Representations
You are required to provide us with representations on specific matters such as your 
going concern assertion.  We provided a draft of this representation letter to the 
Audit Committee on 24 November 2020.  We draw your attention to the requirement 
in our representation letter for you to confirm to us that you have disclosed all 
relevant related parties to us. 

Risks Our findings

Significant Risks                                                                               Pages 11 -14

1. Valuation of land 
and buildings

No issues noted with our testing. We have included 
an emphasis of matter paragraph in relation to the 
material valuation uncertainty.

2. Valuation of 
investment property

No issues noted with our testing. We have included 
an emphasis of matter paragraph in relation to the 
material valuation uncertainty.

3. Net pension liability No concerns have been raised through our review of 
the net pension liability review.

Other areas of audit focus

4. IFRS 16 The implementation of IFRS 16 Leases has been 
delayed until 1 April 2021 and therefore is no longer 
in the scope of the current year audit.

Value for Money                                                                                 Pages 20 - 21

A. Delivery of 
Budgets

No issues have been identified through our testing .  
The Authority has made proper arrangements to 
secure economy, efficiency and effectiveness in its 
use of resources in relation to delivery of budgets 
and its new waste services contract.B. Waste Services 

Contract

Assessment of the control environment
Control deficiencies raised 6
Prior year control deficiencies remediated 4
We noted no significant control deficiencies but we have identified a number of 
improvement areas following our work over the key financial system controls. We 
have raised seven recommendations, relating to bank reconciliations, actuarial 
report review, payroll leavers documentation, investment property deferred income 
review, S106 demand notices review and waste contract governance. As part of our 
audit, we have followed up on previous year recommendations and have provided 
an update on the current status.
Further details are provided in Appendix 1.
We updated our audit approach due to the control deficiencies to complete 
additional substantive testing in these areas, and included audit misstatements 
identified in relation to these areas within this report.

Audit adjustments
We identified three unadjusted audit differences as a result of our audit. 
We identified 12 audit differences that have been adjusted. This includes six 
disclosure adjustments.
Further details are set out in Appendix Two. 

Scepticism Challenge

Subsidiary Audit of EH Commercial Services Limited
The subsidiary entity is not material to the Authority and therefore Group accounts 
are not prepared. Our audit of EH Commercial Services Limited is substantively 
complete with no issues to report.



Section one

Control
Environment
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Section two: Control environment

Controls over key financial systems

Work completed

We evaluated the design and implementation of key financial system controls and tested selected controls that address key risks within these systems. The strength of the 
control framework informed the substantive testing we completed during our final accounts visit.

Key findings

Based on our work we have determined that the controls over the majority of the key 
financial systems are sound, although we noted weaknesses in respect of individual 
financial systems that impacted on our audit:

We have raised six recommendations (refer to Appendix 1) relating to the following 
controls:

— Bank reconciliations not identifying all reconciling items;

— Pensions management review control not precisely designed;

— Payroll leavers documentation not retained;

— No controls in place to review deferral of investment property income ; and

— No review of S106 demand notices at year-end.

These weaknesses meant that we adapted our audit strategy in relation to housing 
benefits expenditure, cash testing and pensions review through the inclusion of 
additional substantive testing at year-end. No issues were noted through this 
additional testing.

Aspect of controls Assessment
Property, Plant and Equipment/Investment Property 3
Cash and Cash Equivalents 2
Pension Assets and Liabilities 2
Non pay expenditure 3
Payroll 2
Government Grants and Other Income 2
Business rates income 3
Council tax income 3
Journals 3

Key
Significant gaps in the control environment 1
Deficiencies in respect of individual controls 2
Generally sound control environment 3

Scepticism Challenge

The controls over the majority of the key financial systems are sound. However, there are weaknesses in certain processes which require action to address the associated risks. 



Section two

Financial
Statements
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Section two: Financial Statements

Accounts production and audit process

Accounts practices and production process
The Authority incorporated a number of measures into its closedown plan to further improve the project management of this complex process. This included a detailed 
closedown plan which listed the key requirements and timescales by officer in the process.
The overall process for the preparation of the financial statements was in line with our expectations and showed a good improvement from the previous year.
Due to the Covid-19 pandemic, the statutory deadlines for producing draft accounts was amended from 31 May to 31 August based upon the Accounts and Audit (Coronavirus) 
(Amendment) Regulation 2020. The accounts were produced by the original deadline of 31 May. The statutory deadline for audited financial statements was also amended from 
31 July to 30 November.
Going concern
The financial statements of the Authority have been prepared on a going concern basis. We confirm that we have identified no significant matters which would, in our view, affect 
the ability of the Authority to continue as a going concern or require it to disclose a material uncertainty. As part of our review we have considered the impact of Covid-19.
Further commentary on the Authority’s arrangements in place to secure the effective delivery of budgets and the new waste services contract is included from page 21.
Quality of supporting working papers
We issued our Accounts Audit Protocol in April 2020. This important document set out our audit approach and timetable. It also summarised the working papers and other 
evidence we required the Authority to provide to support our audit work. This helped the Authority to provide audit evidence in line with our expectations.
We worked with management to ensure that working paper requirements are understood and aligned to our expectations. There were some small delays to the receipt of 
information, largely arising due to the impact of Covid-19, the extension of the reporting deadline and changes within the Finance team.  We have worked with the finance team 
to review information as it is available.
Response to audit queries
The Finance team have been responsive to audit queries despite the challenges of remote working and we would like to thank them for their co-operation throughout the audit.

Scepticism Challenge

Auditing standards (ISA 260) require us to communicate our views on the significant qualitative aspects of the Authority’s accounting practices and financial reporting.

We also assessed the Authority’s process for preparing the accounts and its support for an efficient audit. The efficient production of the financial statements and good-quality 
working papers are critical to meeting the tighter deadlines.

:
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Section two: Financial Statements

Specific audit areas

Auditing standards require us to consider two standard risks for all organisations. We consider these as a matter of course in our audit and will have set out the findings arising 
from in our ISA 260 Report below.

01 Management override of controls

Management is typically in a powerful position to perpetrate fraud owing to its ability to manipulate accounting records and prepare fraudulent financial statements by overriding 
controls that otherwise appear to be operating effectively. Our audit methodology incorporates the risk of management override as a default significant risk. In line with our 
methodology, we carry out appropriate controls testing and substantive procedures, including over journal entries, accounting estimates and significant transactions that are 
outside the normal course of business, or are otherwise unusual.

02 Fraudulent revenue recognition

We do not consider this to be a significant risk for local authorities as there are limited incentives and opportunities to manipulate the way income is recognised. We therefore 
rebut this risk and do not incorporate specific work into our audit plan in this area over and above our standard fraud procedures.

Scepticism Challenge

We anticipate issuing an unqualified audit opinion on the Authority’s 2019/20 financial statements by 30 November 2020. We will also report that your Annual Governance 
Statement complies with the guidance issued by CIPFA/SOLACE (‘Delivering Good Governance in Local Government’) published in April 2016.

For the year ending 31 March 2020, the Authority has reported an underspend against budget of £0.2 million resulting in an increase to the General Fund balance. The financial 
statements report a deficit on the provision of services of £16.1 million, although this includes items that do not impact the General Fund (such as capital charges). After excluding 
these items, the Council reported an increase in the General Fund balance of £0.2 million.

03 Fraudulent expenditure recognition

We do not consider this to be a significant risk for local authorities as there are limited incentives and opportunities to manipulate the way expenditure is recognised. We 
therefore rebut this risk and do not incorporate specific work into our audit plan in this area over and above our standard fraud procedures.
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The risk

The Code requires that where assets are 
subject to revaluation, their year end 
carrying value should reflect the appropriate 
current value at that date. The Authority has 
adopted a rolling revaluation model which 
sees all land and buildings revalued over a 
five year cycle. As a result of this, however, 
individual assets may not be revalued for 
four years.

This creates a risk that the carrying value of 
those assets not revalued in year differs 
materially from the year end current value. 
There is also a risk around the valuation of 
investment properties, which must be fair 
valued at the end of each reporting period.

A further risk is presented for those assets 
that are revalued in the year, which involve 
significant judgement and estimation and 
requires the use of a valuer.

Significant audit risk Planned response

As presented to you in our audit plan dated March 
2020 we agreed to perform the following audit 
procedures:

• We will review the approach that the Authority has 
adopted to assess the risk that assets not subject 
to valuation are materially misstated and consider 
the robustness of that approach.

• We will also assess the risk of the valuation 
changing materially during the year.

• In addition, we will consider movement in market 
indices between revaluation dates and the year 
end in order to determine whether these indicate 
that current values have moved materially over 
that time.

• In relation to those assets which have been 
revalued during the year we will assess the 
valuer’s qualifications, objectivity and 
independence to carry out such valuations and 
review the methodology used (including testing 
the underlying data and assumptions).

Following our audit plan being issued, we amended 
our audit approach to incorporate the use of a 
property valuation specialist within the audit team to 
review of a sample of operational assets that had 
been revalued in year.

Significant risks
Section two: Financial Statements

1. Valuation of land and buildings

Scepticism Challenge

Outcome from audit work

We tested the design and implementation and operating effectiveness 
of the process level control over the issuing of valuation instructions.

We assessed the scope, qualifications and experience of the valuer 
engaged by the Authority, to identify whether the valuer was 
appropriately experienced and qualified to perform the valuations.

We evaluated the approach that the Authority adopted to assess the 
risk that assets not subject to valuation were materially misstated and 
considered the robustness of that approach.

For any assets not revalued in year we considered movement in 
market indices between revaluation dates and the year-end to assess 
if it remained appropriate not to revalue the assets.

In relation to those assets which have been revalued during the year, 
we reviewed the accounting entries made to record the results of the 
revaluation in order to ensure that they were appropriate.

We assessed the overall methodology, inputs and assumptions of the 
full valuation, to identify whether the approach was in line with industry 
practice, assisted by our valuation specialist. We also agreed a sample 
of underlying data to supporting evidence.

In accordance with RICS guidance, valuers have incorporated material 
valuation uncertainties within reports, due to the impact of Covid-19. 
The Authority included disclosures to highlight the material valuation 
uncertainty and we have included an emphasis of matter paragraph in 
our audit opinion. Our opinion remains unmodified.

No issues were noted with our testing.

We raised an audit misstatement for a variance between the valuation 
report obtained and the draft financial statements in relation to one 
asset. Refer to appendix one.
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The risk

The Code defines an investment property 
as one that is used solely to earn rentals 
or for capital appreciation or both. 
Property that is used to facilitate the 
delivery of services or production of goods 
as well as to earn rentals or for capital 
appreciation does not meet the definition 
of an investment property. The Authority 
approved £110.0 million for purchase of 
investment property in 2019/2020, to add 
to the portfolio of £115.3 million of 
investment properties already on the 
balance sheet.

There is a risk that investment properties 
are not being held at fair value, as is 
required by the Code. At each reporting 
period, the valuation of the investment 
property must reflect market conditions. 
Significant judgement is required to 
assess fair value and management 
experts are often engaged to undertake 
the valuations.

Significant audit risk
Planned response

As presented to you in our audit plan dated 
March 2020 we agreed to perform the 
following audit procedures:

• We will review any acquisitions in year to 
ensure that the accounting entries to 
bring in new investment properties are in 
line with the requirements of the Code.

• In addition, we will review the current 
portfolio of investment property to 
ensure that they are assessed at each 
reporting period for any movements in 
fair value In relation to those assets 
which have been fair valued during the 
year we will assess the valuer’s 
qualifications, objectivity and 
independence to carry out such 
valuations and review the methodology 
used (including testing the underlying 
data and assumptions).

Following our audit plan being issued, we 
amended our audit approach to incorporate 
the use of a property valuation specialist 
within the audit team to review of a sample 
of investment properties that had been 
revalued in year.

Significant risks
Section two: Financial Statements

2. Valuation of investment properties

Scepticism Challenge

Outcome from audit work

We tested the design and implementation and operating effectiveness of the 
process level control over the issuing of valuation instructions.

We assessed the scope, qualifications and experience of the valuer engaged by 
the Authority, to identify whether the valuer was appropriately experienced and 
qualified to perform the valuations.

We evaluated acquisitions in year to ensure that the accounting entries to bring in 
new investment properties complied with the requirements of the Code. No issues 
were noted and the investment properties were brought in at purchase cost, 
including additional transactional costs that are allowable under IAS 40.

In addition, we assessed the current portfolio of investment properties to ensure 
that they are assessed at the reporting period for any movements in fair value. We 
considered the overall methodology, inputs and assumptions of the full valuation, 
to identify whether the approach was in line with industry practice, assisted by our 
valuation specialist, who provided challenge on the key assumptions within a 
sample of valuations.  The audit team completed a detail review of a sample 
valuations and challenged the appropriateness of the key assumptions within 
each calculation.  As part of this testing, we compared the assumptions across the 
portfolio and challenged the rationale and obtained support for outliers.     

We assessed the collection of rental amounts after the period end to assess if 
there was a risk of default of any occupiers that may impact the fair value of the 
investment properties.  

In accordance with RICS guidance, valuers have incorporated material valuation 
uncertainties within reports, due to the impact of Covid-19. The Authority included 
disclosures to highlight the material valuation uncertainty and we have included an 
emphasis of matter paragraph in our audit opinion. Our opinion remains 
unmodified.
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The risk

The net pension liability represents a 
material element of the Authority’s balance 
sheet. The Authority is an admitted body of 
the Hampshire County Council Pension 
Fund, which had its last triennial valuation 
completed as at 31 March 2019. This will 
form an integral basis of the valuation as at 
31 March 2020.

The valuation of the Local Government 
Pension Scheme relies on a number of 
assumptions, most notably around the 
actuarial assumptions, and actuarial 
methodology which results in the Authority’s 
overall valuation.

There are financial assumptions and 
demographic assumptions used in the 
calculation of the Authority’s valuation, such 
as the discount rate, inflation rates, mortality 
rates etc. The assumptions should also 
reflect the profile of the Authority’s 
employees, and should be based on 
appropriate data. The basis of the 
assumptions is derived on a consistent basis 
year to year, or updated to reflect any 
changes.

Significant audit risk Planned response

As presented to you in our audit plan dated March 2020 
we agreed to perform the following audit procedures:

• As part of our work we will review the controls that 
the Authority has in place over the information sent 
directly to the Scheme Actuary Aon Hewitt. We will 
also liaise with the auditors of the Pension Fund in 
order to gain an understanding of the effectiveness 
of those controls operated by the Pension Fund. 
This will include consideration of the process and 
controls with respect to the assumptions used in the 
valuation. We will also evaluate the competency, 
objectivity and independence of Aon Hewitt.

• We will review the appropriateness of the key 
assumptions included within the valuation, compare 
them to expected ranges, and consider the need to 
make use of a KPMG Actuary. We will review the 
methodology applied in the valuation by Aon Hewitt.

• We will agree the total assets in the LGPS at the 
year end to confirmation from the Fund’s auditors.

• In addition, we will review the overall Actuarial 
valuation and consider the disclosure implications in 
the financial statements

Significant risks
Section two: Financial Statements

3. Net pension liability

Scepticism Challenge

Outcome from audit work 

A £47.1m (2019: £43.7m) net pension liability is recognised on the 
balance sheet.

As required under the ISAs, we assessed the design and 
implementation of controls that are relevant to a significant risk of 
error or fraud. For the review of the actuarial report control, which 
have been performed by management, we concluded that we could 
not place reliance on the control as there is not sufficient precision 
of management review and the control is not documented in line 
with the requirements of a management review control under 
auditing standards.

The pension assumption review process operated by management 
involves the engagement of a third party actuarial expert, and while 
management will review the report provided there is no assessment 
of the assumptions with no set criteria or threshold to indicate what 
management should review and this process is not documented 
sufficiently.

We received assurance from the pension fund auditor in relation on 
the effectiveness of controls operated by the Pension Fund.

We assessed the methodology, approach and appropriateness of 
the key assumptions included within the valuation and involved a 
KPMG Actuary to provide a specialist assessment of these areas.

Our work over key assumptions did not highlight any areas of 
concern – we have set out our view of the assumptions used in 
valuing pension liabilities on page 35.

In addition, we have agreed the gross asset valuations to direct 
confirmation from the Pension Fund Auditor. We have raised an 
unadjusted audit misstatement – refer to appendix two.
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The risk (cont.)

There is a risk that the assumptions and 
methodology used in the valuation of the 
Authority’s pension obligation are not 
reasonable. This could have a material 
impact to net pension liability accounted for 
in the financial statements.

Significant audit risk
Planned response

Significant risks
Section two: Financial Statements

3. Net pension liability (continued) 

Scepticism Challenge

Outcome from audit work (cont.) 

We have reviewed the accounts to consider whether the pensions 
disclosures are appropriate and we have reviewed the accounting 
treatment. We have no matters to report in this respect.
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Financial statements audit - judgements
Section two: Financial Statements

Asset/liability 
class Our view of management judgement

Balance 
[(£m)]

YoY 
change 
[(£m)]

Our view of disclosure of 
judgements & estimates Further comments

Valuation of 
LGPS net 
pension liability

47.1 3.6

No issues noted – the disclosure has included 
an extra narrative in the period to explain a 
change in the calculation of CPI, which has 
had a material impact on the liability 
calculation.

Valuation of 
Land and 
Buildings

48.8 -0.2

No issues noted with the disclosure – the 
Authority have increased disclosures to reflect 
the material valuation uncertainty in 
accordance with RICS guidance.

Valuation of 
Investment 
Properties

135.2 19.9

No issues noted with the disclosure – the 
Authority have increased disclosures to reflect 
the material valuation uncertainty in 
accordance with RICS guidance.

Optimistic

Prior year Current year

Cautious

Our view of management judgement

Our views on management judgments with respect to accounting estimates are based 
solely on the work performed in the context of our audit of the financial statements as 
a whole. We express no assurance on individual financial statement captions.

Cautious means a smaller asset or bigger liability; optimistic is the reverse.  We have 
only considered material judgements for the purpose of our reporting here.

Cautious Neutral Optimistic Needs 
improvement Neutral

Best 
practice

Scepticism Challenge
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Narrative report

We have read the contents of the Narrative Report and checked compliance with the requirements of the Annual Report and financial statements with the Code of Practice on 
Local Authority Accounting in the United Kingdom 2019/20 (‘the Code’). Based on the work performed: 

• We have not identified any inconsistencies between the contents of the Narrative Report and the financial statements.

• We have not identified any material inconsistencies between the knowledge acquired during our audit and the statements of the Authority.  As Audit Committee members you 
confirm that you consider that the Narrative Report and financial statements taken as a whole are fair, balanced and understandable and provides the information necessary 
for regulators and other stakeholders to assess the Authority’s performance, model and strategy.

In the course of our audit work we assessed the quality of your disclosures in the Annual Governance Statement in relation to Covid-19 in addition to assessing the quality of 
disclosures generally. We concluded that the disclosures provide a clear description of the nature of the impact on the business model and strategy, the impact of 
economic/political changes on the current year and future performance of the business, the principal risks arising from Brexit and how these are monitored. 

Annual Governance Statement

We have reviewed the Authority’s 2019/20 Annual Governance Statement and confirmed that:

• It complies with Delivering Good Governance in Local Government: A Framework published by CIPFA/SOLACE; and

• It is not misleading and is consistent with other information we are aware of from our audit of the financial statements.

• We have made a number of comments in respect of its format and content which the Authority has agreed to amend where significant

Independence and Objectivity

ISA 260 also requires us to make an annual declaration that we are in a position of sufficient independence and objectivity to act as your auditors, which we completed at 
planning and no further work or matters have arisen since then. 

Other matters

We are required under ISA 260 to communicate to you any matters specifically required by other auditing standards to be communicated to those charged with governance; and 
any other audit matters of governance interest.

Reconfirming materiality 

We can confirm that we have completed all our audit work to the materiality that we proposed at the planning stage of the audit, which was a total materiality of £1.1m with an 
audit differences posting threshold of £0.55m.

Audit Fees

Our fee for the audit was £61,450 plus VAT (£66,450 in 2018/19). This fee was in line with that highlighted within our audit plan agreed by the Audit Committee in March 2020. 
We have not performed any non-audit work outside of that already disclosed to you as part of our audit planning.

Section two: Financial Statements

Financial statements audit – other matters
Scepticism Challenge



Section three

Value for Money
Arrangements
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Section three: Value for Money arrangements

Specific value for money risk areas

The Local Audit and Accountability 
Act 2014 requires auditors of local 
government bodies to be satisfied 
that the authority ‘has made proper 
arrangements for securing economy, 
efficiency and effectiveness in its 
use of resources’.

This is supported by the Code of 
Audit Practice, published by the 
NAO in April 2015, which requires 
auditors to ‘take into account their 
knowledge of the relevant local 
sector as a whole, and the audited 
body specifically, to identify any 
risks that, in the auditor’s judgement, 
have the potential to cause the 
auditor to reach an inappropriate 
conclusion on the audited body’s 
arrangements.’

We follow a risk based approach to 
target audit effort on the areas of 
greatest audit risk.

VFM audit risk 
assessment

Financial 
statements and 
other audit work

Reassess risk throughout 
the audit.

Assessment of work by 
other 

review agencies

Specific local risk-based 
work

Continually re-assess 
potential VFM risks

Conclude on 
arrangements 
to secure VFM

VFM conclusion

If no significant VFM audit risks identified:
No further work required subject to reassessment

Identification of significant 
VFM risks (if any)

VFM
conclusion 
basedon

No further work required subject to 
reassessment

1 2 3

Scepticism Challenge

Our 2019/20 VFM conclusion considers whether the Authority had proper arrangements to ensure it took properly informed decisions and deployed resources to achieve 
planned and sustainable outcomes for taxpayers and local people.

We have concluded that the Authority has made proper arrangements to ensure it took properly- informed decisions and deployed resources to achieve planned and sustainable 
outcomes for taxpayers and local people.
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The table below summarises our assessment of the individual VFM risks identified against the three sub- criteria. This directly feeds into the overall VFM criteria and our value 
for money opinion.

Section three: Value for Money arrangements

Specific value for money risk areas (cont.)

Applicability of VFM Risks to VFM sub-criteria

VFM Risk Informed decision making Sustainable resource deployment
Working with partner and 

third parties

Delivery of budgets   

Waste Services contract   

In consideration of the above, we have concluded that in 2019/20, the Authority has made proper arrangements to ensure it took properly-informed decisions and deployed 
resources to achieve planned and sustainable outcomes for taxpayers and local people.
As communicated to you in our External Audit Plan 2019-20, we have identified two risks requiring specific audit attention and procedures to address the likelihood that proper 
arrangements are not in place to deliver value for money.
In all cases we are satisfied that external or internal scrutiny provides sufficient assurance that the Authority’s current arrangements in relation to these risk areas are adequate.
We have provided a summary of the risk areas identified, our work undertaken and the conclusions reached on the following pages.

Scepticism Challenge
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The risk

The Authority identified that they are to hit 
a breakeven position for 2019/20, in the 
budget approved by Authority on 21 
February 2019. This included a transfer 
from reserves of £361k to achieve the 
breakeven position. The Authority has 
pursued a commercialisation strategy of 
purchasing investment property in order to 
generate a return. The capital budget, 
approved on 21 February 2019, 
earmarked £110.0million for investment in 
commercial property in 2019/20, although 
the lack of investment opportunities has 
meant that less than this has been spent 
in year. This adds an additional pressure 
to the Council’s finances.

There is a likelihood that central 
government funding will reduce further 
and that the need for savings will continue 
to have a significant impact on the 
Authority’s financial resilience.

Significant audit risk Planned response

As presented to you in our audit plan dated March 
2020 we agreed to perform the following audit 
procedures:

As part of our additional risk-based work, we will 
review the controls the Authority has in place to 
ensure financial resilience, specifically that the 
Medium Term Financial Plan has duly taken into 
consideration factors such as funding reductions, 
salary and general inflation, demand pressures, 
restructuring costs and sensitivity analysis given the 
degree of variability in the above factors. In addition 
we will consider the way in which the Authority 
identifies, approves, and monitors both savings plans 
and income generation projects.

Specific value for money risk areas (cont.)
Section three: Value for Money arrangements

1. Delivery of budgets

Scepticism Challenge

Outcome from audit work

Like most of local government, the Authority faces a challenging 
future driven by funding reductions and an increase in demand 
for services.

Post-audit, the Authority is reporting an overall underspend of 
£282k in the General Fund Balance and a transfer of £219k in 
the Earmarked Reserves balance for 2019/20 with the overall 
balance of £10.9 million as of 31 March 2020.

We assessed the budget approval control for the medium term 
financial plan and obtained evidence that the budget was 
approved in line with Authority processes.

We have performed a budget review for 2019/20 compared to 
actual results for the year and note that the budgeted figures for 
the period do not differ significantly from the actual figures in the 
Statement of Accounts and as such, the budgeting process can 
be seen as reliable and prudent. The spending, savings and 
service delivery continues to be monitored through the quarterly 
budget monitoring reports within the Committee and Board 
meetings.

We considered the risk that Covid-19 may have on the delivery 
of budgets and concluded the risk was not significant.

As a result of these matters, we are able to satisfy ourselves that 
the Authority put in place proper arrangements for planning 
finances effectively to support the sustainable delivery of 
strategic priorities and the maintenance of statutory functions in 
its use of resources for the year ended 31 March 2020.
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The risk

From 30 September 2019, waste 
collection services are being provided by 
Havant Borough Council’s Joint Venture 
Norse South East (NSE). NSE is also 
taking on garden waste collections, street 
cleaning and grounds maintenance 
around the district. The estimated annual 
value of the contract is £4.0million,which 
is a significant proportion of the Council’s 
budget.

Significant audit risk Planned response

As presented to you in our audit plan dated March 
2020 we agreed to perform the following audit 
procedures:

We will consider the arrangements in place for 
managing the contracts, including arrangements for 
monitoring the performance of the service and 
verifying the accuracy of costs and payments under 
the contract.

Specific value for money risk areas (cont.)
Section three: Value for Money arrangements

2. Waste Services contract

Scepticism Challenge

Outcome from audit work

We have considered the arrangements in place for the approval 
of the new waste services contract and ongoing management.

We assessed the approval decision at Executive Board, Cabinet 
and Council level and confirmed that decision was approved in 
line with governance processes.

On an ongoing basis, the contract is managed and monitored 
through Delegate Update Group. We concluded that the contract 
was being effectively managed and monitored, but did note that 
the Delegate Update Group were not meeting in line with the 
Terms of Reference. Refer to appendix one.

As a result of these matters, we are able to satisfy ourselves that 
the Authority put in place proper arrangements for managing the 
waste services contract effectively to support the sustainable 
delivery of strategic priorities and the maintenance of statutory 
functions in its use of resources for the year ended 31 March 
2020.
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The recommendations raised as a result of our work in the current year are as follows:

Appendix One

Recommendations raised and followed up

Priority rating for recommendations

 Priority one: 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.

 Priority two: 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. 

 Priority three: issues that would, if corrected, 
improve the internal control in general but are 
not vital to the overall system. These are 
generally issues of best practice that we feel 
would benefit you if you introduced them.

# Risk Issue, Impact and Recommendation Management Response / Officer / Due Date

1  Issue: Bank Reconciliations
During our interim audit we identified that there were historical unreconciled items amounting to 
£12,650.65. This was consistent with our findings in the previous year. There is a risk that variances 
are not being appropriately reconciled or followed up.
Recommendation:
The Authority should utilise Integra to complete  bank reconciliations and ensure that these are 
completed and reviewed on a monthly basis.
The Authority should consider the need to write off any unreconciled items at year-end if these  are 
historical.

Point agreed. There is a historic difference, which the 
accountancy team are reviewing as priority to ensure 
cleared by the end of the financial year

Responsible officer: Head of Finance (Deputy s151 
officer)

Target date: 31 March 2021

2  Issue: Pensions review not carried out effectively
There was a limited review of the pension data and assumptions used by the actuary. The instructions 
provided by Hampshire Pension Fund detail a material difference should be followed up but do not 
specify the amount. As such, we do not believe the management review control is precisely designed 
to detect errors.
Recommendation:
The review of the actuarial assumptions and data should be performed by a member of staff  with 
sufficient understanding and knowledge of the process

The actuarial position is review during the year as well 
as at year end.                                                                                                              
Details of future actuarial reviews will be documented.

Responsible officer: Head of Finance (Deputy s151 
officer)

Target date: 31 May 2021
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Appendix One

Recommendations raised and followed up (cont.)

# Risk Issue, Impact and Recommendation Management Response / Officer / Due Date

3  Issue: Leavers documentation not retained
No support could be given for the authorisation of the Leaver selected for walkthrough to confirm that 
controls were operating effectively throughout the reporting period.
It is likely that this is due to the movement of payroll processes from Capita to in-house and the need 
for EHDC to sort out the information received from Capita. It is recommended that the council review 
the data received from Capita so that the appropriate historical documentation can be easily accessed.
As no adequate documentation to support the leaver could be provided, we cannot rely on this control 
for audit purposes.
Recommendation:
It is recommended that a full exercise is carried out to sort the information transferred over from Capita 
and ensure it is appropriately reviewed and retained.

Some documentation received when payroll was in-
housed was not of a high quality. The inhouse team has 
worked hard to put processes in place to ensure  
information is now correctly stored                                                                                          

Responsible officer: Head of Organisational 
Development

Target date: 31 March 2021

4  Issue: No review of deferred investment property income
Through our discussions with management, there is no control in place to address the deferral of 
investment property at year-end. As part of the process, the team will calculate the deferrals, but this is 
not reviewed. It is captured within the journals authorisation control but through our substantive work at 
year-end, we noted that the deferrals were not captured appropriately.
Recommendation:
As part of the year-end process a full review of all investment property income is required to ensure 
that amounts relating to the following financial year are correctly deferred. 

Improved controls will be in place for year end close 
down.                                                                                                                        

Responsible officer: Head of Finance (Deputy 151 
officer) 

Target date: 31 March 2021
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Appendix One

Recommendations raised and followed up (cont.)

# Risk Issue, Impact and Recommendation Management Response / Officer / Due Date

5  Issue: S106 Demand Notices not reviewed at year-end
As part of our year-end testing we identified four demand notices that had been raised in year for S106 
agreements but had not been accounted for. There was no review of the demand notices raised at 
year-end and the Authority were reliant on cash being received in order to account for the transactions.
As a result we raised an audit misstatement for these demand notices – refer to page 31, adjusted 
audit misstatement 4.
Recommendation:
The Authority should implement a control that ensures that S106 demand notices raised are 
appropriately captured by Finance.

This area is being reviewed at present and                                                                                   
improved controls will be in place for year end close 
down.                                                                                                                        

Responsible officer: Head of Finance (Deputy 151 
officer) 

Target date: 31 March 2021

6  Issue: Delegated Update Group not meeting in line with terms of reference
As part of our VFM review in to the waste services contract it was noted that the Delegation Update 
Group had not met since October 2019. The terms of reference states that the DUG should meet 
monthly.
Recommendation:
The Delegated Update Group should meet in line with the Terms of Reference, on a monthly basis.

The regularity of the meeting is being reviewed to ensure 
agrees with terms of reference.                                                                                              

Responsible officer: Head of Strategic Commissioning 

Target date: 31 March 2021
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We have also follow up the recommendations from the previous years audit, in summary:

Appendix One

Recommendations raised and followed up (cont.)

Total number of recommendations Number of recommendations implemented Number superseded by current year recommendations:

6 4 2

# Risk Issue, Impact and Recommendation Management Response / Officer / 
Due Date Current Status (November 2020)

1  Issue: Housing benefits payment runs not authorised
Our work over housing benefit payment runs for  individuals indicated that there 
was no review of  the payment run set up before it is paid by the  cashier team. 
There is a risk that payments may  be made in error, or payments may be made 
to  fictitious individuals.
Recommendation:
Ensure that there is a second level of review  within the housing benefits team 
before the  payment is issued to the cashier team.

Accepted

Responsible Officer

Head of Customer Services

Implementation Deadline

30 August 2019

As part of our interim audit we 
performed walkthroughs of the 
housing benefits payment runs and 
confirmed these were now being 
authorised appropriately.

We consider this recommendation 
closed.

2  Issue: Bank reconciliation control not operating effectively
Our review of the bank reconciliation indicated  that although it was being 
performed, it was not  clear what the unreconciled items were in  relation to 17/18 
balances. These balance  remained at year-end. It was also unclear whether the 
reconciliation had been performed  in a timely manner (as no indication of date of  
reconciliation or review was noted).
There is a risk that payments in error may have been made through the bank.
Recommendation:
The Authority should utilise Integra to complete  bank reconciliations and ensure 
that these are completed and reviewed on a monthly basis.
The Authority should consider the need to write off any unreconciled items at 
year-end if these  are historical.

Accepted

Responsible Officer

Capita Head of Finance

Implementation Deadline

30 August 2019

This recommendation has been 
superseded by current year 
recommendation 1.
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Appendix One

Recommendations raised and followed up (cont.)

# Risk Issue, Impact and Recommendation Management Response / Officer / 
Due Date Current Status (October 2020)

3  Issue: Year-end review of capital grants not performed effectively
The year-end review of ongoing capital/revenue  grants has not been designed to 
effectively align  with the requirements of the CIPFA Code.
There is a risk that some grants may be  incorrectly recognised.
Recommendation:
A full review of revenue/capital grants at year-end should be carried out ensure compliance  
with the CIPFA Code.

Accepted

Responsible Officer

Capita Head of Finance

Implementation Deadline

31 December 2019

As part of our interim and year-
end audit we confirmed that 
there was a full process in place 
to review capital and revenue 
grants, and staff were 
appropriately trained on the 
requirements of the CIPFA 
Code.

We consider this 
recommendation closed.

4  Issue: Pensions review not carried out effectively
There was a limited review of the pension data  and assumptions used by the actuary. The  
instructions provided by Hampshire Pension  Fund detail a material difference should be  
followed up but do not specify the amount. As such, we do not believe the management  
review control is precisely designed to detect  errors.
Recommendation:
The review of the actuarial assumptions and  data should be performed by a member of 
staff  with sufficient understanding and knowledge of  the process

Accepted

Responsible Officer

Capita Head of Payroll

Implementation Deadline

30 September 2019

This recommendation has been 
superseded by current year 
recommendation 2.
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Appendix One

Recommendations raised and followed up (cont.)

# Risk Issue, Impact and Recommendation Management Response / Officer / 
Due Date Current Status (October 2020)

5  Issue: Lack of communication between Finance and Property Team over Property, 
Plant and Equipment
Throughout our audit, it was noted that there are  a number of instances whereby the 
Finance  team were not fully aware of information  provided by the Property team and vice 
versa.
We have identified:
- Two misstatements in relation to assets  under construction - indicating that a lack of  
review/communication between the two teams  have led to this misunderstanding.
- A number of assets disposed off during the  year for a profit which were not included on 
the  fixed asset register at date of disposal.
- Vail Williams LLP were not engaged to  provide an impairment statement for land and  
buildings which would have ensured compliance  with the CIPFA Code.
- Fair valuations not posted for investment properties
Recommendation:
A formal year-end process is required to ensure  that information received by the Property 
Team  is communicated effectively to the Finance  function.

Accepted

Responsible Officer

Director of Regeneration and Capita 
Head of Finance

Implementation Deadline

30 September 2019

As part of planning KPMG 
provided a workshop for 
Authority staff for the year-end 
process and audit requirements.

During the interim audit and 
year-end audit, we noted 
stronger communication 
between Finance and the 
Property Team which led to the 
issues identified during the 
2018/19 not being repeated.

We consider this 
recommendation to be closed.

6  Issue: Review of year-end process
There is a risk that the Authority may not learn  from the year-end process if a review 
meeting is not held.
The closedown plan did not include any milestones for senior officer review. This led to a 
number of basic errors in the draft financial  statements that were published on the  
Authority’s website.
Recommendation:
Ensure that the process for year-end is reviewed  and any learning opportunities captured.
Ensure the closedown timetable is effectively designed and includes steps for senior officer  
review.

Accepted

Responsible Officer

Capita Head of Finance

Implementation Deadline

30 September 2019

The Authority implemented a 
formal closedown plan which 
captured key milestones. As a 
result the process for year-end 
was smoother than in the 
previous year.

We consider this 
recommendation to be closed.
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Under UK auditing standards (ISA (UK) 260) we are required to provide the Audit Committee with a summary of unadjusted audit differences (including disclosure 
misstatements) identified during the course of our audit, other than those which are ‘clearly trivial’, which are not reflected in the financial statements. In line with ISA (UK) 450 
we request that you correct uncorrected misstatements. However, they will have no effect on the opinion in our auditor’s report, individually or in aggregate. A list of unadjusted 
audit misstatements are included below.

Appendix two

Audit differences

Unadjusted audit differences (£’000)

No. Detail CIES Dr/(cr) BS Dr/(cr) Comments 

1 Dr Remeasurement of the net 
defined benefit pension liability

Cr Net defined pension liability

432

(432)

LGPS Asset Apportionment over-estimated by actuaries

Per the confirmation of work performed on the Hampshire Pension Fund audit by the 
Pension Fund auditors, there is a variance of £432k between the actuaries' 
apportionment of assets to East Hampshire and the re-calculated amounts. 

2 Dr Short-term creditors

Cr NNDR Income (375)

375 Unexplained creditor from 2017/18

We have identified a creditor balance from 2017/18 which there is no evidence to 
support that there is a present obligation as a result of past events that is expected to 
result in an outflow of resources.

3 Dr Government Grants & 
Contributions

Cr Capital Grants and 
Contributions Received in 
Advance

405

(405)

Disabled Facilities Grant Accounting Treatment 

Disabled Facilities Grant is a grant with conditions, and therefore must follow the 
requirements of the CIPFA Code 2.3.3.2. The cash receipt should be held on the 
balance sheet as a grant in advance until the conditions have been met.

The full income has been recognised in year through grants and contributions 
towards capital expenditure, with an adjustment made for the expenditure incurred 
through the relevant service line on the CIES. 

The adjustment therefore is to derecognise the income recognised above the 
expenditure incurred. An adjustment is then required to reverse out of the capital 
grants unapplied.

Total 462 (462)
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Under UK auditing standards (ISA (UK) 260) we are required to provide the Audit Committee with a summary of adjusted audit differences (including disclosures) identified 
during the course of our audit. The adjustments below have been included in the financial statements.

Appendix two

Audit differences (cont.)

Adjusted audit differences (£’000)

No. Detail CIES Dr/(cr) BS Dr/(cr) Comments 

1 Dr Assets under Construction

Cr Revaluation of PPE (595)

595 Incorrect classification of fixed assets

An invoice for £595k relating to the construction of Whitehill and Bordon Leisure 
Centre was coded against Alton Leisure Centre. As Alton Leisure Centre was 
completed in January 2020 and moved to Other Land and Buildings, whereas 
Whitehill and Bordon remains an Asset under Construction, this has created a 
misstatement within the PPE disclosure with AUC being understated and OLB being 
overstated by £595k.

As the valuation for Alton Leisure Centre was based upon an incorrect starting 
position, we have raised an adjustment to debit PPE and credit revaluation of PPE.

2 Dr Gain / Loss on Disposal of 
Assets

Cr Direct Expenditure

1,145

(1,145)

Nil Overstatement of CIES for disposal

The Comprehensive Income and Expenditure Statement and Note 7 (Expenditure 
and Income Analysed by Nature) both included the £1,145k disposal as expenditure 
and recognised the gross proceeds on disposal of £1,364k as income. Only the net 
gains on disposal should be recognised in the CIES, therefore income and 
expenditure are both overstated and should be reduced by the disposal amount of 
£1,145k. 

3 Dr Direct Expenditure

Cr PPE

500

(500)

REFCUS expenditure incorrectly capitalised

On our review of fixed asset additions, there was a £500k addition recognised for 
infrastructure assets. On inspection, this related to a non-Authority asset and 
therefore should be recognised as REFCUS.



31

Document Classification: KPMG Confidential

© 2020 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.

Appendix two

Audit differences (cont.)

Adjusted audit differences (£’000)

No. Detail CIES Dr/(cr) BS Dr/(cr) Comments 

4 Dr Short term debtors

Cr Fees Income

Cr Capital Grants in Advance

(162)

3,250

(3,088)

S106 Cut Off Misstatement

Value relates to S.106 contributions and monitoring fees. On inspection of demand 
notices in year it was identified that these were not being appropriately accounted for. 
The adjustment correctly accounts for demand notices where no payments had been 
received at year-end.

5 Disclosure Only Nil Nil Loan Fair Value Misstatement

The accounts include a disclosure comparing the carrying amount of the loan (its 
amortised cost) and its fair value. We obtained a third party fair value report, and 
found that the amount per the financial statements did not agree to the fair value 
report.

6 Dr Property, Plant and 
Equipment

Cr Revaluation Reserve

375

(375)

Central Car Park Fair Value Understated

The central car park valuation per the accounts was £6,250k, whereas per the 
valuation report it was £6,625k therefore an adjustment was required to reflect the 
correct fair value.

7 Disclosure Only Nil Nil Gross up for REFCUS in Capital Adjustment Account

Per our review of the capital adjustment account, it was noted that EHDC had netted 
off the Disabled Facilities Grant income against the REFCUS expenditure.

8 Dr Investment Property Income

Cr Short-term creditors

573

(573)

Investment Property Income not Deferred

On review of the deferred income balances, KPMG noted that some of the larger 
balances had not been correctly deferred at year-end. On review, a further deferral of 
£573k was recognised on agency managed properties.
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Appendix two

Audit differences (cont.)

Adjusted audit differences (£’000)

No. Detail CIES Dr/(cr) BS Dr/(cr) Comments 

9 Disclosure Only Nil Nil Exit Packages Disclosure Misstatement and Higher Paid Staff Disclosure 
Adjustment

Our review of the exit packages and higher paid staff disclosures indicated a number 
of small amendments were required.

10 Disclosure Only Nil Nil Audit Fee Disclosure

Our review of the audit fee disclosure indicated a number of amendments were 
required for the current year and the prior year.

11 Disclosure Only Nil Nil Finance Lease Disclosure Misstatement

Following our review of the Finance Lease disclosure, a number of amendments were 
presented to management included both narrative and numerical adjustments.

12 Disclosure Only Nil Nil Surplus Asset Misstatement

Our review of the surplus asset disclosure indicated that the asset was still partly 
occupied. Therefore in line with the CIPFA Code, we have raised an audit 
misstatement to correctly reflect the full asset as being operational as opposed to 
surplus. We understand that the asset will be formally made surplus to requirements 
in 2020/21.This misstatement impacts the property, plant and equipment disclosure 
with no impact on the primary financial statements.

Total 691 (691)
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With the triennial valuation impacting the financial statements for the year ending 31 March 2020 and volatility in asset values associated with the impact of Covid-19 it is 
important that the Authority has appropriately assessed the assumptions used to value the net defined benefit pension liability.

The table below shows the movement in the net pension liability from 31 March 2019:

Assumptions

We have set out the findings from our review of the assumptions used by the actuary on the following page. The scope of this report is restricted to a review of the assumptions 
adopted for determining the value of the pensions obligations under IAS 19 as at March 2020. In our view the overall set of assumptions proposed by the Authority can be 
considered to be cautious relative to our central rates for a typical UK scheme with a duration of 20 years but within our normally acceptable range.

Liability 
31 March 2020 

(£’000)
31 March 2019 

(£’000)

Present value of funded liabilities -131,337 -129,680

Fair value of Authority Assets 84,258 86,180

Net pension liability -47,079 -43,500

Appendix three

Financial statements audit – judgements - LGPS
Scepticism Challenge
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Appendix three

Financial statements audit – judgements
- LGPS - (continued)
Overall assessment of assumptions of  LGPS for  IAS 19 for audit consideration

The overall assumptions adopted by the Authority are considered to be Cautious relative to our central rates but within our normally acceptable range and 
therefore we have not sought to challenge management on the approach taken for this assumption individually.

Cautious

Underlying review of 
individual  assumptions

Methodology Consistent  
methodology 
to prior year?

Compliant  
methodolog
y with IAS 

19?

Authority KPMG central Assessment 
vs KPMG 

central

Significant 
assumptions

Discount rate Aon GBP Select AA Curve   2.30% 2.25% 

CPI inflation

Aon UK Government RPI curve 
with a deduction to reflect an 
inflation risk premium, and a 
further deduction to reflect 

differences between RPI and 
CPI

See page 36  2.00% 1.78%


Salary increases In line with 2019 Fund valuation See page 35  CPI plus 1% In line with long-term 
remuneration policy 

Pension increases In line with CPI   2.00% 1.78% 

Mortality

Base tables In line with 2019 Fund valuation See page 35 
90%/85% (males/females) of 
the SAPS Series 2 Normal 

tables

In line with best-estimate 
Fund experience

Future 
improvement
s

In line with 2019 Fund valuation See page 35 
CMI 2018 projections model 
with a 1.5% long-term trend 
rate, smoothing parameter of 
7.5 and default initial addition 

parameter

CMI 2019 projections  
model with a 1.25% long-

term trend rate and 
default smoothing and 

initial addition parameters

Other demographics In line with 2019 fund valuation
See page 35

 70% of maximum tax-free 
cash

In line with Fund 
experience

Level of prudence compared to KPMG central assumptions

Cautious   Balanced OptimisticOutside normally  
acceptable range

Outside normally  
acceptable range

Acceptable range
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Appendix three

Financial statements audit – judgements – LGPS - (continued)
Area Comment
Mortality 
Change

The Authority has updated the mortality base table assumptions as at 31 March 2020 following analysis undertaken by the Aon for the Fund valuation as at 31 March 2019.
In conversation with Aon, our central team has confirmed that the mortality assumptions adopted for the Fund valuation as at 31 March 2019 can be considered to be a best estimate 
assumption, consistent with the requirements of IAS 19.81. This is because margins for prudence are all captured in the funding valuation discount rate.
We challenge the actuary to provide copies of the underlying evidence supporting this assessment, but they have confirmed that this evidence is not able to be shared with us at this time.
Our central team have discussed the approach taken with each of the Actuaries, and have concluded that, while each firm’s methodology to confirm the assumptions was different, each was 
attempting to obtain a Fund-wide best-estimate base table. While the assumption should really be focused on the Employer’s membership only, the Actuary has considered the Fund as a 
whole. It is reasonable to assume that most LGPS Employers in a region would be expected to have similar demographic characteristics, and therefore there is unlikely to be a better-
evidenced assumption for the Authority.
We are therefore comfortable that this meets the requirement of the standard, although note that we would prefer to see the evidence of the underlying assessment.
Additionally, the allowance for future improvements has been updated from the CMI 2017 model to the CMI 2018 model. A smoothing parameter of 7.5 has been adopted (consistent with the 
prior year end), together with a default initial addition parameter. Following the release of the CMI 2019 model in early March 2020 we may have expected the Authority to update this 
assumption in order for it to reflect the latest available industry data. However, we note that the use of the CMI 2018 model is acceptable. The Authority has set its assumption for the long 
term rate of mortality improvements at 1.5% p.a. for both males and females, consistent with the assumption adopted at the prior year end.
The proposed changes to the assumption for future mortality improvements are consistent with the Fund’s latest triennial valuation and can be considered to be a best estimate, consistent 
with the requirements of IAS19.81.
Based on the above, the overall proposed changes to the mortality assumption are appropriate under IAS 19.

Other 
demographic 
assumptions

The Authority has updated the demographic assumptions other than mortality in line with the most recent Fund valuation as at 31 March 2019.
In conversation with Aon, our central team has confirmed that the other demographic assumptions can be considered best estimate assumptions because margins for prudence are all 
captured in the funding valuation discount rate.

Salary Changes We have confirmed that the Authority’s salary increase assumptions represents management’s best estimate long-term assumption for salary increase for the active membership of the Fund.

Scepticism Challenge
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Appendix three

Financial statements audit – judgements – LGPS - (continued)
Area Comment

RPI inflation
/
CPI inflation

Background
For UK DB pension schemes it is common to set long term RPI inflation based on long term gilt market-implied expectations (known as “break even RPI”), often less an inflation risk premium 
to allow for supply/demand factors, and for long term CPI inflation to be set with reference to RPI inflation less a “wedge” reflecting established differences in index construction, as there is no 
deep-market in CPI-linked instruments. On 4 September 2019, the UK Chancellor and the UK Statistics Authority jointly published correspondence confirming that:
• A public consultation to amend the flawed RPI index would start in January 2020 (subsequently postponed to March 2020 and ongoing),
• There would be no change to RPI until 2025 at the earliest, and
• The UK Statistics Authority could change RPI from 2030 without government consent, and their intention is to align RPI to CPIH (CPIH is CPI with allowance for housing costs; the two are 
assumed to be similar over the long term)
Implications
The 4 September announcement throws doubt on exactly when and how RPI might change in future, which makes setting long-term inflation assumptions more difficult. In particular, the long 
term (post 2030) reduction in gilt market implied RPI inflation of no more than 0.2% following 4 September does not seem to represent a clear expectation of a full transition to CPIH. There is 
now uncertainty on whether gilt markets give a reliable indication of long term RPI expectations, for example the following would both lead to break even RPI inflation being overstated:
• Due to market dynamics, holders of ILGs may not be selling despite reduced expected income, due to a priority to hedge liabilities over achieving a return
• The market is potentially pricing in compensation to holders of ILGs for the change in calculation to RPI
We anticipate more variability in how corporate reporters of UK DB liabilities now set their RPI and CPI assumptions. For example, some may assume that, post 2030, RPI falls by more than 
is implied by gilt markets due to the factors above (giving lower RPI assumptions). Others may assume that prior to 4 September the gilt markets were already pricing in a move to CPI/CPIH 
post 2030 (which may give higher CPI assumptions).
What has the Authority proposed?
• The Authority has proposed that RPI inflation continues to be set in line with market break even expectations less an inflation risk premium of 20 basis points, consistent with the prior year.
• For CPI, Aon has proposed a long term gap between RPI and CPI of 60 basis points, compared to 110 basis points at the prior year end.
In the LGPS, all inflationary increases are linked to CPI and as such the absolute value of the RPI assumption does not have a direct impact on the DBO, though it is used to derive the CPI 
assumption as described above. 
We understand that the impact of this change in approach is expected to be a c£12m-£13m increase in the DBO as the CPI assumption is now higher than it would have been under the 
previous approach (based on sensitivity information provided by the actuary in respect of the funded benefits and our own calculations in respect of the unfunded benefits). This is considered 
material and therefore the impact was disclosed in the Authority’s financial statements since it is a change in accounting estimate under IAS8.39, and also because of FRC’s focus on 
accounting estimates generally.
What is our audit assessment?
Given the significant uncertainty in relation to future developments in RPI inflation there is a range of possible approaches for determining both the RPI and CPI inflation assumptions. As part 
of our audit methodology, we have modelled a number of potential RPI and CPI scenarios which could be justified post the 4 September announcements. This allows us to test whether the 
Authority’s proposed assumptions are within a range of reasonable outcomes.
In our view the Authority’s proposed CPI assumption is Cautious relative to our central rates.

Scepticism Challenge
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Under UK auditing standards (ISA (UK) 260) we are required to set out certain communications to the Audit Committee. We have summarised below the required 
communications and the status of these. 

Appendix four

Required communications with the Audit Committee

Type Response

Our draft management representation 
letter

Our draft representation letter is included for the Committee’s review. We have not requested any additional representations.

Adjusted and unadjusted audit 
differences

We have provided a summary of audit differences in Appendix Two. 

Control deficiencies We communicated to management in writing all deficiencies in internal control over financial reporting of a lesser magnitude than 
significant deficiencies identified during the audit. Details of our recommendations are provided in Appendix One.

Related parties There were no significant matters that arose during the audit in connection with the Authority’s related parties.

Other matters warranting attention by 
the Audit Committee

There were no matters to report arising from the audit that, in our professional judgment, are significant to the oversight of the 
financial reporting process.

Actual or suspected fraud, non-
compliance with laws or regulations or 
illegal acts

We identified no actual or suspected fraud involving the Authority’s Member or officers with significant roles in internal control, or 
where the fraud resulted in a material misstatement in the financial statements.

Significant difficulties No significant difficulties were encountered during the audit. 

Modifications to auditor’s report We have included an emphasis of matter to draw the users of the accounts attention to the material valuation uncertainty 
disclosed within note 4 to the financial statements.  We have noted further details in regards to this within the relevant section of 
this report. Our opinion is not modified in respect of this matter.

Disagreements with management or 
scope limitations

The engagement team had no disagreements with management and no scope limitations were imposed by management during 
the audit.

Other information No material inconsistencies were identified related to other information in the Narrative Report or Annual 
Governance Statement.
These reports were found to be fair, balanced and comprehensive, and compliant with applicable requirements.
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Appendix four

Required communications with the Audit Committee (continued)

Type Response

Breaches of independence No matters to report. The engagement team have complied with relevant ethical requirements regarding independence.

Accounting practices Over the course of our audit, we have evaluated the appropriateness of the Authority‘s accounting policies, accounting estimates
and financial statement disclosures. In general, we believe these are appropriate.
We have set out our view of the assumptions used in valuing pension assets and liabilities at page 15.

Significant matters discussed The were no significant matters arising from the audit.
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Appendix five

Declaration of independence

Assessment of our objectivity and independence as auditor of East Hampshire District Council

Professional ethical standards require us to provide to you at the conclusion of the audit a written disclosure of relationships (including the provision of non-audit services) that 
bear on KPMG LLP’s objectivity and independence, the threats to KPMG LLP’s independence that these create, any safeguards that have been put in place and why they 
address such threats, together with any other information necessary to enable KPMG LLP’s objectivity and independence to be assessed.

In considering issues of independence and objectivity we consider relevant professional, regulatory and legal requirements and guidance, including the provisions of the Code of 
Audit Practice, the requirements of the FRC Ethical Standard and the requirements of Auditor Guidance Note 1 - General Guidance Supporting Local Audit (AGN01) issued by 
the National Audit Office (‘NAO’) on behalf of the Comptroller and Auditor General.

This Statement is intended to comply with this requirement and facilitate a subsequent discussion with you on audit independence and addresses:

— General procedures to safeguard independence and objectivity;

— Independence and objectivity considerations relating to the provision of non-audit services; and

— Independence and objectivity considerations relating to other matters.

General procedures to safeguard independence and objectivity

KPMG LLP is committed to being and being seen to be independent. As part of our ethics and independence policies, all KPMG LLP partners, Audit Directors and staff annually 
confirm their compliance with our ethics and independence policies and procedures. Our ethics and independence policies and procedures are fully consistent with the 
requirements of the FRC Ethical Standard. As a result we have underlying safeguards in place to maintain independence through:

— Instilling professional values

— Communications

— Internal accountability

— Risk management

— Independent reviews.

We are satisfied that our general procedures support our independence and objectivity.
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Appendix five

Declaration of independence (cont.)

Independence and objectivity considerations relating to the provision of non-audit services

Summary of fees

We have considered the fees charged by us to the authority and its controlled entities for professional services provided by us during the reporting period. We have detailed the 
fees charged by us to the authority and its controlled entities for significant professional services provided by us during the reporting period as well as the amounts of any future 
services which have been contracted or where a written proposal has been submitted. Total fees charged by us for the period ended 31 March 2020 can be analysed as follows:

2019-20 (£) 2018-19 (£)
Audit of the Authority 61,450 66,450
Total audit services 61,450 66,450
Assurance services 9,200 14,170
Total Non Audit Services 70,650 80,620

We are required by AGN 01 to limit the proportion of fees charged for non-audit services (excluding mandatory assurance services) to 70% of the total fee for all audit work 
carried out in respect of the Authority under the Code of Audit Practice for the year. The ratio of non-audit fees to audit fees for the year was 16%. We do not consider that the 
total of non-audit fees creates a self-interest threat since the absolute level of fees is not significant to our firm as a whole.

We confirm that all non-audit services were approved by the Audit Committee or equivalent.

Facts and matters related to the provision of non-audit services and the safeguards put in place that bear upon our independence and objectivity, are set out in the table below.

Analysis of non-audit services for the year ended 31 March 2020

Description of scope of 
services

Principal threats to independence 
and Safeguards applied Basis of fee Value of services delivered in the year 

ended 31 March 2020 (£)
Value of services 

committed but not yet delivered (£)
Assurance services

Grant Certification – Housing 
Benefit Subsidy Return

The nature of this audit-related service 
is such that we do not consider it to 
create any independence threats.

Fixed Fee n/a 9,200



41

Document Classification: KPMG Confidential

© 2020 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.

Appendix five

Declaration of independence (cont.)

Independence and objectivity considerations relating to other matters

There are no other matters that, in our professional judgment, bear on our independence which need to be disclosed to the Audit Committee.

Confirmation of audit independence

We confirm that as of the date of this report, in our professional judgment, KPMG LLP is independent within the meaning of regulatory and professional requirements and the 
objectivity of the Audit Director and audit staff is not impaired.

This report is intended solely for the information of the Audit Committee of the authority and should not be used for any other purposes.

We would be very happy to discuss the matters identified above (or any other matters relating to our objectivity and independence) should you wish to do so.

KPMG LLP
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Appendix six

KPMG’s audit quality framework

Audit quality is at the core of everything we do at KPMG and we believe that it is not just about reaching the right opinion, but how we reach that opinion.  To ensure that every 
partner and employee concentrates on the fundamental skills and behaviours required to deliver an appropriate and independent opinion, we have developed our global Audit 

Quality Framework

- Comprehensive effective monitoring processes
- Proactive identification of emerging risks and 
opportunities to improve quality and provide insights
- Obtain feedback from key stakeholders
- Evaluate and appropriately respond to feedback and 
findings Strateg

y

Interim 
fieldwor

k

Statutory 
reporting

Debrie
f

- Professional judgement and scepticism 
- Direction, supervision and review
- Ongoing mentoring and on the job coaching
- Critical assessment of audit evidence
- Appropriately supported and documented conclusions
- Relationships built on mutual respect
- Insightful, open and honest two way communications

- Technical training and support
- Accreditation and licensing 
- Access to specialist networks
- Consultation processes
- Business understanding and industry knowledge
- Capacity to deliver valued insights

- Select clients within risk tolerance
- Manage audit responses to risk
- Robust client and engagement acceptance and 
continuance processes
- Client portfolio management

- Recruitment, promotion, retention
- Development of core competencies, skills and 
personal qualities
- Recognition and reward for quality work
- Capacity and resource management 
- Assignment of team members and specialists 

- KPMG Audit and Risk Management Manuals
- Audit technology tools, templates and guidance
- Independence policies

Commitment to 
continuous 

improvement–

Association with 
the right clients

Clear standards and 
robust audit tools

Recruitment, 
development and 

assignment of 
appropriately 

qualified personnel

Commitment 
to technical 
excellence 

and quality service 
delivery

Performance of 
effective and 

efficient audits



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.

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 Rees Batley the engagement lead to the Authority, who will try to resolve your
complaint.
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kpmg.com/uk

The key contacts in relation to our audit are:

Rees Batley
Director
T: +44 (0)117 905 4434
E: rees.batley@kpmg.co.uk

Duncan Laird
Senior Manager
T: +44 (0)117 905 4253
E: duncan.laird@kpmg.co.uk

Kevin Goodwin
Manager
T: +44 (0)782 529 7061
E: kevin.goodwin@kpmg.co.uk
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