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In April 2015 Public Sector Audit Appointments Ltd (PSAA) issued ‘‘Statement of responsibilities of auditors and audited bodies 2015-16’. It is available from the Chief Executive of
each audited body and via the PSAA website (www.psaa.co.uk)

The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of
auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.
The ‘Terms of Appointment from 1 April 2015’ issued by PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National Audit
Office Code of Audit Practice (the Code) and statute, and covers matters of practice and procedure which are of a recurring nature.

This Annual Audit Letter is prepared in the context of the Statement of responsibilities. It is addressed to the Members of the audited body, and is prepared for their sole use. We, as
appointed auditor, take no responsibility to any third party.

Our Complaints Procedure – If at any time you would like to discuss with us how our service to you could be improved, or if you are dissatisfied with the service you are receiving, you
may take the issue up with your usual partner or director contact. If you prefer an alternative route, please contact Steve Varley, our Managing Partner, 1 More London Place, London
SE1 2AF. We undertake to look into any complaint carefully and promptly and to do all we can to explain the position to you. Should you remain dissatisfied with any aspect of our
service, you may of course take matters up with our professional institute. We can provide further information on how you may contact our professional institute.

http://www.audit-commission.gov.uk/pages/default.aspx
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Executive Summary

We are required to issue an annual audit letter to Ipswich Borough Council (the Council) following completion of our audit procedures for the year
ended 31 March 2016.

Below are the results and conclusions on the significant areas of the audit process.

Area of Work Conclusion

Opinion on the Council’s:
► Financial statements

Unqualified – the financial statements give a true and fair view of the financial position of the
Council as at 31 March 2016 and of its expenditure and income for the year then ended

► Consistency of other information published
with the financial statements

Other information published with the financial statements was consistent with the Annual
Accounts

Concluding on the Council’s arrangements for
securing economy, efficiency and effectiveness

We concluded that you have put in place proper arrangements to secure value for money in
your use of resources

Area of Work Conclusion

Reports by exception:
► Consistency of Governance Statement The Governance Statement was consistent with our understanding of the Council

► Public interest report We had no matters to report in the public interest.

► Written recommendations to the Council,
which should be copied to the Secretary of
State

We had no matters to report.

► Other actions taken in relation to our
responsibilities under the Local Audit and
Accountability Act 2014

We had no matters to report.
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Area of Work Conclusion

Reporting to the National Audit Office (NAO) on
our review of the Council’s Whole of
Government Accounts return (WGA).

The Council is below the specified audit threshold of £350 million. Therefore, we did not
perform any detailed audit procedures on the consolidation pack.

As a result of the above we have also:

Area of Work Conclusion

Issued a report to those charged with
governance of the Council communicating
significant findings resulting from our audit.

Our Audit Results Report was issued on 22 February 2017

Issued a certificate that we have completed the
audit in accordance with the requirements of the
Local Audit and Accountability Act 2014 and the
National Audit Office’s 2015 Code of Audit
Practice.

Our certificate was issued on 9 March 2017

In February 2016 we issued a report to those charged with governance of the Council summarising the certification work we have undertaken.

We would like to take this opportunity to thank the Council’s staff for their assistance during the course of our work.

Kevin Suter

Executive Director
For and on behalf of Ernst & Young LLP
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Purpose

The Purpose of this Letter
The purpose of this annual audit letter is to communicate to Members and external stakeholders, including members of the public, the key issues
arising from our work, which we consider should be brought to the attention of the Council.

We have already reported the detailed findings from our audit work in our 2015/16 Audit Results Report to the Audit and Governance Committee
and all Members of the Council, representing those charged with governance. We do not repeat those detailed findings in this letter. The matters
reported here are the most significant for the Council.
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Responsibilities

Responsibilities of the Appointed Auditor
Our 2015/16 audit work has been undertaken in accordance with the Audit Plan that we issued on 16 March 2016 and is conducted in accordance
with the National Audit Office's 2015 Code of Audit Practice, International Standards on Auditing (UK and Ireland), and other guidance issued by
the National Audit Office.

As auditors we are responsible for:

► Expressing an opinion:

► On 2015/16 financial statements; and

► On the consistency of other information published with the financial statements.

► Forming a conclusion on the arrangements the Council has to secure economy, efficiency and effectiveness in its use of resources.

► Reporting by exception:

► If the annual governance statement is misleading or not consistent with our understanding of the Council;

► Any significant matters that are in the public interest;

► Any written recommendations to the Council, which should be copied to the Secretary of State; and

► If we have discharged our duties and responsibilities as established by thy Local Audit and Accountability Act 2014 and Code of Audit
Practice.

Alongside our work on the financial statements, we also review and report to the National Audit Office (NAO) on your Whole of Government
Accounts return. The Council is below the specified audit threshold of £350 million. Therefore, we did not perform any audit procedures on the
return.
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Responsibilities of the Council
The Council is responsible for preparing and publishing its statement of accounts accompanied by an Annual Governance Statement. In the Annual
Governance Statement, the Council reports publicly each year on how far it complies with its own code of governance, including how it has
monitored and evaluated the effectiveness of its governance arrangements in year, and any changes planned in the coming period.

The Council is also responsible for putting in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources.



Financial Statement
Audit
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Financial Statement Audit

Key Issues
The Council’s Statement of Accounts is an important tool for the Council to show how it has used public money and how it can demonstrate its
financial management and financial health.

We audited the Council’s Statement of Accounts in line with the National Audit Office’s 2015 Code of Audit Practice, International Standards on
Auditing (UK and Ireland), and other guidance issued by the National Audit Office and issued an unqualified audit report 9 March 2017.

Our detailed findings were reported to the 28 February 2017 Audit and Governance Committee and copied to all Members of the Council.

The key issues identified as part of our audit were as follows:

Significant Risk Conclusion

Risk of management override
As identified in ISA (UK and Ireland) 240, management is
in a unique position to perpetrate fraud because of its
ability to manipulate accounting records directly or
indirectly and prepare fraudulent financial statements by
overriding controls that otherwise appear to be operating
effectively. We identify and respond to this fraud risk on
every audit engagement.

We tested the appropriateness of journal entries recorded in the general ledger and
other adjustments made in the preparation of the financial statements, reviewed
accounting estimates for evidence of management bias, and evaluated the business
rationale for significant unusual transactions. We had no issues to report to Members
in this respect.
Our testing of journal entries found the journals to be appropriately supported.
Testing of accounting estimates, including the NDR appeals provision, did not identify
any evidence of management override or bias.
We did not identify any transactions that we would consider to be outside of the
normal course of the Council’s business

Risk of fraud in revenue recognition
Under ISA240 there is a presumed risk that revenue may
be misstated due to improper recognition of revenue.
In the public sector, this requirement is modified by
Practice Note 10, issued by the Financial Reporting
Council, which states that auditors should also consider
the risk that material misstatements may occur by the
manipulation of expenditure recognition.

We undertook the following procedures:
· Reviewed and tested revenue and expenditure recognition policies
· Reviewed and discussed with management any accounting estimates on revenue

or expenditure recognition for evidence of bias
· Developed a testing strategy to test material revenue and expenditure streams
· Reviewed and tested revenue cut-off at the period end date
· Reviewed capital expenditure to ensure it meets the relevant accounting
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requirements to be capitalised.
We undertook the procedures as planned, with particular reference to potential
capitalisation of revenue expenditure, as this was the area identified with both
material opportunity and incentive.  All capital expenditure was appropriately
supported.
There were no issues to report to Members in this respect.

Property, Plant and Equipment valuation
The Council considers the appropriateness of asset
valuations each year. These are material estimated
figures within the financial statements.

We reviewed the information provided to the Valuer, undertook procedures to ensure
we can rely on the Valuer as management’s expert and reviewed the figures provided
by the Valuer to ensure they were reasonable.
Our testing identified that Heritage Assets were understated by £40.017 million at
31 March 2016 due to only ‘significant’ objects in Museum Collections being
recognised in the accounts while the rest of the collections had been omitted from
the accounts. This CIPFA Code states that an insurance valuation, which was
available, is an acceptable basis for the valuation of heritage assets and therefore the
valuation has been amended in this respect.
Enhancement expenditure on housing revenue account assets had been treated as an
impairment loss in the income and expenditure statement and charged to the Capital
Adjustment Account (CAA) via the Adjustment between Accounting Basis and
Funding Basis under the relevant Regulations. Our testing identified that, where the
assets were revalued upward in subsequent years, instead of crediting the CAA as a
reversal of impairment, the revaluation gains were incorrectly credited to the
Revaluation Reserve. As a result, the Revaluation Reserve was overstated by
£46.214 million while CAA was similarly understated.
We also identified that in-year disposals had been incorrectly recognised as Assets
Held For Sale and as a result the Assets Held For Sale overstated by £0.200 million
at 31 March 2016.

Group accounts (including group pension accounting)
The Council considers the appropriateness of its group
accounting arrangements, including the treatment of the
pension accounting arrangements for the group.
There is a risk that the consolidation process, including
the group pension accounting entries, may produce
materially incorrect figures within the accounts.

We undertook the following procedures:
· Issued group instructions to the audit team responsible for auditing the Council’s

subsidary company, Ipswich Buses Ltd;
· Engaged with management to ensure that appropriate arrangements are in place

to prepare the group accounts;
· Ensured appropriate consolidation procedures are applied in preparing the group

accounts, including the alignment of accounting policies (including the group
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pension accounting entries); and
· Reviewed the work of  the audit team responsible for auditing the Council’s

subsidary company.
Our testing identified that the pension liability of Ipswich Buses Ltd, which is wholly
owned by the Council, was fully transferred to the Council in 2010/11, however the
change had not been correctly accounted for in the financial statements. As a result,
the Other Long-Term Liabilities were understated by £3.488 million in 2015/16
while the Pension Reserve was understated. The Council had to remove the impact of
the relevant entries from Ipswich Buses Ltd’s accounts as part of the consolidation
exercise to create the group accounts.

Other Risk Conclusion

Pension valuations and disclosures
The Local Authority Accounting Code of Practice and
IAS19 require the Council to make extensive disclosures
within its financial statements regarding the Local
Government Pension Scheme (LGPS) in which it is an
admitted body.
The Council’s current pension fund deficit is a highly
material and sensitive item and the Code requires that
this liability be disclosed on the Council’s Balance Sheet.
The information disclosed is based on the IAS19 report
issued to the Council by the actuaries to the administering
body.
As part of their actuarial review, councils are being asked
to make additional payments to the pensions scheme to
fund deficits.

We undertook the following procedures:
· Liaised with the auditors of the administering authority, to obtain assurances

over the information supplied to the actuary in relation to Ipswich Borough
Council;

· Assessed the conclusions drawn on the work of the actuary by the Consulting
Actuary, PwC; and

· Reviewed and tested the accounting entries and disclosures made within the
Council’s financial statements in relation to IAS19.

Our testing identified an error regarding the pension liability of Ipswich Buses Ltd,
which was wholly owned by the Council, and was fully transferred to the Council in
2010/11 as noted above in the group accounting risk.
In addition, we found the costs of Net Interest on the Defined Benefit Liability had not
been split between the general fund and housing revenue account. Therefore the
entry in the HRA income and expenditure statement relating to the Net Defined
Benefit Liability was understated by £0.554 million.
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Other Key Findings Conclusion

The 2015/16 Code Update requires local
authorities in England to provide a narrative
statement with their published statement of
accounts in accordance with the Accounts and
Audit Regulation 2015. This section of the Code
now uses the term of Narrative Report rather
than Explanatory Foreword.

Our testing identified that the analysis provided in the Narrative Report in relation to the
development and performance of the Council had not been analysed consistently in line with
the Council’s strategic/corporate reports. As a result we were not able to agree the figures
directly to the 2015/16 financial out-turn report that was presented to the Executive
Committee on 14 June 2016.
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Value for Money

We are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on its use
of resources. This is known as our value for money conclusion.

Proper arrangements are defined by statutory guidance issued by the National Audit Office. They comprise your arrangements to:

· Take informed decisions;
· Deploy resources in a sustainable manner; and
· Work with partners and other third parties.

Proper arrangements for
securing value for money

Informed
decision making

Working with
partners and
third parties

Sustainable
resource

deployment
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We issued an unqualified value for money conclusion on 9 March 2017.

Our audit did not identify any significant matters in relation to the Council’s arrangements requiring qualification of our conclusion, however we
noted a number of improvement matters for the Council as detailed below.

Key Findings

Pressures from the economic downturn

We noted a significant VFM risk in our audit planning report that the Comprehensive Spending Review will impact on the Council’s budget and
medium term financial planning during current and forthcoming financial years.  The Council is currently predicting a £1.15 million budget gap to
2017/18 and has a number of plans to achieve the required savings in the medium term, including the development of the Service Review and Big
Ticket component of the Council’s Transformation programme.

Our approach focused on:
► The adequacy of the Council’s budget setting and medium term financial planning process;
► The robustness of any assumptions;
► The effective use of scenario planning in budget setting and medium term financial planning;
► The effectiveness of in year monitoring against the budget;
► The Council’s approach to prioritising resources, identifying and delivering savings programmes in the short, medium and long term.

We had no matters we wished to raise in respect of this risk in terms of our VFM conclusion however we noted issues for Members’ attention as
below.
► The Council faces significant challenges due to the economic downturn and Members should continue to monitor progress in terms of future

budget gaps and achievement against savings targets and review of expenditure.
► We noted as part of our review of the PSAA profiles that the Council was in the top five per cent for total net spend per head, spending £556.35

per head compared to the average of £463.11 per head, in total an additional expenditure of £12.6 million.

Members should maintain their level of review in terms of the pressures placed by the economic downturn on the Council for 2016/17 and future
years as challenges increase.
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Ipswich Borough Assets

We identified a further VFM significant risk during our 2015/16 audit process. The Council has a new company, Ipswich Borough Assets.  The
process of setting up this company took place in 2015/16.  There is a risk that adequate arrangements may not have been followed in terms of
ensuring appropriate governance arrangements for the set up of the new company, obtaining legal and financial advice and ensuring this was
acted upon.

Our approach focused on:
► Reviewing the advice obtained by the Council in respect of governance, financial and legal issues;
► the robustness of any assumptions used in medium term financial planning for the Company; and
► the Council’s approach to appropriately acting upon the legal and financial advice obtained.

We found a number of areas for improvement which we highlight below:
► The Council had taken legal and financial advice in setting up the new company and a detailed project management spreadsheet had been set

up to monitor progress.  In addition, checklists had been created from the legal and financial advice given to note action points to be carried out
by the Council.  While a number of these actions could be followed through to documentation and Member meetings, it was not clear in all cases
how the actions had been followed through to conclusion.

► The business case for the project noted the aim of the project as maximising financial return for the Council, but also noted that a subsidiary
strategic aim was the continued regeneration and economic development of Ipswich.  The Council should continue to monitor this point as
regeneration and economic development aims could run counter to the aim of maximising returns.

► The business case presented to Members could have been improved with the addition of further detailed financial analysis and consideration of
risks relating to the project, including a more detailed weighted options appraisal to ensure that Members were able to exercise appropriate
governance in terms of the approval of the project.

We will review the accounting requirements for the new company and will follow up our VFM findings (including some areas of legal and financial
advice that relate to the progress of the project in the next financial year) as part of our 2016/17 audit.



Other Reporting
Issues
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Other Reporting Issues

Whole of Government Accounts
The Council is below the specified audit threshold of £350 million. Therefore, we did not perform any detailed audit procedures on the
consolidation pack.

Annual Governance Statement
We are required to consider the completeness of disclosures in the Council’s annual governance statement, identify any inconsistencies with the
other information of which we are aware from our work, and consider whether it is misleading.

The original Annual Governance Statement did not include details of the governance arrangements in respect of the Council’s subsidiary
companies.  The Council supplied further information relating to governance of group companies as an addendum to the statement.  We did not
identify any further areas of concern.

Report in the Public Interest
We have a duty under the Local Audit and Accountability Act 2014 to consider whether, in the public interest, to report on any matter that comes
to our attention in the course of the audit in order for it to be considered by the Council or brought to the attention of the public.

We did not identify any issues which required us to issue a report in the public interest.

Written Recommendations
We have a duty under the Local Audit and Accountability Act 2014 to designate any audit recommendation as one that requires the Council to
consider it at a public meeting and to decide what action to take in response.

We did not identify any issues which required us to issue a written recommendation.

Objections Received
We did not receive any objections to the 2015/16 financial statements from member of the public.

Other Powers and Duties
We identified no issues during our audit that required us to use our additional powers under the Local Audit and Accountability Act 2014.
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Independence
We communicated our assessment of independence in our Audit Results Report to the Audit and Governance Committee on 28 February 2017 and
shared with all Members of full Council. In our professional judgement the firm is independent and the objectivity of the audit engagement partner
and audit staff has not been compromised within the meaning regulatory and professional requirements.

Control Themes and Observations
We have adopted a fully substantive approach and have therefore not tested the operation of controls.

Our audit identified a significant number of audit differences, including a number of prior year adjustments, which our team highlighted to
management for amendment.  The level of errors was significantly higher than we would expect to find based on our experience of similar councils,
and the work required to resolve these matters, both for officers to investigate and address the issues found, and for us to audit the issues, led to a
significant delay before we were able to issue an unqualified opinion.  We are working with officers to improve the quality of working papers and
supporting evidence and responses to our audit queries in order to ensure a more efficient audit process in 2016/17.

We recommend that officers should improve their use of the fixed assets system, RAM, and liaise with the system supplier where relevant, to
reduce the number of manual amendments currently made to the system and improve the reporting of impairment and revaluations.  This would
significantly enhance efficiency, both for the Council and for our future audits.

Officers should also consider the reconciliation process between systems, to ensure that amounts are fully reconciled with clear supporting
evidence to support each reconciliation.



Focused on your
future
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Focused on your future

Area Issue Impact

EU referendum Following the majority vote to end the UK’s membership of the
European Union (EU) in the EU Referendum held on 23 June 2016
there is a heightened level of volatility in the financial markets and
increased macroeconomic uncertainty in the UK.  All three major
rating agencies (S&P, Fitch and Moody’s) took action on the UK
Sovereign credit rating and, following the rating action on the UK
Government. For entities in the public sector, there is likely to be an
impact on investment property valuations if confidence in the wider
UK property market falls; and the valuation of defined benefit
pension obligations may also be affected. It is too early to estimate
the quantum of any impact of these issues, but there is likely to be
significant ongoing uncertainty for a number of months while the UK
renegotiates its relationships with the EU and other nations.

Many of the issues and challenges that face the UK
public sector will continue to exist, not least because
continued pressure on public finances will need
responding to. Additionally it may well be that the
challenges are increased if the expected economic
impacts of the referendum and loss of EU grants
outweigh the benefits of not having to contribute to
the EU and require even more innovative solutions.
We are committed to supporting our clients through
this period, and help identify the opportunities that will
also arise. We will engage with you on the concerns
and questions you may have, provide our insight at key
points along the path, and provide any papers and
analysis of the impact of the referendum on the
Government and Public Sector market.



Audit Fees

Appendix A



Annual Audit Letter for the year ended 31 March 2016 – Ipswich Borough Council

EY ÷ 24

Appendix A Audit Fees

Our fee for 2015/16 is higher than the scale fee set by the PSAA and reported in our 16 March 2016 Audit Plan.

Description
Final Fee 2015/16
£

Planned Fee 2015/16
£

Scale Fee 2015/16
£

Final Fee 2014/15
£

Total Audit Fee – Code work
(note 1)

TBC 74,718 74,718 103.124

Total Audit Fee – Certification of
claims and returns

24,844 24,844 24,844 45,809

Total Audit Fee TBC 99,562 99,562 149,036

Non Audit Fee  (note 2) TBC - - -

Note 1

Our actual fee will be higher than the scale fee set by the Public Sector Audit Appointments (PSAA Ltd) due to the additional work required in
respect of the issues noted earlier in this report.  Our current estimate of additional fees is in the region of £60,000.

Note 2

Our proposed fees for agreed upon procedures work for certification arrangements on the Council’s pooled capital housing receipts return are
£4,000 - £5,000.

We will confirm our final fees following the completion of our audit and non-audit work and report this to Members.  Additional fees are required to
be approved by PSAA.
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