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in Aprll 2015 Public Sector Audit Appointments Ltd (PSAA) issued “Stalement of responsibilities of auditors and
audited bodies 2015-16°. [t is avallabie from the Chlef Execulive of each audited body and via the PSAA website
: _(www psaa.co.uk) :

-.The Statement of responsibitities serves as the formal terms of engagement between appointed auditors and -audited
.:bedies. It summarises where the different responsibililies of auditors: and audited hodies begin and end, and what is
te be expected of the audiled body in certain areas. .

The Terms of Appaintment from 1 April 2015 issued by PSAA sefs out additional requirements that auditors must
comply with, over and above hose set out in the Nalional Audit Office Code of Audit Practice (the Code) and stalute,
and covers matters of practice and procedure which are of a recurring nature.

This Audit Results Report.js prepared in the context of the Statement ofrespon5|b|]|lles This repart is intended so!e[y
for the use of the Members of the audited body. We, as appointed auditor, take no responsibilily to any third parly.

Our Gomplaints Procedure — If at any lime you would like Lo 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 vour usual
partner or direclor contact- If you prefer an allernafive route, please contact Steve Varley: our Managing Partner,

1 Moare London Place, London SE1 2AF. We undertake to look into any camplaint carefully and promptly and to do
all we can to explain the position o you. Should you remain dissatisfied wilh any aspect of our service, you may of
course lake matters up with our professlonal |n5t|lule We can provide further mformahon on how you may contact
our professional institute. .
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Execulive summary

1. Executive summary

The National Audit Office’s Code of Audit Practice (the Code) requires us to report to those charged
with governance — the Audit Committee — on the work we have carried out to discharge our statutory
audit responsibilities together with any governance issues identified. This report summarises the
findings from the 2015/16 audit which is substantially complete. It includes messages arising from our
audit of your financial statements and the results of the work we have undertaken to assess your
arrangements to secure economy, efficiency and effectiveness in your use of resources.

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

Status of
the audit

differences

| S'c'ope and
materiality

We have substant[ally completed our audlt of the financial statements of

Norfolk County Council forthe year ended 2015/186.

The following areas of our work programme remain to be completed as of
the: date of this report;

+ completion of disclosure notes concerning financial instruments,
capital adjustment account, and capital expenditure and capital
financing;
receipt of component group auditor reporting pack;
completion of final manager and director review procedures;

- completion of subsequent events review,
receipt of the signed management representation letter and revised
financial statements.

We have performed the procedures cutlined in our Audit Plan and subject
to satisfactory completion of the outstanding items above anticipate i lssumg
an unqualified opinion on the Authority's financial statements.

We expeact to conclude that you have put in place proper arrangements to
secure vatue for money in your use of resources. '

-‘We have yet to perform the procedures required by the National Audit

Office (NAQ) regarding the Whole of Government Accounts (WGA)
submission, as the deadline for completion is the 21 October 2016.

Until we have completed these procedures we are unable to certify that we
have completed the audit of the accounts in accordance with the
requirements of the Local Audit and Accountability Act 2014 and the Code
of Audit Practice issued by the National Audit Office. We therefore expect.
fo issue the audit certificate at a later date to the audit opinion.

We have identified one unadjusted audit difference within the draft financial
statements, which management have chosen not to adjust. We ask the
Audit Committee to consider approving management's rationale as to why
these corrections have not been made and, if approved, include this in the
Letter of Representation,

Appendix A to this report sets out the uncorrected misstatement. We do
not consider this to be material to our audit opinion.

Our audit identified a number of further audit differences which our team
have highlighted to management for amendment. These have been
corrected during the course of cur work and further details are provided at
Appendix B. These adjustments have not had an impact on useable
reserves,

in our audit plan presented at the 21 April 2016 Audit Committee meeting,
we communicated that our audit procedures would be performed using a
materiality of £13.7 million. .
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Execulive summary

Scope and
materiality
(continued)

Significant audit
risks B

Other audit risks

Other .r.ept.)ffing
issues

* We have reassessed this baséd on the actual results for the financiél year

and have increased this amount to £13.95 million. The basis of our
assessment is 1% of gross operating expenditure, which has remained
consistent with prior years.

The threshold for reporting audit differences which impact the financial
statements has increased from £0.689 million t0.£0.697 million.

We have reassessed group materiality based on the actual results for the
financial year and have increased this amount to £15.779 million. For the
component locations we applied materiality of £4.7 million to the Norse
Group Ltd and £3.1 million to Independence Matters Ltd.

The componerit reporting limit for audit differences has increased from
£0.772 million to £0.788 million.

We also identified the following areas where misstatement at a level lower
than our overall materiality level might influence the reader. For these
areas we.developed an audit strategy specific to these areas, the areas
identified and audit strategy applied include:

¢ Remuneration disclosures including any exit packages and
termination benefits: Reduced materiality level is applied to our
testing of disclosures for completeness and accuracy. This is in line
with the bandings reported in the accounts;

» Related party transactions: Reduced materiality level is applied to
testing of disclosures for completeness and accuracy. We also carry
out Companies House searches to identify whether any key decision-
makers in the Council had undisclosed interests; and

* Members allowances: review and test all transactions to suppomng
evidence and approvals

We carried out our work in accordance with our Aud|t Plan.

We identified the following audit risks during the planning phase of our
audit, and reported these to you in our audit plan:

Significant audit risks:

Pensions valuations and disclosures;
Norse Group Ltd consolidation;

Property, plant and equipment valuations;
Accounting for the Better Care Fund;
Risk of fraud in revenue recognition; and
Risk of management override.

Other audit risks:

¢ Accounting for schools converting to academy status; and
e Existence of plant and equipment assets.

The ‘addressing audit risks’ section of this report sets out how we have

gained audit assurance over these issues.

The audit of property, plant and equipment requifed significantly more audit
time than planned and identified a number of material issues that required
adjustment,

The ‘addressing audit risks’ sectlon of this report provides additional
information on the errors identified, and the ‘other matters' section of this
report reports issues with the supporting records.
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Executive summary

Control We have not identified any significant deficiencies in the design or

observations operation of an internal control that might result in a material misstatement

in your financial statements of which you are not aware.

Objections We have received no objections to the 2015/16 accounts from members of

the public. :

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

Mark Hodgsen
Executive Director
For and on behalf of Ernst & Young LLP
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Responsibilities and purpose of our work -

2. Responsibilities and purpose of our work

The Council’s responsibilities

The Council is responsible for preparing and publishing its Statement of Accounts, accompanied by
the Annual Governance Statement (AGS). In the AGS, the Council reports publicly on the extent to
which it complies with its own code of governance, including how it has monitored and evaluated the
effectiveness of its governance arrangements in the year, and on any planned changes in the coming
period,

v

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

Purpose of our work
Our audit was designed to:

= Express an opinion on the 2015/16 financial statements and the consistency of other
information published with them; :

* Report on an exception basis on the Annual Governance Statement; ‘

» Consider and report any matters that prevent us being satisfied that the Council had putin

- place proper arrangements for securing economy, efficiency and effectiveness in the use of
resources (the value for money conclusion); and
+« Discharge our statutory duties and responsibilities as established by the Local Audit and

Accountability Act 2014 and Code of Audit Practice.

In addition, this report contains our findings related to the areas of audit emphasis and any views on
significant deficiencies in internal control or the Council's accounting pelicies and key judgments.

Alongside our work on the financial statements, we also review and report to tha National Audit Office
on your Whole of Government Accounts return. The extent of our review and the nature of our report
are specified by the National Audit Office. g
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Financial slatements audit

3. Financial statements audit

‘Addressing audit risks

We identified the following audit risks during the planning phése of our audit, and reported these to
you in our Audit Plan. Here, we set out how we have gained audit assurance over those issues.

A significant audit risk in the context of the audit of the financial statements is an inherent risk with
both a higher likelihood of occurrence and a higher magnitude of effect should it occur and which
requires special audit consideration. For significant risks, we obtain an understanding of the enfity's
controls relevant to each risk and assess the desigh and implementation of the relevant controls.

and

Pensions valuations
disélosures

The Local Authority Accounting
Code of Practice and IAS19
require the Councl to make
extensive disclosures within its

financial statements regarding the

Local Government  Pension
Scheme {LGPS} in which it is an
admitted body.

The Councis 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 s
based on the 1AS19 report issued
to the Coundil by the actuaries to
the Norfolk Pension Fund.

As part of their actuarial review,
ceuncils are being asked to make
additional payments to the
pensions scheme to fund deficits.

Audit p'__rocedures performed

Assurance gained and
issues arising '

Liaised with the auditors of the -

Norfolk Pension Fund, to obtain
assurances over the information

supplied to the actuary in relation
to Norfelk County Council;

Assessed the conclusions drawn
on the work of the actuary by the
Consulting Actuary
commissioned by Public Sector
Auditor Appointments, PwC; and

Reviewed and tested the
accounting entries and
disclosures made in relation to
IAS19.

We identified an error in the
allocation of pension costs across
service headings within  the
comprehensive  income  and
expenditure statement. Further
detail of the adjustment is
reported in Appendix B.

We have gained sufficient

assurance over the pension
valuations and disclosures.

We have no other matters to
report.
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Financial slaterments atidil

Norse Group Ltd
Norse Group Ltd is a significant
component company within the
Norfolk County Council group.
Norse Group Ltd is significant to
the group based on both its size
and other risk factors. '

The Norse Group Ltd moved their
year end from 31 January to 31
March. This is now -coterminous
with that of Norfolk County
Council. The financial statements
for the Norse Group Lid for the

transition year, 2015/16, will be a

fourteen. month period. To comply
with IFRS 10 Norfolk County
Council will require a
consolidation pack from the Norse
Group for the twelve months
-leading to 31 March 2016 and will
consolidate on the basis of that
pack.

The production of financiat
statements and disclosure notes
for the group accounts and the

closedown and consolidation
process therefore presents a
significant financial statement
risk.

Audit'p Qc__édures performed

Assurance gained and
‘issues arising -

Assessed the group accounting
instructions and consolidation
schedules issued to Norse Group
Ltd by Norfolk County Council;

Liaised with Grant Thornton LLP,
the external auditors of the Norse
Group, issuing them  with
instructions that detailed the
required audit procedures they
were to underiake on the
consolidation schedules prepared
by Norse; and

Ensured that appropriate
consolidation procedures were
applied when consolidating the
Norse Group into the Norfolk
County group accounts.

We have gaihed sufficient
assurance over the consolidation
procedures reported in the Group
financial statements, but we are
waiting for the formal group
reporting pack from the
component auditors.

We have no matters to report.
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Financial statements audit

Property, plant
equipment valuations
Property, plant and equipment

represent a significant balance in
the Council's accounts and this is

an area which involves
judgemental inputs ~and
estimates.

The most significant accounting
judgement and estimate that the
Council forms in this area relates
to the valuation of property, plant
and equipment. In order to
address this accounting risk the
Council employs a valuation
expert; Norfolk Property Services.

The valuation risk is increased
with the prospective application of
IFRS13 Fair Value Measurement
from 1 April 2015. This is likely to
have the largest impact on the
Council's surplus assets and
investment  property  portfolio
where asset valuations need to

be reviewed to ensure they are

based cn best use.

-and

i Audit procedures performed

Assurance gained and

-issues arising

*

Reviewed and relied on
management's valuation experts,
including comparisen’ to industry
valuation frends and reliance on
our own valuation experts where
significant unexplained variations
were identified;

Tested the accounting treatment
of valuations made in the year,
including the assessment and
treatment of impairments; and

Reviewed and tested the
Council's application of IFRS13
to ensure the fair value of
relevant assets is based on
economic best interest.

We identified the following
material errors which are reported
in Appendix A and B: ’

¢ Additions to operational
assets were  incorrectly
shown as additions fo

“Assets under Construction’
with a subsequent transfer to
operational assets in Note
12: Property, Plant and
Equipment. There is no
impact on the balance sheet.

¢ The Council was responsible
for the construction of new

buildings for  sponsored
academies. The  capital
expenditure on these
buildings has been

accounted for under ‘Assets
under Construction” as the
associated land was on a
short term lease wuntil the
building was .~ complete.
These works were completed
in 2015/16 and transferred to
the Academies under a long
term lease, The value in
‘Assets under Construction’
should have been treated as
a loss on disposal in keeping
with the transfer of assets to
Academies, but was
incorrectly treated as
‘revenue expenditure funded

. from capital under statute’.
There is no impact on the
kalance shest.

+ The Council have not been
applying the correct
depreciation charge  on
componentised assets. This
has resulted in depreciation
charges being under stated
by £1.21 milion {estimated)
for the last three years.
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Financial stalements audit

Befter Care Fund

The Better Care Fund (BCF) is a
major policy initiative between

" local authorities, clinical
commissioning groups (CCGs)
and NHS providers with a primary
aim of driving - closer integration
and improving outcomes for
patients, service users and
carers.

From the 1 April 2015 the Coundil
has set up pooled arrangements
~with each of the five Norfolk
CCGs. The partners use the
pooled fund to jointly commission
or deliver health and social care
services at a local level,

The detailed form of local pooled
arrangements is not prescribed
and has been agreed locally
between partners,

Local BCF arrangements may be
complex and varied, involving a
number of different
commissioning, governance and
accounting arrangements that
raise risks of misunderstanding,
inconsistencies and confusion
between the partners.

Audit prbéé'c“iu'r:_"es performed

" Assurance gained and

isslies arising

Reviewed the BCF agreements
with each of the CCGs and the

Council's assessment of the
agreements and  accounting
approach; _

Determined if  appropriate

accounting arrangements for the
BCF have been used, by
establishing  what  relevant
activities .are to be undertaken
and whether participants have
control, either jointly or solely,
over the arrangement; and

Tested fransactions and
disclosures to underlying
evidence.

We identified the need for
additional disclosures within Note
28 — Pooled Funds for the BCF,
these are reported in Appendix B,

We have gained sufficient
assurance over the amended
BCF disclosures.

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 have rebutted this risk for the
Council's income and expenditure
streams  except’ for  the
capitalisation of revenue
expenditure on Property, Plant
and Equipment given the extent
of the Council's capital
programme.

estimates  on

Reviewed and tested revenue’

and  expenditure
policies
Reviewed and discussed with
management any accounting
revenue  or
expenditure  recognition  for
evidence of bias

Developed a testing strategy to
test material
expenditure streams

Reviewed and tested revenué
cut-off at the period end date,
and

Tested the additions to the
Property, Plant and Equipment
balance to ehsure that they are
properly classified as capital
expenditure.

recognition

revenue and

Our audit procedures have not
identified any improper
recognition of revenue and
expenditure.

We did not identify any matters
that we need to bring to your
attention.
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Financial slatements audit

_ ~ Audit procedures performed

Risk of
override

As identified in ISA (UK and
Ireland) 240, management is in a
unique position to perpetrate
fraud because of its abllity to
manipulate accounting records
direclly 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.

-Assurance gained and

issues arising

management

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 any significant unusual
transactions.

QOur audit work on journals and -
accounting estimates has not
identified any evidence of
management bias or significant
unusual transactions.

We did not identify any matters
that we need to bring to your
attention.

We also identified the following audit risks during the planning phase of our audit, and reported these
to you in our Audit Plan. Here, we set out how we have gained audit assurance over those issues.

Academies

Schools have continued fo
convert to academy status during
2014/15. This has implications for
the treatment of the schools’
property, plant and equipment,
debtors, creditors, cash, balances
and income (including dedicated
schools grant) and expenditure
within the Council's accounts.

There is a risk that these schools’
transactions and balances may
be either incorrectly included or
omitted.

Audit prqcé_atj_rgs perforfhé_d

‘Assurance gained and
issues arising ’

Reviewed the arrangements for
agreeing with the schools the
assets, liabilittes and balances for
transfer; and

Tested how the transfers have
been accounted. '

We have gained sufficient
assurance over the accounting
for schools converting to
academy status during the year.

We have no matters to report.

Existence of plant and
equipment assets

The Council had vehicle and
equipment assets of £28.2 million
net book value at 31 March 2015,
These assets tend to be more
mobile .and generally have a
shorter useful life.

Without a regular  asset
verification exercise there is a risk
that assets recorded on the
balance sheet are no longer used
by the Council.

Reviewed the Council's controls
concemning asset verification, and

Carried out testing of assets for
continuing existence. .

We have gained sufficient
assurance over the existence of
plant and equipment assets.

We have no mafters to report.
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Financial statements audit

| Other matters

As required by ISA (UK&I) 260 and other ISAs specifying cbmmunication réquirements, we are
required to communicate to you significant findings from the audit and other matters that are
significant to your oversight of the Council’s financial reporting process, including the following:

» Qualitative aspects of your accounting practices; estimates and disclosures;

* Matters specifically required by other auditing standards to be communicatéd to those charged
with governance. For example, issues about fraud, compliance with laws and regulations,
external confirmations and related party transactions;

s Any significant difficulties encountered during the audit, and

+  (Other audit matters of governance interest.

We have one matter that we wish to report to you.

The audit of Property, Plant and Equipment

We experienced delays in the audit concerning property, plant and equipment. The reporting
functions in the Council's fixed asset register are complicated and do not provide a clear audit trail.
- Officer’s use large excel spreadsheets to extract data from the fixed asset register and adjust for
reporting in the statement of accounts. This increases the work of Council staff when coempiling the
statement of accounts, and audit time for testing the spreadsheets. Significant audit time was
required to reconcile the fixed asset register to the trial balance and statement of accounts.

In addition, we have highlighted a number of audit adjustments in relation to property, plant and
equipment this year. These have been discussed in an earlier section of this report and in Appendix A
and B. : :

Procedures will need to be improved going forward as the deadlines for preparation, approval and
audit opinion move to the 31 May and 31 July respectively in 2017/18.

Recommendation

The Council should review the current closedown arrangements for preparing the supporting
records to the statement of accounts for property, plant and equipment. This should factor in the
earlier reporting deadlines in respect of the 2017/18 financial statements.

We have no other matters we wish to report.

Control themes and observations

It is the responsibility of the Council to develop and implement systems of internal financial control
and to put in place proper arrangements to monitor their adequacy and effectiveness in practice. Qur
responsibility as your auditor is to consider whether the Council has put adequate arrangements in
place to satisfy itself that the systems of internal financial control are both adequate and effective in
practice.

We have tested the controls of the Council only tb the extent necessary for us to complete our audit.

We have reviewed [T general controls and have not identified any significant control weaknesses.
There are a few areas where controls could be further strengthened in relation to access control. We
have shared these observations with management.

In accordance with our Audit Plan we have tested the key financial contrels within a number of
financial systems.
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Financial statements audit

We have not identified any issues with testing of key controls in the following systems:
* Accounts receivable .

+ Accounts payable

. Loéal Ménagement of Schools (LMS access database)

« Payroll

+ Planning and transportation operations {Exor)

. Supporting people {recurring payments database)

"We have adopted a fully substantive approach for other key processes and have therefore not tested
the operatlon of controis.

We have not identified any significant deficiencies in the design or operation of an internal control that
might result in a material misstatement in your financial statements of which you are not aware.

We have reviewed the Annual Governance Statement and can confirm that it is not misleading or
inconsistent with other information forthcoming from the audit or our knowledge of the Council.
Request for written representatlons

We have requested a management representation letter to gain management’s cenfirmation in
relation to a number of matters. We have not requested any specific representations in addition to the
standard representations. Our request for such a letter is outlined in Appendix E.

Whole of Government Accounts

Alongside our work on the financial statements, we also review and report to the National Audit Office
on your Whole of Government Accounts return. The extent of our review and the nature of our report
are specified by the National Audit Office.

We are currently concluding our work in this area as the deadline for submission is the 21 October
2016 and will report any matters that arise to the Audit Committee.
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Value for money

4. 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
Proper ‘ statutory guidance issued by the National
~ arrangements . Audit  Office.  They comprise your

H
. for securing ' P arrangements to:
bl value for -

maoney

» Take informed decisions;

» Deploy resources in a sustainable
manner; and

»  Work with partners and other third
parties.

Overall conclusion

We identified two significant risks in relation to the Council's arrangements to “ensure it deployed
resources to achieve planned and sustainable outcomes for taxpayers and local people” and "take
informed decisions” as reported in our audit plan.

We have performed the procedures outlined in our audit plan and the results are set out below. We
did not identify any significant weaknesses in the Council's arrangements.

. We therefore expect to conclude that you have put in place proper arrangements to secure value for
money in your use of resources.
Significant risks

The table below presents the findings of our work in response to the risk area set out in our audit
plan. e

We are only required to determine whether there are any risks that we consider significant, which the
Code of Audit Practice defines as: “A matter is significant if, in the auditor’s professional view, it is
reasonable to conclude that the matter would be of interest to the audited body or the wider public’
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Value for money

savings reguired over
the medium term

The medium term financial
strategy includes £115
million budget savings to

be delivered across four .

years. The Council has
. identified plans to make
savings in a number of
areas.

Although the Council has

assessed and identified
plans to make the savings,
there remains a-risk that
savings are not achievable
at the planned level. In
addition, further savings
need to be identified to
close the funding shortfall
in 2017/18 and 2019/20.

Impacts arrangements for: | Ke)'r.'fin'di'ngs ,;

Achievement of

e Deploying resources in a e The Council has appropriate

sustainable manner,

processes for setting its budget, and
the budget assumptions appear
reascnable. The Council has a good
record of identifying and making
savings, and in meeting its budget,
with cumulative savings of £138.4
milion  between 2012/13° and
2014/15.

The medium term financial strategy
includes £115.182m budget savings
to be delivered across four years.
The ' Council has made good
progress in identifying and risk
assessing proposals. When setting
the 2016/17 budget, the update to
the medium term financial strategy
reported further savings of £8.827
million were needed to close the -
funding shortfall in 2017-18.

The Council have general fund
reserves of £19.52 million at 31
March 2016, which is above the
minimum levels set by the Council’s
s151 officer of £19.2 million. The
medium term financial strategy s
based on general fund reserve
balances remaining above the
Council's approved minimum level.
The Council recognise the risk
associated with the level of reserve
balances. They are monitored at
service and council level, and
benchmarked against other
Councils.

The Council also has substantial
levels of earmarked reserves.. These
are £81.774 million (excluding LMS
reserves of £21.334 million) at 31
March 2016. These has have been
set aside to support the Coundl's
planning for  future  spending
commitments. The Council plan to
use £48 million of earmarked
reserves over the life of the Medium
Term Financial Strategy.

The Council need fo identify
additional savings proposals to
bridge the funding gap, and deliver
the significant savings already
identified, however the current level
of reserves and borrowing headroom
provide the Council with the flexibility
to manage its financial position over
the short-tomedium fterm, and
reduce the risk that an unexpected
overspend, or unexpected one-oft
item of expenditure, would have a
defrimental impact on the Council's
financial standing.
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Value for monay

Improvements to
services

Ofsted carried out an
inspection of Children's
services during July 2015.
The inspection covered
the services for children in
need of help and
protection, children looked
after and care leavers.

The report was published
in October 2015 and
concluded the Children's
services in Norfolk are
inadequate. The
inspection reported some
parts of the service have
improved since the last
. time the county was
inspected in 2013, but
services for locked after
children and care leavers
are still not good enough.

Recommendations for
sarvice improvements are
set outin the report.

Impacts arrangements for: Key findings

* Informed decision making.

The Council . have established

consider the
raised in the

arrangements  to
recommendations
inspection.

The  Council provide  regular
reporting to members who are
involved in- decisions making and
monitoring of actions.

In-July 2018, a folfow up inspection
by Ofsted concluded ‘'Senior
managers and leaders have
responded positively to the outcome
of the last inspection and are making
reasonable progress in addressing

the serious and widespread
shortfalls  that the inspection
identified. However, as the- local

authority recognises, there is still a
considerable . way to go to achieve
the lasting and sustainable shift
required in the quality of services
that children and young people
receive. The pace of improvement
needs to increase to make this
happen.’ .
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Appendix A — Uncorrected audit differences

Appendix A — Uncorrected audit differences

The following differences, which are greater than £0.697 million, have'been identified during the
course of our audit and have not been considered material by management or by us for adjustments.
We are bringing them to the Committee’s attention to enable you for form your own view on these
items.

Balance sheet and Statement of comprehensive income and expenditure

- Balancesheet - Comprehensive
“(Decrease) /- i1 income and
Increase expenditure
CF000 L statement
- {Decrease) / Increase
o g . £000.
CIES - Statement of comprehensive income and 1,210
expenditure — Cost of Services
BS - Property, Plant and Equipment {1,210)
Movement in Reserves Statement — Adjustments , (1,210)
between accounting basis and funding basis
BS - Capital Adjustment Account 1,210

IAS 16, Property, Plant and Equipment, sets out the criteria for recognising, valuing and depreciating
non-current assets. The standard requires the various components of an asset to be identified and
depreciated separately if they have differing patterns of benefits and are significant relative to the
total cost of the item. In 2013/14 the Council revised its accounting policy to set a de-minimis level .
for componentising assets at £1.2 million on the gross book value of buildings.

The Council have incorrectly added the valuation movements for components to the main building
asset. As the components have a lower useful existing life compared to the main building asset,
depreciation charges are understated. This error has occurred since the Council's componentisation -
policy was revised in 2013/14. The value of the error has been calculated based on relevant
revaluations since 2013/14, adjusted for assets that have transferred to Academy status in the
period.
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Appendix B — Corrected audit différences

~ The following corrected differences, which are greater than £0.697 million, have been identified
during the course of our audit and warrant communicating to you.

These items have been corrected by management within the revised financial statements.

Balance sheet and Statement of comprehensive income and expenditure

Balance sheet

(Decrease) / - 4 income and-
Increase .+ expenditure:
£000 , stateme_r__a_t :
* (Decrease) / 'lncrea'se
£000
BS - Property, Plant and Equipment - Land and
Buildings 5,342 ‘ -
BS - Property, Plant and Equipment — Vehicles,
Plant and Equipment ) - 2,781 -
BS - Propeﬁy, Plant and Equipment -
Infrastructure Assets 50,375 -
BS - Property, Plant and Equipment — Assets .
_under construction g (98,498) -

To restate capital expenditure on operational assets that were incorrectly’ shown as additions to.
“Assets under Construction”.

CIES - Children's and education services ‘ - ' {52,331)

CIES - Other operating expenditure gains/losses - 52,331
on disposal of non-current assets :

To restate the assets transferred to Academies as a loss on disposal of a non-current asset. This
adjustment also impacted Note 7 - Adjustments between accounting basis and funding basis under
regulations, Note 12 Property, Plant and Equipment and Note 33 Capital Expenditure and Capital
Financing.

CIES - Adult Social Care ‘ - 3,707

CIES - Highways & Transport Services - ‘ 1,022
CIES - Other services - 1,931
CIES - Children’s & Education - (6,660)

To restate the allocation of retirement benefits (IAS19 pension costs) across service headings.
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Disclosures

Balance sheet — Short Term Creditors,
Capital Grants Received in Advance,
Usable Reserves

Description of difference

The Council put through a prior year adjustment within the
draft financial statements tc correct an anomaly that it
found. The Council amended prior year entries for Short
Term Creditors (£0.05), Capital Grants Received in
Advance (£0.2 milion), and Useable Reserves (£0.15

miflion) to be consistent with the 2015/16 audited .

Statement of Accounts.

Prior Period Adjustments can only be made where they
meet the criteria of IAS 8 =" .

 Accounting Policies, . Changes in Accounling Estimates

and Errors”. The standard states that “an enfity shall
correct material prior period errors retrospectively in the
first set of financial statemenis authorised for issue after
their discovery”.

.The amounts that were amended were not material and

therefore do not meet the criteria for a prior period error,

This change also effected the Movement in Reserves
Statement, Note 7 - Adjustments between Accounting
Basis and Funding Basis Under Regulations, Note 11 -
Taxation and Non Specific Grant Income, and Note 19 -
Creditors. ' :

Note 14 - Investment properties

Additional disclosure added to explain large transfer of
investment properties to property, plant and equipment
during the year.

Note 26 - Pooled Funds

Amended discliosure to report joint arrangements under
two sub headings, pooled funds and better care fund.

Additional information added to the better care fund
disclosure to show source of income and payments made.

Other Notes
Notes 14, 28, 29, 32, 35.

Amended for typographical errors- and to ensure
consistency with other notes or primary statements.

EY |16




Appendix C — Independence

Appendix C — Independence

We confirm there are no changes in our assessment of independence since our confirmation in our
Audit Plan dated 21 April 2018, : :

We complied with the Auditing Practices-Board's Ethical Standards for Auditors and the requirements
of the Public Sector Audit Appointments Ltd (PSAA)'s Terms of Appointment. 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 of regulatory and professional requirements.

‘We confirm that we are not aware of any relationships that may affect the independence and
objectivity of the firm that we are required by auditing and ethical standards to report to you.

We consider that our independence in this context is a matter that should be reviewed by both you
and ourselves. It is therefore important that you consider the facts of which you are aware and come
to a view. If you wish to discuss any matters concerning our independence, we will be pleased to do
so at the forthcoming meeting of the Audit Committee on 22 September 2016. '

We confirm that we have met the reporting requirements to the Audit Committee, as ‘those charged
with governance' under International Standards on Auditing (UK and Ireland) 260 — Communication
with those charged with governance. Our communication plan to meet these requirements was set
out in our Audit Plan of 21 April 2018. '
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Appendix D — Auditor fees

The fable below sets out the scale fee and our final proposed audit fees.

'Pﬁoposed final Scale Fee Comments
. Fee .. 2015/16
2015/16 . g5
p o E's
Total Audit Fee - Code work (Note 1) To be confirmed 127,762 " Note 1
Non-audit work ' To be confirmed 14,900 Relates to Teachers

{Note 2)

Pensions claim and
Local Transport Plan
Major Project return

The scale fee includes an additional fee of £10,717 for mstructmg, frarsmg w1th and reviewing the work of the auditors of Norse

Group Uid. This is consistent with prior years.

Note 1 - Audit Fee — Code work. We need to review our costs once we have completed the
outstanding procedures before reporting formally agreeing the final fee with you within our Annual

Audit Letter.

We have undertaken a review of the Council's appreach to the Minimum Revenue Provision. This
additional work has an additional fee of £2,856 and is currently subject to approval by Public Sector

Audit Appointments Ltd {PSAA).

Note 2 — We have not commenced our work in this area. Ve will report the results of our work and

the final fee with you in our Annual Audit Letter.
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Appendix E — Request for a Managemenl representation letter

letter
" Emst B Yourg LLP ot o 43 1203 20400 4‘“"’3
Y Gne Cambridgt Busiress Part Far: + 4 1273 354201 %3 )
E Tanbnoge Y- .
W a bolier a4 N2 EAVEL AT Y P Y b
g warkf
Simbn George ' 18 September 2016
Executive Director of Fnanice et
Norfolkk County Councd L Yourret
le:xty Hall Direct inE (1223 394547
Martineau Lane
Newwich ‘ B sl M3z g e
Norfolk NR'Y2DH
Dear S mon.

Rorfolk County Council — 2015/16 financial year
Request for a letter of representation

International Siandards on Auditing set ou1 guidanoe on the use by auditors of management
representalions (ISA (UKAI) 580) and on possible non-compliance with Jaws and regulations (ISA (UKAI)
250}. | have interpreted this guidance as it affects Local Govemment bodies and | expect the following
points ta apply:

» auditors may wish to obtain written representation where they ara relying on managemert's
representations n respect of judgemental matters {for example the level of likely incidence of a
claim), which may not be readiy comobbrated by other avidence;

. audit_g;sd are likety to request written representations on the completeness of information
provided;

‘s auditors may wish to abtain written representation on issues other than those directly related to
the Statement of Accounts;

= the letter is daled on the date on which the auditor signs the opinion and cartificate;
the letter is signed by the person of persons with specific responsibility for the financlal
statements; and

» the letter is formally acknowledged as having been discussed and approved by the Civic Affairs,
as those charged with governanoe of the Council.

| wourld expect the letter of representation 1o include the fo!lowing matters.
General statement

That the letter of representations is provided in connecton with cur audil of the consobdated and council
finandal statements of Norlalk County Council ("the Group and Couneil’) for the year ended 31 March
2016. That you recognise that obtining representations from you conceming the information contained
in this letter is a sagnifeant procedure in enabling us to form an opinion as to whether the financial
statements gve a true and fair view of the Group and Councl fmancial position of Norfolk County
Coundil as of 31 March 2016 and of its income and expenditure for the year then ended in accomance
with CIPFA LASAAC Code of Practice on Local Autherity Accounting in the United Kingdom 2015/18.

oD s i b Yod g A5 be b d Jab S Wi 171 £ ] ] Wik § o, mpiiarsh e D XT10G1 et 8 Tk Mo A of Pl Yamg Gt Lt A o af
e tarme b weadabia ar bmmckic a1 umen-:am o pAF by e e of hakdrasa 8o DegREA e D
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You understand that the purpose of cur audit of your consolidated and council financial statements is to
express an opinson thereon and that our audit is conducted in accordance with International Standards
on Auditieg (UK and Ireland), which invoheas an examinadion of the accounting system, internal contro
and related data fo the extent we considered necessasy in the circumstances, and is not designed to
identify - nor necessarily be expecied to disclose - all fraud, shortages. emmors and other imegulanties,
sheasld any exist.

Accordingly, you make the fobowing representations. which are true to the best of your knowledge and
belief, havang made such inquiries as you considerad necessary for the purpose of appropriatety
informing ourselves:

A. Financial Statements and Financial Records

1. That you have Riffilled your respensibilities, under the relevant statutory authorities, for the
preparation of the Group and Council financial statements in accordance with the Accounts and
Audit Regulations 2015 and CIPFA LASAAC Code of Practice on Local Authority Accounting in the
United Kangdom 201518, o

2. That you acknowledge your respensaility for the far preseatation of the Group and Council financial
statements. You bebeve the Group and Councd financial stalements refemmed to above give a true
and fair view of the financil positon, financial performance and cash flows of the Group and
Council in accordance with the CIPFA LASAAC Code of Practice an Local Authority Accounting in
fhe Unéted Kingdom 2015/18 and are free of material misstatements, incliging omissions. You have
approved the Group and Council financial statements.

3. You confirm that the Responsible Officer has:
« Reviewed the accounts ) _ ‘
* ' Reviewed all refevant written assurances relaling to the accounts, and
« Made other enquiries as appropriate.

4, That the significant accounting policies adopted in the preparation of the Group and Councd .
financial statements are appropriately described in the financial statements,

5. As members of management of the Growp and Coundd, we believe that the Group and Counci bas
a system of internal controls adequate to enable the preparation of accurate financal statements in
accordance with the CIPFA LASAAC Code of Practioe on Local Authority Accounting in the Unted
Kingdom 2015710, that are free from material misstatement, whether due bo fraud or emor

4. You beleve that the effects of any unadjusted awdit differences, summarised n Appendx 1,
accumulated by us during the current audit and pertaining io the latest period presented are
anmaterial, both individuaily and in the aggregate, fo the financial statements taken as a whole.
Please specify the reasons for not correcting these misstaternents.
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B. Fraud

1. You acknowledge that you are responsible for the design, implementation and mantenance of
gremnal controls (o prevent and detect fraud

2. You have disclosed 1o us the resulls of our assessment of the risk that the financial statements may
be materially misstated as a result of fraud, :

3. That you have no knowledge of any fraed or suspecied fraud mvalving management ot other
empéoyees who have a signficant role In the Group or Council internal controls over financial
reporting. In addition, you have rio knowledge of any fraud or suspecied fraud involving other
empioyees in which the fraud could have a material effect on the consolidated and council financial
statements. You have no knowledge of any allegations of financial improprieties, incheding fraud or
suspected fraud, {repardless of the spurce or form and including without limitation. any allegations
by “whistieblowers") which could resultin a misstatement of the financial statements or otherwise
affect the Fnancial reporting of the Group or Counsil,

C. Compliance with Laws and Regulations

L. You fiave disclosed 1o us all known actual or suspected non-compliance with laws and regulatons
whose effects should be considered when preparing the consolidated and council financial
staternents. Y

D. Information Pravided and Completensss of Information and Transactions
1. You have provided us with:

=  Access 1o all information of which we are aware that is relevant to the preparation of the
financial statements such as records, documentation and other matlers as agreed in terms of
the auda engagement.

«  Additional information that we have requested from us for the purpose of the audt; and

»  Unrestricted access Lo persons within the enity from whom we determinad # n'euassﬁry to
obtain audit evidence. .

2. That all matedial transactions have been recorded in the accounting records and are reflectad in the
financial statements. :

3. That you have made available to us all minutes of the meetings of the Council and #ts rebevant
committees (or summaries of acbons of recent meetings for which méinutes have not yet been
prepared) held through the year to the most receni meeting on the following date: 22 September
2016,

4. That you confirm the completeness of information provided regarding the identification of related

’ parties. We have disclosed to you the identity of the Group and Council retated parties and all
related party relationships and transactions of which you are aware, incheding sales, purchases,
boans, transfers of assels, Eabilties and services. leasing amangements, guarantees, non-monetary
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transaciions and transactiops for o consideration for the period ended, as well as related balances
e to or from such parties at the year end. These ransaclions have been appropriately accounted
for and disclosed in te consolidated and coundd financial statements.

&.  That you believe that the significant assumptons you used in making accounting estimates,
including those measured at fair value, are reasonable.

6, That you have disclosed to us, and the Group and Counci has complied with, all aspects of

contractual agreements that could have a matesial effect on the finandial statements in the event of -

non-compliance, induding all coveaants, conditions or ather requirements of all eutstanding debt

E. Liabilities and Contingencies

1. Allliabities and contngencaes, including those associated with guarantees, whether wrilten or orai,
have been disclosed to us and are appropriately refiected in the financial statements.

2, That you have informed us of all outstanding and posséle Eigation and claims, whether of not they

have been discussed with legal counsel.

3. That you have recorded andior disciosed, as apﬁmpriaie. all liabilities related Higation and claims,
both actual and contingent, and have disciosed in the financial statements all guarantess that you
. have given to third partes.

F. Subsequent Events

1. That sther than described in the consolidated and council financial statements, there have been no
events subsequent to period end which require adjustment of or disclosure in the financial
statements or noles thereto.

G. Accounting Esbmates

1. That you bebieve that the significant assumptions you u'sed in making accounting estimates, including
those measured at fair value, are reasonable.

2. In respect of accounting estimates recognised or disclosed in the financial statements:

+ That you helieve the measurement processes, induding related assumptions and models_ you
used in detennining accounting estimates is appropriate and the application of these processes
i5 consistent.

» That the disciosures refaung to accounting estimates are complete and appeopriate in
accordance with the applicable financial reporting framework.

= That the assumptions you used in making accounting estimates approgeiately reflects your intent
and ability 1o carry out specdic courses of action on behalf of the entity, where relevant to the
accounting estimates and disclosures.

« Thal no subsequent event requires an adjustment to the accounting estimates and disciosures
inchuded m the financial statements. )
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H. Segmenta] reporting
1. That you have reviewed the operating segments reported internally to the Councd and that you are
satisfied that A 15 appropriate to aggregate these as, n accordance with IFRS 8:Operating
Segments, they are similar in each of the followng respects;
» The nature of the products and services
= The nature of the production processes
= The type or dass of customer for ther products and services
» The methods used to distribute their products

). Going Concem

1. That you have made us aware of any issues that are relevani to the Group and Council's abity to

continue a5 a going concem, including signficart conditions and evenis, our plans for future action,

and the feasibility of those plans,

. J. Retirement Benefits

1. That on e basis of the process established by you and having made appropriate enquires, you are
satisfied that the actuarial assumptions underlying the scheme liabilities are consistent with your
knowledge of the business. That al sgnificant retrement benefits and all setflements and
curtailments have been identfied and properly accounted for.

K. Use of management experts

1. That you agree with the findings of the experts engaged to evaluate the vaies of the Council's land
and buldngs and have adequately considered the quakfications of the experts in determining the
amounts and disdosures included within the Council's financaal siatemenits and the underlying
accounting records. That you did not give or cause any mstructions 1o be given o the experts with
respect to the values or amounts derived in an attempt 16 bias their work, and that you are nat
otherwise aware of any matters that have had an effect on the independence or objectvity of the
experts.

L. Group Audits

1. Necessary adustments have been made to eliminate all material nira-group transactions amongst
parent, subsidiary undertakings and associated undertakings.
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M Specific Representations

We do niot requre any specifi: reprecentations in addition to those above.

{ would be grateful if you could provide a letter of representation, which is appropriately ymed and dated
{by te 5151 officer and Chair of Audit ('.Drwrntlee) on the proposed audit opnion date (27 September
2016) on formal heated paper.

Yours sincerely

Mark Hodgson
Executive Direcior
Emst & Young LLP
United Kingdom
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Appendix 1 - Unadjusted emrors

" (Decrease) /

- ¢ Increase

C o EO00O :
CIES - Statemnent of comprehensive income and 1,210
expenditure — Cost bf Services
B85 - Froperty, Plant and Equipment (1.210)
Movement in Reserves Slatement — Adjustments {1.210)
between accountng basis and funding basis
BS - Capital Adjustment Account 1.210

IAS 16, Property, Plant and Eauipmenl. sets out the criteria for recognising, valuing and depreciating
non-current assets. The standard requires the various components of an asset to be ientified and
depreciated separately if they have differing patiems of benefits and are sipnificam relative to the
tota cost of the item. In 201314 the Council revised #s accounting pobcy to set a de-minimis level
for componentising assels at £1.2 milion on the gross book value of buldngs, :

The Council have incormectly added the valuation movements for components io the main tudding
-assel. As the components have a lower useful existing e compared lo the main building asset,
depreciafion charges are understated. This ermor has ocowrred since the Council's componentisation
pokicy was revised in 2013/14. The value of the emor has been calculated based on refevant
revaluations since 2013714, adpusted for assets that have transferred to Academy status in the

period,
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Appendix.F - Required communications with the audit

committee i

There are certain communications that we must provide to the Audit Committee of UK clients. These

are detailed here:

Required communication

Reference

Planning and audit approach

Communication of the planned scope and timing of Lhe audit, including any
limitations. :

Audil Plan

Significant findings from the audit

» Qur view about the significant qualilative aspecis of accounling practices

including accounting policies, accounting estimates and financial
statement disclosures

Significanl difficulties, if any, encountered during the audit

Significant matters, if any, arising from the audil hal were discussed with

management
Wrillen representations that we are seeking
Expected modifications to the audit report

» Other matters if any, significant to the oversight of the financial reporting
process

»

Audit Results Report

Going concern

Events or conditions identified that may cast signilicant doubt on the entily's
ahility to conlinue as a going concern, including: ’

» Whether the evenls or condilions constitute a material uncertainly

» Whether the use of the going concern assumption is appropriale in the
preparation and presentation of the financial statements

» The adequacy of related disclosures in lhe linancial statements

No conditions or events were
identified, either individually of in
aggregate, that indicated there
could be doubl about Norfolk
County Council's abilily lo continue
as a going concern for the 12
months froem the date of our report.

Misstaternents

» Uncorrected misstatements and their effect on our audit opinion
» The effect of uncorrected misstatements related to prior periods
» Arequest lhat any uncorrected misstatement be corrected

» Inwriting, corrected misslatements that are significant

Fraud

» Enguiries of the audil commiftee to determine whether they have
knowledge of any actual, suspected or alleged fraud affecting the enlily

» Any fraud that we have idenlified or information we have obtained Lhat
. indicales that a fraud may exis(

» Adiscussion of any other matters refaled to fraud

Related parties
Significant matters arising during the audit in connection with the enlily's
relaled parlies including, when applicable:
» Non-disclosure by management
Inappropriate aulhorisation and approval of lransaclions
Disagreement over disclosures
Non-compliance with laws and regulations
Ditficulty in idenlifying the party that ultimately controls the entily

¥ vyrvyy

Audit Resulls Report

We have made enquiries of
management. We have nol
becaome aware of any fraud or
illegal acts during our audit.

We have not mallers we wish to

report.
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Required communication

Reference

External confirmations
» Management's refusal for us to request confirmations

» Inability to obtain relevant and reliable audit evidence from olher
procedures

We have received all requested
confirmafions.

Consideration of laws and regulations

» Audit findings regarding non-compliance where the non-comgpliance is
material and believed Lo be intentional. This communicalion is subject to
compliance with legislation on tipping off

»  Engquiry of the audit committee into possible instances of nan-compliance
with laws and regulalions that may have a material effect on the financial
statemenls and that the audit commitlee may be aware of

We have not identified any material
instances of non-compliance with
laws and regulaticns.

Independence

Communication of all significant facts and mallers that bear on EY's
objectivily and independence

Communicalion of key elemenls of the audit engagement partners
consideration of independence and objectivity such as:

» The principal threats

» Safeguards adopled and their effectiveness

» An overall assessment of threats and safeguards
>

Informalion about the general policies and process within the firm to
maintain objectivity and independence

Audit Plan and Audit Results”
Report

Significant deficiencies in internal controls ldentified during the audit

Audit Resulls Report

Fee Information
» Breakdown of fee information at the agreement of lhe initial audit plan *
» Breakdown of fee informaticn at the completion of Ihe audit

Audit Plan
Audil Results Report

Annual Audit Letter il
considered necessary
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