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Headlines

This table summarises the key findings and other matters arising from the statutory audit of Hastings Borough Council (‘the Council’) and the preparation of the group and Council's
financial statements for the year ended 31 March 2019 for those charged with governance.

Financial Under International Standards of Audit (UK) (ISAs) Our audit work was completed on site during June and July. As reported to you in July there was outstanding work at
Statements and the National Audit Office (NAO) Code of Audit the 31 July 2019 which prevented us from signing our opinion, and therefore work continued into August and
Practice (the Code'), we are required to report September. Our work is now complete, and this has resulted in additional findings and audit adjustments which have
whether, in our opinion, the group and Council's been included in this findings report for your information. Our findings are summarised on pages 6 to 14. We have
financial statements: identified a number of audit adjustments to the financial statements which are detailed in Appendix B to this report.
» give atrue and fair view of the financial position We have also raised recommendations for management as a result of our audit work in Appendix A.
of the group and Council and the group and The most significant issue is a material adjustment to the value of the net pension liability which is documented on
Council’'s income and expenditure for the year; 24058 and 9. Note that this was included in the accounts which were presented to you on the 30 July 2019, but the
and ) audit adjustment had not yet been included in our Audit Findings Report due to the deadline for papers falling before
* have been properly prepared in accordance we had finalised agreement with the finance team on this adjustment. Therefore, you have already sighted accounts
with the CIPFA/LASAAC code of practice on including the adjusted net pension liability, and the details of the adjustment are included in this report for
local authority accounting and prepared in information.
accordance with the Local Audit and
Accountability Act 2014. The draft accounts presented to us for audit reported a surplus on provision of services of £2,389k, and after audit
We are also required to report whether other adjustments the surplus on provision of services was adjusted to £3,080k. See Appendix B for the adjustments that
information published together with the audited have impacted the surplus on provision of services.
financial statements (including the Annual
Governance Statement (AGS), Narrative Report, is
materially inconsistent with the financial statements
or our knowledge obtained in the audit or otherwise
appears to be materially misstated.
Value for Under the National Audit Office (NAO) Code of We have completed our risk based review of the Council’s value for money arrangements. We have concluded that
Money Audit Practice (the Code'), we are required to the Council has proper arrangements to secure economy, efficiency and effectiveness in its use of resources.
arrangements  report if, in our opinion, the Council has made

proper arrangements to secure economy, efficiency
and effectiveness in its use of resources ('the value
for money (VFM) conclusion’).

We therefore anticipate issuing an unqualified value for money conclusion, as detailed in Appendix D. Our findings
are summarised on pages 17 to 21.
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Headlines (continued)

The Local Audit and Accountability Act 2014 (‘the Act’) We have not exercised any of our additional statutory powers or duties.

Statutory
duties also requires us to: . . We have completed all of our work under the Code and we are able to certify the completion of the audit when we give our
* report to you if we have applied any of the audit opinion.
additional powers and duties ascribed to us under
the Act; and
* To certify the closure of the audit.
Acknowledgements

We would like to take this opportunity to record our appreciation for the assistance provided by the finance team and other staff during our audit.

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19



Financial statements

Summary

Overview of the scope of our audit

This Audit Findings Report presents the observations arising from the audit that are

significant to the responsibility of those charged with governance to oversee the financial
reporting process, as required by International Standard on Auditing (UK) 260 and the . . .
Code of Audit Practice (‘the Code’). Its contents have been discussed with management. W€ have not had to alter or change our audit plan, as communicated to you in March 2019.

As auditor we are responsible for performing the audit, in accordance with International

Standards on Auditing (UK) and the Code, which is directed towards forming and Conclusion
expressing an opinion on the financial statements that have been prepared by
management with the oversight of those charged with governance. The audit of the
financial statements does not relieve management or those charged with governance of
their responsibilities for the preparation of the financial statements.

« Substantive testing on significant transactions and material account balances, including
the procedures outlined in this report in relation to the key audit risks.

We have completed our audit of your financial statements and we intend to issue an
unqualified audit opinion as detailed in Appendix D.

Audit approach

Our audit approach was based on a thorough understanding of your business and is risk
based, and in particular included:

» An evaluation of your internal controls environment, including its IT systems and
controls;

Our approach to materiality

The concept of materiality is fundamental to the preparation of the financial statements and ~ On receipt of the draft accounts, as the gross expenditure in 2018/19 had reduced by a
the audit process and applies not only to the monetary misstatements but also to disclosure relatively significant margin compared to the prior year expenditure on which we had

requirements and adherence to acceptable accounting practice and applicable law. based the planning materiality, we accordingly revised our materiality downwards for
the audit.
Council Amount (E) Group Amount (£) Qualitative factors considered
Materiality for the financial statements 1,436,000 1,436,264 We have determined financial statement materiality based on a proportion of the

gross expenditure of the Council for the financial year.

Performance materiality 1,005,200 1,005,372 The maximum amount of misstatement the audit team could acceptin an
individual account or group of related accounts. This is less than materiality due to
“aggregation risk”.

Trivial matters 71,800 71,812 We are obliged to report uncorrected omissions or misstatements other than those
which are ‘clearly trivial’ to those charged with governance
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Financial Statements

Audit findings — significant risks

Risks identified in our Audit Plan

Commentary

o Improper revenue recognition
We have considered the rebuttable presumed risk under ISA (UK) 240
that revenue may be misstated due to the improper recognition of
revenue.

We have rebutted this presumed risk for revenue streams that are
derived from Council Tax, Business Rates and Grants on the basis that
they are income streams primarily derived from grants or formula
based income from central government and tax payers and that
opportunities to manipulate the recognition of these income streams is
very limited.

We have not deemed it appropriate to rebut this presumed risk for
fees, charges and other service income as we do not have cumulative
audit testing knowledge of these revenues being your new auditor, and
the adoption of IFRS15 Revenue from Contracts with Customers could
materially affect recognition of this income.

We therefore identified the occurrence and accuracy of these income
streams and the existence of associated receivable balances as a
significant risk of material misstatement.

Auditor commentary

For all material income streams where we have not rebutted the presumed risk of revenue recognition
we have:

evaluated your accounting policy for recognition of income for appropriateness and compliance with
LG Code of Practice;

updated our understanding of your system for accounting for income and evaluated the design of the
associated controls;

reviewed and sample tested income to supporting evidence;

evaluate and challenge significant estimates and the judgments made by management, including
those around the adoption of the new IFRS15.

Our audit work has not identified any issues in respect of revenue recognition.

9 Management override of controls

Under ISA (UK) 240 there is a non-rebuttable presumed risk that the
risk of management over-ride of controls is present in all entities. The
Council faces external scrutiny of its spending and this could potentially
place management under undue pressure in terms of how they report
performance.

We therefore identified management override of control, in particular
journals, management estimates and transactions outside the course
of business as a significant risk, which was one of the most significant
assessed risks of material misstatement.

Auditor commentary

We have:

evaluated the design effectiveness of management controls over journals;
analysed the journals listing and determined the criteria for selecting high risk unusual journals;

tested unusual journals recorded during the year and after the draft accounts stage for
appropriateness and corroboration;

gained an understanding of the accounting estimates and critical judgements applied made by
management and considered their reasonableness with regard to corroborative evidence;

evaluated the rationale for any changes in accounting policies, estimates or significant unusual
transactions.

Our audit work has not identified any issues in respect of management override of controls.
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Financial statements

Audit findings — significant risks

Risks identified in our Audit Plan

Commentary

Valuation of land and buildings

The Council revalues its land and buildings on a five-yearly
rolling basis to ensure the carrying value in the Authority
financial statements is not materially different from the
current value or the fair value (for investment properties and
surplus assets) at the financial statements date. This
valuation is carried out by the Council’s internal valuers,
professional valuers and independent property managing
consultants contracted by the Council This valuation
represents a significant estimate by management in the
financial statements due to the size of the numbers involved
and the sensitivity of this estimate to changes in key
assumptions.

Additionally, management need to ensure the carrying value
in the Council financial statements is not materially different
from the current value or the fair value (for investment
properties and surplus assets) at the financial statements
date, where a rolling programme is used.

We therefore identified valuation of land and buildings,
particularly revaluations and impairments, as a significant
risk, which was one of the most significant assessed risks of
material misstatement, and a key audit matter.

Valuation of Heritage Assets

Heritage assets were held at £15m at the 31 March 2018
balance sheet date. The Authority revalues heritage assets
periodically based on market value as approximated by their
insurance value. The insurance values are reviewed
annually to ensure there have been no material changes,
and where there are other indications of impairment their
carrying amount will be reviewed.

The valuations of heritage assets, particularly revaluations
and impairments, is also a significant risk.

The risk of misstatement in the valuations of land, buildings
and heritage assets was one of the most significant
assessed risks of material misstatements, and a key audit
matter.

Auditor commentary
We have for land and buildings:

» evaluated management's processes and assumptions for the calculation of the estimate, the instructions issued to
valuation experts and the scope of their work;

» evaluated the competence, capabilities and objectivity of the valuation expert;

wrote to the valuer to confirm the basis on which the valuation was carried out to ensure that the requirements of the
Code are met;

» challenged the information and assumptions used by the valuer to assess completeness and consistency with our
understanding;

« assessed how management have challenged the valuations produced internally, by professional valuers and by
independent property managing consultants to assure themselves that these represent the materially correct current
value;

» tested revaluations made during the year to see if they had been input correctly into the Council's asset register;

» evaluated the assumptions made by management for any assets not revalued during the year and how management
has satisfied themselves that these are not materially different to current value.

During the year, £39.5 million of assets were revalued representing 34% of land and buildings held on the balance sheet
at current or fair value. The remaining £75.6 million of assets held at current value were revalued in earlier years or
acquired in the year. The Code of Practice allows a rolling programme of revaluation over a short period, but does place a
requirement on management to consider and ensure that assets not revalued in year are not materially misstated.

Management did not prepare a working paper to address whether assets had been impaired during the year, and also did
not specifically set out in detail their own assumptions and estimates of the potential movements in value for assets not
revalued during the year. Although management do revalue all very high value assets the total of assets not revalued is a
very material amount and a relatively small movement in the value of this total could be material to the accounts.

In the absence of a detailed management working paper, we have developed our own point estimate of the movement in
values using information of possible variations provided by our own auditor's expert, and we made further inquiries to the
management’s professional valuers. Through this work we were able to gain assurance that assets not revalued in the
year are not materially misstated. We have recommended that management strengthen future working papers in this area
to provide a detailed assessment that can be audited. See Appendix A.

Other audit work carried out around the assets revalued has not identified any further issues.

Heritage Assets: these assets are not required to be revalued annually, but should be reviewed sufficiently regularly to
ensure that valuations remain current. We reviewed the insurance valuations which are used as the basis for the
estimation of the market value of heritage assets, and we challenged the basis of and assumptions underlying the
valuation method for reasonableness. Our working around heritage assets has not identified any issues.

©2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council |
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Financial statements

Audit findings — significant risks

Risks identified in our Audit
Plan

Commentary

e Valuation of pension fund net
liability
The Council's pension fund net
liability, as reflected in its balance
sheet as the net defined benefit
liability, represents a significant
estimate in the financial statements.

The pension fund net liability is
considered a significant estimate
due to the size of the numbers
involved (£41.6 million in the
Council’s unaudited balance sheet
at the 31 March 2019, adjusted to
£46 million after audit adjustments)
and the sensitivity of the estimate to
changes in key assumptions.

We therefore identified valuation of
the Council’s pension fund net
liability as a significant risk, which
was one of the most significant
assessed risks of material
misstatement, and a key audit
matter.

Auditor commentary
Our work included:

documenting our understanding of the process and controls put in place by management to ensure that the Council’s pension fund net
liability is not materially misstated and evaluating the design of the associated controls;

liaising with the auditors of East Sussex Pension Fund to evaluate the instructions and accuracy/completeness of information issued by
the Pension Fund to their management expert (actuary — Hymans Robertson) for this estimate and the scope of the actuary’s work;

assessing the competence, capabilities and objectivity of the actuary who carried out the pension fund valuation;

testing the consistency of the pension fund asset and liability and disclosures in the notes to the core financial statements with the
actuarial report from the actuary;

undertaking procedures to confirm the reasonableness of the actuarial assumptions made by reviewing the report of the consulting
actuary (as auditor’s expert) and performing additional focussed audit procedures suggested within the report; and

obtaining assurances from the auditor of East Sussex Pension Fund as to the controls surrounding the validity and accuracy of
membership data; contributions data and benefits data sent to the actuary by the pension fund and the fund assets valuation in the
pension fund financial statements.

We report our findings of the assessment of the actuary and on our work around the financial assumptions used by the actuary on the key
judgements and estimates page 11.

During the year two legal cases were heard impacting on pensions and their accounting. The McCloud case relates to the Court of Appeal
ruling that there was age discrimination in certain public sector pension schemes where there were transitional protections given to scheme
members. Discussion is ongoing in the sector regarding the potential impact of the ruling on the financial statements of Local Government
bodies. The GMP case relates to the High Court ruling that GMPs must be equalised between men and women and that past underpayments
must be corrected.

Your actuary assessed the impact of the GMP matter as immaterial in its year end reporting to the Council, and our own estimate based on
applying information provided by our auditor’s consulting actuary to estimate the GMP potential liability to a reasonable degree of accuracy
also concluded that it was immaterial and did not need to be provided for.

Management requested an estimate from the actuary of the potential impact of the McCloud ruling. The actuary’s estimate was of a possible
increase in pension liabilities of £569k, and an increase in service costs for the 2019/20 year of £67k. This was originally included in the
accounts as a contingent liability. Our view is that the McCloud case gives rise to a past service cost and liability within the scope of IAS 19
as the ruling creates a new obligation which should be accurately estimated and either included in the accounts if material, or disclosed
clearly if immaterial. We reviewed the analysis performed by the actuary, and considered the estimate of the McCloud liability to be
reasonable.

(continued below)
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Financial statements

Audit findings — significant risks

Risks identified in our Audit
Plan

Commentary

e Valuation of pension fund net
liability (continued)

Auditor commentary (continued)

Our work on the net pension liability included analytical testing of the reasonableness of the Council’s share of assets and liabilities, and the
actuarial application of the roll forward approach in estimating the value of the net pension liability. Our analytics suggested there could be a
material error in the actuary’s estimate of the Council’s share of assets. At the time we reported to the Committee in July, we were awaiting a
response from the Council’s actuary to our enquiries.

In order to provide an actuarial estimate quickly for inclusion in the financial statements the actuary uses an estimated return on pension fund
assets as at the financial year end. The actuary estimated a 10.6% return. The actual year end return on assets was 7.3%. As our audit work
implied, this resulted in a material error for the draft accounts presented to the Committee.

Your finance team requested that the actuary produce an updated actuarial estimate to include the actual year end return on pension fund
assets. The revised actuary report also included the additional liability for the impact of the McCloud ruling mentioned above and as reported
in our previous audit findings report.

These two issues meant the estimate of the net pension fund liability increased by £4.4m, which increases the Council’'s Cost of Services by
£548Kk, and increases Other Comprehensive Income and Expenditure by £3.9m. Note due to adjustments between the accounting and
funding basis under regulations this does not impact on the closing General Fund balance. As this was material to the audit we agreed with
management that this should be adjusted in the financial statements. This adjustment is shown in Appendix B.

The adjustment also impacts on the Movement in Reserves Statement, Adjustments between the Accounting Basis and Funding Basis under
Regulations, the Expenditure and Funding Analysis, the Housing Revenue Accounts Income and Expenditure Statement, the Cash Flow
Statement, the Narrative Report and Notes 3/6/17/23 to the accounts where the adjustment has feed-through impact. We have checked that
the adjustment has been accurately reflected in these Statements and Notes to the accounts.

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19 9



Financial statements

Audit findings — other risks

Risks identified in our Audit Plan

Commentary

Migration of ERP system

During the 2018-19 accounting year management have
undertaken a data migration from the previous Agresso
enterprise resource planning (ERP) system to the new
system Unit 4 Business World On ERP system.

The migration took place at the beginning of April 2018.

We regarded this as a risk of material misstatement in the
accounts as our experience of these types of system
migrations has shown that the risk of error in data migration,

either via system incompatibilities or via human error is high.

Auditor commentary
We have:
documented our understanding of and walkthrough the process for the system migration;

reconciled the opening trial balance report from Agresso ERP to the opening balance on Unit 4 Business
World On ERP and to the signed accounts to demonstrate the brought forward transactions and balances
were equivalent and the same as the audited prior year closing position indicating the correct opening
balances;

carried out testing to gain comfort over the correct transfer of historic data.

The working papers provided as evidence for the correct migration of the system were of a poor quality. This
meant our testing of the migration took much more time for the audit team than we would have anticipated.

We also found errors in the transition where items were misposted between codes, or were posted onto the old
system after the new system had been adopted. These errors were later corrected, but again these issues made
it more difficult for us to complete this work and gain sufficient assurance over the material correctness of the
migration.

We have recommended that where system migrations take place in the future, for finance or other systems, that
management strengthen working papers to provide internal assurance around the completeness and accuracy of
the migration and for audit purposes. See Appendix A.

We were satisfied that the system migration had not resulted in misstatement of the accounts.

Group Accounts preparation

A wholly owned subsidiary Hastings Housing Company Ltd.
has in 2018/19 been consolidated into group accounts,
based on it becoming material to the accounts during the
year.

In accordance with ISA (UK) 600, as group auditor we are
required to obtain sufficient appropriate audit evidence
regarding the financial information of the components and
the consolidation process to express an opinion on whether
the group financial statements are prepared, in all material
respects, in accordance with the applicable financial
reporting framework.

We have:

reviewed and tested in detail the financials of the subsidiary and the accounting entries made to consolidate
these into the group accounts to gain assurance over the correct accounting treatment;

carried out further audit testing procedures to gain assurance over the material subsidiary balances which
were consolidated into the group accounts.

Our audit work has not identified any issues in respect of the group accounts preparation.

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19 10



Financial statements

Audit findings — key judgements and estimates

Summary of management’s
policy

Audit Comments

Assessment

Net pension You recognise and disclose
liability — your retirement benefit
£41.6m obligation in accordance with

the measurement and
presentational requirement of
IAS 19 ‘Employee Benefits’.

Your net pension liability in the
unaudited draft accounts 31
March 2019 was £41.6m (2018:
40.4m) and after audit
adjustments this was adjusted
to £46m. You engage Hymans
Robertson LLP to provide
actuarial valuations of your
assets and liabilities derived
from this scheme. A full
actuarial valuation is required
every three years. The latest full
actuarial valuation was
completed in 2016. A roll
forward approach is used in
intervening periods, which
utilises key assumptions such
as life expectancy, discount
rates, salary growth and
investment returns. Given the
significant value of the net
pension fund liability, small
changes in assumptions can
result in significant valuation
movements.

management’s actuarial expert was clearly competent, capable and objective;

we have used the work and report of a consulting actuary (as auditor’s expert) to consider whether the
actuarial method of calculating the estimate, including the roll forward approach, is reasonable. We
highlighted one issue with the application of the roll forward approach and this is documented on pages 8
and 9;

we carried out analytical procedures to conclude on whether the Council’s share of LGPS pension assets
and liabilities was reasonable and this resulted in highlighting a material difference in the estimated return
on pension fund assets as at the financial year end used by the actuary to provide an early estimate for
inclusion in the accounts, and the actual return. Once the actual return was included this resulted in a
material adjustment to the net pension liability as documented on pages 8 and 9;

the information used by the actuary was complete and accurate;

the auditors’ expert has also assessed the assumptions made by your actuary providing the auditor with
indicative ranges for assumptions. Where the actuary has applied a different assumption for the Council
estimate we have challenged the reasoning behind this:

Assumption Actuary Value Auditor’s Assessment
expert range

Discount rate 2.4% 2.4-2.5%

Pension increase rate 2.5% 2.4-2.5%

RPI 3.4% 3.4-3.5%

Life expectancy — Males currently aged 65 / 22.1/23.8 21.5-22.8/

45 23.7-24.4

Life expectancy — Females currently aged 24.4/26.3 24.1-25.1/

65/ 45 26.2-26.9

the disclosure of the estimate in the financial statements was considered adequate;

Assessment

® Wedisagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentially materially misstated
We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider optimistic
We consider the estimate is unlikely to be materially misstated however management'’s estimation process contains assumptions we consider cautious
We consider management’s process is appropriate and key assumptions are neither optimistic or cautious

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19
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Financial statements

Audit findings — key judgements and estimates

Accounting area Summary of management’s policy

Audit Comments

Assessment

Going concern Your accounts have been prepared on the going
concern basis. Public sector bodies are assumed to
be going concerns where the continuation of the
provision of a service in the future is anticipated, as
evidenced by inclusion of financial provision for that

service in published documents.

As auditors, we are required to “obtain sufficient appropriate audit evidence
about the appropriateness of management's use of the going concern
assumption in the preparation and presentation of the financial statements and
to conclude whether there is a material uncertainty about the entity's ability to
continue as a going concern” (ISA (UK) 570).

We have subjected the 2019/20 budget and Medium Term Financial Strategy
(MTES) to 2023/24 to detailed scrutiny, and reviewed the planned PIER
savings proposals for 2019/20 in our consideration of the appropriateness of
management’s use of the going concern assumption. We have also taken into
account your strong cash and net assets position.

In 2019/20 you have sufficient available usable reserves to close the
anticipated budget gap. We have carried out work on your financial
sustainability (see value for money work) and concluded your financial planning
is robust and your current reserves position provides an appropriate level of
flexibility.

We have not identified any material uncertainty in relation to your ability to
continue as a going concern.

The Foreshore
Charitable Trust

Although the Council is the sole trustee of the
charitable trust, it is not consolidated into the group
accounts. This is because a management critical
judgement is that the scheme is so constituted as to
prevent the Council from obtaining any benefit from
the Trust’s activities.

We have discussed this critical judgement with management, and obtained a
more detailed commentary on the constitution of the charitable fund.

We have reviewed the constitution of the charitable fund to confirm the basis of
management’s critical judgement and the way Council Committees have been
structured so that the Council does not control the charitable Trust.

We were satisfied that this critical judgement was reasonable.

Assessment

® Wedisagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentially materially misstated
We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider optimistic
We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptions we consider cautious

We consider management'’s process is appropriate and key assumptions are neither optimistic or cautious

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19
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Financial statements

Audit findings — key judgements and estimates

Accounting area

Summary of management’s policy

Audit Comments

Assessment

Provisions for
receivable

The Council makes allowance for the non-recoverability of receivables
relating to housing benefit overpayments, council tax, non domestic
rates and trade receivables. These allowances are management
estimates based on historic experience, judgement and experience
across the sector.

Housing benefit overpayments: a provision of 50% based on a
recoverability analysis.

Trade receivables general bad debt provision: the Council has
provided for specific debt known to be unrecoverable, and 50%
provision for balances older than 90 days. This excludes all other
local authorities and public bodies. There is then a 10% provision
against all other balance less than 90 days but greater than 10 days,
again excluding other local authorities and public bodies.

NNDR appeals provision: the basis of the NNDR provision is a 4.7%
provision for all NNDR still outstanding from 18/19 and a 100%
provision for balances due from before 2011.

Council Tax arrears provision: The council tax provision is a 2.8%
provision for all council tax still outstanding from 18/19 and a 100%
provision for balances due from before 2008/09.

We reviewed the reasonableness of the recoverability analysis and
we were satisfied that a provision of 50% was reasonable.

We reviewed the ageing of debt and the variance in trade receivables
year on year to conclude on the reasonableness of this provision.
The exclusion from the provision of all other local authorities and
public bodies is considered reasonable as from prior experience
these bodies are often slow to pay each other but the debt is
recoverable over time.

We have reviewed the basis of this provision and consider this to be
reasonable based on the assumptions underlying the provision and
previous success rates.

We have reviewed the basis of this provision and consider this to be
reasonable based on prior year collection rates and also the prior
year provision rates.

Assessment

® Wedisagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentially materially misstated
We consider the estimate is unlikely to be materially misstated however management'’s estimation process contains assumptions we consider optimistic
We consider the estimate is unlikely to be materially misstated however management'’s estimation process contains assumptions we consider cautious
We consider management’s process is appropriate and key assumptions are neither optimistic or cautious
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Financial statements

Audit findings — matters discussed with management

This section provides commentary on the significant matters we discussed with management during the course of the audit.

Significant matter

Commentary

o Supporting working papers to the
accounts preparation and availability
of key finance contacts

During the audit we found that there were not clear working papers to
support each note in the accounts, and that sub-systems through
which significant volumes of transactions in the accounts are
recorded, such as Council Tax and Business Rates income and
Housing Benefits expenditure, were not supported by clear
reconciliations to provide assurance of the completeness and
accuracy of accounting in the general ledger for transactions in these
sub-systems.

These issues, along with difficulty in closing down testing queries as
highlighted in this report, have meant that the on site fieldwork has
taken longer that planned and as at the date of writing the report
there were areas of work still outstanding. This was exacerbated by
some periods of unavailability of key finance contacts who had put
together the accounts.

Auditor view

We have recommended that management strengthen future
working papers for their own internal assurance, and to
support a more efficient audit. See Appendix A.

Management response
See Appendix A.

9 Errors within debtors balances

In our sample testing of debtors we found a significant number of
small errors. Some of these were in housing benefit overpayments
debtors where it appeared that some historic balances which had
already been paid were still being included as debtor assets in the
accounts. As at the date of writing this report an analysis had been
made by management to suggest the error was limited in extent to a
maximum of £160k but subsequently issues with this analysis have
been found to suggest that the error could be larger.

There were also further small errors around the cut off recognition of
debtor accruals at year end.

Auditor view

We have recommended that management strengthen
debtor reconciliation controls and introduce a review of the
accrual process either to introduce a reasonable de-
minimus for making accruals or to ensure all accruals are
correct through tightening review of cut off processes. See
Appendix A.

Management response
See Appendix A.

e Unpaid leave accrual

Management have made a judgement that as this accrual is not
material to the accounts they will not include this in the statutory
accounts.

This is an additional liability for the Council at the 31 March 2019 .We
have reviewed data provided by management to support the view that
the accrual would be immaterial. As the amount is above the trivial
threshold for the audit we are required to report this as an unadjusted
audit misstatement to those charged with governance.

Auditor view

We have included an unadjusted misstatement in Appendix
B.

Management response
See Appendix A.
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Financial Statements

Other communication requirements

We set out below details of other matters which we, as auditors, are required by auditing standards and the Code to communicate to those charged with governance.

© ©®©0 ® ® ©

Issue

Commentary

Matters in relation to fraud

We have previously discussed the risk of fraud with management and the Audit Committee. We have not been made aware of any
significant incidents in the period and no issues have been identified during the course of our audit procedures.

Matters in relation to related
parties

We are not aware of any related parties or related party transactions which have not been disclosed.

Matters in relation to laws and
regulations

You have not made us aware of any significant incidences of non-compliance with relevant laws and regulations and we have not
identified any such incidences from our audit work.

Written representations

A letter of representation has been requested.

Confirmation requests from
third parties

We requested from management permission to send confirmation requests in respect of your bank, investments and loans balances.
This permission was granted for all institutions and the requests were sent. All of these requests were returned with positive
confirmation.

Disclosures

Our review found no material omissions in your financial statements. We identified a number of immaterial disclosure adjustments
which are set out later within this report.

Note 4 to the accounts sets out the key areas of estimation made by management. Expected practice is that a sensitivity analysis is

provided for each key estimation to inform the reader of the impact of any change in the assumptions made in arriving at the estimate.

The Council does not do this for all of the disclosed key estimates and this should be considered for the future.

Audit evidence and
explanations/significant
difficulties

Except for the outstanding items noted on page 3, all information and explanations requested from management was provided.

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19
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Financial statements

Other responsibilities under the Code

Issue

Commentary

o Other information

e We are required to give an opinion on whether the other information published together with your audited financial statements
(including the Annual Governance Statement, Narrative Report and Pension Fund Financial Statements), is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated.

The narrative report is balanced and largely covers the expected content as per the Code of Practice. No inconsistencies have been
identified.

We highlighted one improvement area for management’s future consideration in respect of the AGS. Many councils highlight specifically
how their control environment addresses the 7 criteria under the 2016 Code to transparently demonstrate the completeness of their
control environment.

We plan to issue an unmodified opinion in this respect — refer to Appendix D.

9 Matters on which we report by
exception

We are required to report on a number of matters by exception in a numbers of areas:

¢ [f the Annual Governance Statement does not meet the disclosure requirements set out in the CIPFA/SOLACE guidance or is
misleading or inconsistent with the other information of which we are aware from our audit

e If we have applied any of our statutory powers or duties
We are still completing our work in this area, but to date we have nothing to report on these matters.

9 Specified procedures for
Whole of Government
Accounts

We are required to carry out specified procedures (on behalf of the NAO) on the Whole of Government Accounts (WGA) consolidation
pack under WGA group audit instructions.

¢ Note that work is not required as the Council does not exceed the threshold,;

e Certification of the closure of
the audit

We intend to certify the closure of the 2018/19 audit of the Council in the audit opinion, as detailed in Appendix D.

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19
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Value for Money

Value for Money

Background to our VFM approach
We are required to satisfy ourselves that the Council has made proper arrangements for

securing economy, efficiency and effectiveness in its use of resources. This is known as
the Value for Money (VFM) conclusion.

We are required to carry out sufficient work to satisfy ourselves that proper arrangements
are in place at the Council. In carrying out this work, we are required to follow the NAQO's
Auditor Guidance Note 3 (AGN 03) issued in November 2017. AGN 03 identifies one single
criterion for auditors to evaluate:

“In all significant respects, the audited body takes properly informed decisions and deploys
resources to achieve planned and sustainable outcomes for taxpayers and local people.”

This is supported by three sub-criteria, as set out below:

Informed

decision
making

Value for
Money
arrangements

criteria

Working Sustainable
with partners resource
& other third deployment

parties

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19

Risk assessment

We carried out an initial risk assessment in February 2019 and identified three significant
risks in respect of specific areas of proper arrangements using the guidance contained in
AGNO03. We communicated these risks to you in our Audit Plan dated 12 March 2019.

We have continued our review of relevant documents up to the date of giving our report,
and have not identified any further significant risks where we need to perform further work.

Our work

AGN 03 requires us to disclose our views on significant qualitative aspects of the Council's
arrangements for delivering economy, efficiency and effectiveness.

We have focused our work on the significant risks that we identified in the Council's
arrangements. In arriving at our conclusion, our main considerations were:

1. Performance in the current 2018/19 year, the reforecast budget, reasons for in-year
variances, and how performance was reported.

2. The reasonableness of the process, method and assumptions underlying the setting
out of your Medium Term Financial Strategy.

3. The considerations undertaken by management in setting the minimum level of
reserves to hold.

We have set out more detail on the risks we identified, the results of the work we
performed, and the conclusions we drew from this work on pages 17-20.

In the 2018/19 financial year, your management have internally analysed reserve levels
and risks using a range of CIPFA developed indicators, and have benchmarked the Council
against other authorities. This was reported in the February 2019 budget report to
members, and although the current level of reserves as a % of your net expenditure was
135%, by the end of the next financial year useable reserves are expected to decrease to
around 91% of net expenditure, a level which will compare much less favourably to
neighbouring districts. This may become a mandatory reporting requirement in the 2019/20
year onwards. We recommend that management keeps these indicators under close
review and continues to report on these indicators annually to those charged with
governance, regardless of whether they become mandatory reporting requirements.

Overall conclusion

Based on the work we performed to address the significant risks, we are satisfied that the
Council had proper arrangements for securing economy, efficiency and effectiveness in its
use of resources.
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Value for Money

Key findings
We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents.

Significant risk as set out in the audit plan

Findings

Conclusion

Medium term financial
sustainability

The Council had deficit results on its provision
of services for the 2016/17 and 2017/18 years.
These were relatively small deficits which could
be alleviated through use of reserves. At 31
March 2018 the usable reserves stood at
£21.7m, a level which is considered by the
Council to be sufficient to ensure the ongoing
sustainability of the organisation. You are
responding to funding challenges in a variety of
ways, through identifying efficiencies & new
sources of funding, working with partners, and
engaging in service redesign.

For the 2018/19 year, Council set a budget for
a £1.7m deficit for the 2018/19 year, and the
Medium Term Financial Strategy set out
expectations of funding gaps of between £2-
3m for each of the subsequent 3 years before
use of reserves. There are savings and income
generation plans in place which will mitigate
some of the impact, but the expected results
will entail significant use of the Council's
current usable reserves which will be difficult to
replenish. savings plans is inherently uncertain
and risk and this could put overall budget
achievement in doubt. There is currently no
reasonable estimate that can be made for the
impact of the 2020/21 Fair Funding Review
and potential changes to Business Rate
retention.

For these reasons we cited medium term
financial sustainability as a risk that the Council
could fail to achieve Economy, Efficiency, and
Effectiveness in use of its resources in 2018/19
and beyond.

Financial performance 2018/19

During the 2018/19 year the Council set a revised budget in early February 2019 to
acknowledge and plan for the additional spending pressures being experienced at that
point in the year. The Council, like most others, has experienced a significant increase in
pressure on demand led budgets, and at the year end the Council delivered a General
Fund outturn deficit of £681k, a positive variance against the revised budget of £747k.
You continue to use the transition reserve (£481k in 2018/19) which was funded by an
Efficiency Grant from government, and put in place to address the particularly
challenging balance between reductions in income, and increase in demand for services,
while the Council makes the transition to embedding properly recurring savings and
generating more income locally to fund services.

The capital programme continued to schedule behind plan, by £2,065k in 2018/19. This
is in part due to continued underspends against grants given for Disabled Facilities and
improvements to the Harbour Arm and New Groynes.

In the year the Council has slightly increased its usable reserves (across General
Reserve and Earmarked Reserves) by about £650k.

Priority Income and Efficiency Review (PIER) savings schemes in the year have under
achieved by £161k against a budgeted savings total of £703k, including the expected
contribution from the Hastings Housing Company, and increased income from
investment in energy projects not yet delivering. Expenditure on temporary
accommodation for the homeless also continued to outstrip expectations in 2018/19 by
£90k. These pressures demonstrate the scale of the challenge to deliver PIER savings to
address budget gaps going forwards.

Our discussions with management and review of the final outturn report as issued to
Cabinet indicates that overspends leading to the revised budget are largely structural
local market issues indicating a permanent increase in costs or demand which will likely
continue in coming years.

Particularly in the context of having re-set the budget at quite a late stage in the
current financial year, the Council will have to make sure that structural demand
pressures manifesting as budget overspends, and PIER savings schemes which
may not be achievable are adequately factored into the MTFS in future years as
recurrent increases in costs, and reductions in anticipated savings/increases in
service income. These will need to be mitigated through service transformation, or
through the identification of alternative PIER efficiency savings.

Auditor view

Through the work completed and our

findings as documented adjacent we
have concluded Hastings Borough

Council had proper arrangements for

securing economy, efficiency and
effectiveness in its use of resources.
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Value for Money

Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents.
Significant risk Findings Conclusion
Medium term  Financial planning (MTFS) 2019/20 to 2023/24 See above

financial
sustainability
(continued)

For the 2019/20 year the Council has set a balanced budget, with a total service expenditure of £13.4m, and a contribution from
reserves of £1.7m. Key components and assumptions to the budget year on year include:

- 2.99% increase on Council Tax
- 2% salary inflation

- Reductions in grant funding (some mitigated by compensatory government funding in the interim during transition) resulting in a
reduction of £647k in year

- £1.5m additional cost pressures due to bringing street cleaning in house and re-letting the waste contract
- Net additional income generation of £713k

The contribution from reserves closes the budget gap between net expenditure and available funding within the next 2018/19 year.
PIER savings in the 2019/20 amount to £1.43m, and these should be viewed as relatively high risk given underachievement of PIER
savings in 2018/19. Some of the 2019/20 PIER savings plans relate to service reviews and more impactful transformational plans
(such as changes to the current recycling arrangements), and these have potential to realise greater levels of savings and achieve this
target but also have attached risk due to the greater need for staff time and investment in recognising the savings fully.

Your Medium Term Financial Strategy (MTFS) is the key financial planning document which sets out the financial implications of your
corporate strategy over 5 years for the purposes of decision making and for you to provide assurance that you have a sustainable
position in place to deliver service priorities and other investments in the local area. We have met with key members of your finance
team to discuss and review the method for building the MTFS and in particular the robustness and realism underlying key assumptions,
the Pier savings plans which are included and any areas where significant new/increased areas of revenue have been included.

The MTFS, much like the 2019/20 budget, starts from a baseline of the previous year budget adjusted for what is known in terms of cost
and income variations from the actual outturn to set an "adjusted base" position. There is then an iterative process of layering on
inflationary assumptions including staff pay increases, known and assumed increases in services pressures, reductions in grants and
other revenues, any strategic driven spending commitments and plans which would drive revenue increases. Once this is complete, for
this Council as we would expect from our experience across the Local Government sector, this leaves a Budget Gap between the
expected expenditure required to maintain services and investment, and the resources expected to be available. For 2019/20 this
Budget Gap has been closed by identified savings plans which management view as being achievable. However in the following three
years there are predicted budget gaps of £2.436m in 2020/21, £1.791m in 2021/22 and £1.897k in 2022/23.

The MTFS will be reviewed in September 2019/20 and alongside this the Council will be making substantial updates to the Capital
Strategy. In our discussions with management we have been informed of forward looking development and regeneration plans that
include potential leisure centre development, house building and development of greenfield sites. Management’s aim is to have
sufficient resources in place to increase affordable and flexible use housing in the district, and to improve amenities/facilities for
residents, but this will be highly dependent on the success and return on planned PIER schemes. It is too early for us to conclude on
this area, and we will therefore keep a watching brief here as we move into our value for money planning for 2019/20.

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19
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Value for Money

Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents.
Significant risk Findings Conclusion
Medium term Fiscal Indicators and Reserves Levels See above

financial
sustainability
(continued)

Each year your management assess the level of reserves that they believe it is prudent for the Council to hold. Management
base this on these following factors:

(i) the cashflow working balance requirement;

(i) considerations of the level of available internal and external funds in the event of unexpected events or an emergency;
(iii) The need to build up funds for known or potential liabilities (earmarked reserves);

(iv) reserves put in place to assist in the transition to becoming a lower spending Council;

(iii) having funds in place for investment.

We compared your proportion of reserves and level of reserves to a set of other similar sized Councils. Your General Fund
and Earmarked reserves total as a percentage of your net service revenue expenditure for the 2018/19 year is 124%. This
compares favourably to other East Sussex and Kent districts with 4 Councils holding a higher percentage of reserves
compared to net service revenue expenditure. The percentage for this indicator ranged from 27% to 267%. This demonstrates
clearly there is no “correct” level of reserves to hold and it very much depends on local circumstances, risk analysis and risk
appetite. We were satisfied that the considerations and assumptions that management have in place to monitor reserves
levels at what they consider to be a safe level are reasonable and detailed. The review of the adequacy of reserves is
presented to the Cabinet alongside the Budget and the MTFS each year.

Your reserves total as a percentage of your net service revenue expenditure for the 2018/19 year by comparison to other East
Sussex districts is shown below:

General fund and earmarked general fund reserves as a percentage
of net service revenue expenditure
140%

1205

10054

Ratio (%)

2

205

Eastbourne Lewes Average Rather Hastings

East Sussex District

W Other districts Hastings Average
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Value for Money

Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents.
Significant risk Findings Conclusion
Medium term We also note that your management have internally analysed reserve levels and risks using a range of CIPFA See above

financial
sustainability
(continued)

developed indicators, and have benchmarked the Council against other authorities. This was reported in the February
2019 budget report to members, and although the current level of reserves as a % of your net expenditure was 135%, by
the end of the next financial year useable reserves are expected to decrease to around 91% of net expenditure, a level
which will compare much less favourably to neighbouring districts as per the analysis above (albeit still at the average
level for 2018/19). This may become a mandatory reporting requirement in the 2019/20 year onwards, and we
recommend that management keeps these indicators under close review and continues to report on these indicators
annually to those charged with governance, regardless of whether they become mandatory reporting requirements.

Based on 2017/18 reserves levels, your management’s analysis identified the level of reserves as being medium risk,
and the reserves depletion time as being a higher risk level. This has not been benchmarked against national
comparatives currently, so the risk level is only indicative, but it is an area of analysis that we would recommend your
management keeps under close review and continues to report on annually to those charged with governance
regardless of whether it becomes a mandatory reporting requirement.

Our view was that management have given reasonable consideration as to whether the reserves provide a sufficient
cushion to weather the on-going financial challenges that you face over the medium term due to reductions in central
government funding and forecast increases in demand for your core services. However, you only have finite reserves
available and it is important that you continue to maintain appropriate budgetary controls. The financial outlook for local
government is at its most uncertain for a generation. It is key that members recognise the current level of reserves
provide a buffer for the uncertainties ahead and do not represent an easy way to resolve immediate budget pressures.

On the basis of this work, we have concluded that the risk is currently sufficiently mitigated and the Council has
proper arrangements in place for securing value for money.

© 2019 Grant Thornton UK LLP | Audit Findings Report for Hastings Borough Council | 2018/19
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Independence and ethics

Independence and ethics

We confirm that there are no significant facts or matters that impact on our independence as auditors that we are required or wish to draw to your attention. We have complied with the

Financial Reporting Council's Ethical Standard and confirm that we, as a firm, and each covered person, are independent and are able to express an objective opinion on the financial
statements

Further, we have complied with the requirements of the National Audit Office’s Auditor Guidance Note 01 issued in December 2017 which sets out supplementary guidance on ethical
requirements for auditors of local public bodies.

Details of fees charged are detailed in Appendix C.

Audit and Non-audit services

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to the Council. We have engaged with the Council to perform
certification work for the housing benefit subsidy claim for the 2018/19 period. The agreed fee for this work is £10,500.
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Appendix A

Action plan

We have identified 5 recommendations for the group as a result of issues identified during the course of our audit. We have agreed our recommendations with management and we will

report on progress on these recommendations during the course of the 2019/20 audit. The matters reported here are limited to those deficiencies that we have identified during the
course of our audit and that we have concluded are of sufficient importance to merit being reported to you in accordance with auditing standards.

Assessment Issue and risk

Recommendations

o Assurance over assets not revalued

We noted in our PPE valuation work we noted that management had not specifically
prepared a working paper to address whether assets had been impaired during the
year, or set out in detail their own assumptions and estimates of the potential
movements in value for assets not revalued during the year. Although management
do revalue all very high value assets the total of assets not revalued represent a
material amount and a relatively small movement in the value of this total could be
material to the accounts.

In the absence of a detailed management working paper , we developed our own
point estimate of the movement in values using information of possible variations
provided by our own auditor’s expert.

We recommend that management strengthen future working papers
in this area to provide a detailed assessment that can be audited.

Management response
Accepted.

9 Migration of ERP system

The working papers which were made available to evidence the correct migration of
the system were of a poor quality, which meant that understanding the testing the
migration took a lot of time for our audit team.

We also found errors in the transition where items were misposted between codes, or
were posted onto the old system after the new system had been adopted. These
errors were later corrected, but again these issues made it more difficult for us to
complete this work and gain sufficient assurance over the material correctness of the
migration.

We recommend that where system migrations take place in the future,
for finance or other systems, management strengthen working papers
to provide internal assurance around the completeness and accuracy
of the migration, and for audit purposes.

Management response
Accepted.

e Supporting working papers to the accounts preparation

During the audit we found that there were not clear working papers to support each
note in the accounts, and that sub-systems through which significant volume
transactions in the accounts, such as Council Tax and Business Rates income and
Housing Benefits expenditure, were not supported by clear reconciliations to provide
assurance as the completeness and accuracy of accounting in the general ledger
for transactions in these sub-systems.

We recommend that management strengthen future working papers
for their own internal assurance, and to support a more efficient audit.

Management response
Accepted.

Controls

® High — Significant effect on control system
Medium — Effect on control system

® Low — Best practice
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Appendix A

Action plan (continued)

Assessment  Issue and risk

Recommendations

e Review of debtors and creditors classifications

We noted in our debtors and creditors review and testing that there had not been a full
review of balances to check classification and in some cases there was not a full
understanding (due to turnover in the finance team) of what the balance related to.

This took some time and investigation in order to get full explanations for balances and
to complete our testing.

We recommend that management strengthen future controls for review
and reconciliation of debtor and creditor balances, and as mentioned
above to produce clear reconciliations to subsystems.

Management response
Accepted.

e Review of debtor existence

We noted in our debtors testing numerous errors which were generally small in
monetary terms, where the debtor either did not exist (had been paid prior to year end)
or the cut off treatment was incorrect.

We recommend that management strengthen debtor reconciliation
controls and introduces a review of the accrual process either to
introduce a reasonable de-minimus for making accruals or ensures all
accruals are correct through tightening review of cut off processes.

Management response

Accepted — the council continues to look to strengthen its debt
recovery teams

Controls

® High — Significant effect on control system
Medium — Effect on control system

® Low — Best practice
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Appendix B

Audit Adjustments

We are required to report all non trivial misstatements to those charged with governance, whether or not the accounts have been adjusted by management.

Impact of adjusted misstatements

All adjusted misstatements are set out in detail below along with the impact on the key statements and the reported net expenditure for the year ending 31 March 2019.

Detail

Comprehensive
Income and
Expenditure
Statement £000

Statement of Financial
Position £’ 000

Impact on total net
expenditure £°000

1 Adjustment due to updating the actuarial estimate of the actual return on pension

Dr Comprehensive

Cr Net pension liability

Dr Expenditure £548k

fund assets and inclusion of the impact of the McCloud judgement Expenditure £3,854k £4,402k
See pages 8 and 9 for full details of the underlying work leading to these adjustments.
2 Various debtor and creditor reclassifications as follows: Nil Dr Short Term Debtors * Nil

- acapital creditor balance of £146k was in fact a debtor balance in 2018/19 and was
reclassified to debtors;

- acremator and crematorium income suspense balance of £110k was incorrectly
classified as a creditor and was reclassified to debtors;

- acollection fund balance Council Tax share of receipts in advance of £934k was
incorrectly classified as a creditor and was reclassified to debtors;

- the balance of £218k held between the council and the Foreshore Charitable Trust was
incorrectly classified as a debtor and was reclassified to creditors.

£1,409k

Cr Short Term Creditors
£1,409k
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Appendix B

Audit Adjustments (continued)

Impact of adjusted misstatements (continued)

Detail

Comprehensive
Income and
Expenditure Statement
£000

Statement of Financial
Position £’ 000

Impact on total net
expenditure £°000

3 Management adjustment to deferred income

Management picked up during the audit that £143k income was incorrectly accounted for in
the 2018/19 year which related to the 2019/20 financial year. They inputted an adjusting

journal to correct this.
We have reviewed the journal made and we agree that the business rationale is correct and

this is a valid journal.

Nil

Cr Short Term Creditors
deferred income £143k

Dr Income £143k

Overall impact

Increase in
Comprehensive
Expenditure £3,854k

Increase in Short Term
Debtors of £1,409k
Increase in Short Term
Creditors of £1,552k
Increase of the Net
Pension Liability of £4,402k

Increase in total net
expenditure of £691k
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Appendix B

Audit Adjustments

Disclosure changes

The table below provides details of disclosure errors and updates identified during the 2018/19 audit.

Disclosure changes

Detail

Result

Adjusted?

Financial Instruments

Fair Value of PWLB borrowings was incorrectly valued at premature
redemption (£78,494k), where it should be valued at the new loan
valuation rate (£67,472k).

Amended in the final financial statements.

v

Pensions Disclosures

In the draft accounts the estimated employer's contributions for the
period to 31 March 2020 was £2,045,000 whereas in the actuarial
report the contributions are £2,475,000.

Amended in the final financial statements.

v

Audit Fees disclosure

We requested that overall total fees were split between external
audit and other services to correctly show the split of services
rendered.

Amended in the final financial statements.

Group accounts

In the group accounts Comprehensive Income and Expenditure
Statement the other non-ringfenced government grants income was
shown as £1,463k which was inconsistent with the total being
brought into the group accounts from the authority general ledger of
£2,574k, a difference of £1,111k. The group accounts were
amended to correct this income to £2,574k.

Amended in the final financial statements.

Financial Instruments
payments in advance

£357k accruals for payments in advance was incorrectly classified
as a financial instrument. This does not represent an obligation to
pay cash in the future, so it is not appropriate to include this debtor
in the financial instruments disclosure.

Amended in the final financial statements.

Financial Instruments
receipts in advance

£1,095k accruals for receipts in advance was incorrectly classified

as a financial instrument. This does not represent a right to receive
cash in the future, so it is not appropriate to include this creditor in

the financial instruments disclosure.

Amended in the final financial statements.
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Appendix B

Audit Adjustments

Disclosure changes (continued)

Disclosure changes Detail Result Adjusted?
McCloud contingent As a result of the adjustment to the pension liability for the inclusion Amended in the final financial statements. ‘/
liability of actual returns on pension fund assets, and the resulting inclusion

of the McCloud liability as a provision in the accounts, the contingent
liability as disclosed in the draft accounts was no longer required
and this needed to be removed from the accounts.

Future minimum lease In our review and testing of leases disclosed in Note 22 to the Amended in the final financial statements. ‘/
payments receivable accounts we found that the total future minimum lease payments

receivable under non-cancellable leases were calculated including

contingent rentals (increases which relate just to inflationary

increase linked to the passage of time and not from significant

contractual changes).

IFRS does not allow for the inclusion of these amounts in the
mimimum lease payments receivable and the contingent rental
received in the year should be accounted for as income received in
the year and disclosed separately. As a result

Lease payments receivable within 1 year was amended from
£4,401k to £4,169k (2017-18 amended from £3,631k to £3,453k)

Lease payments receivable within 2-5 years was amended from
£14,236k to £13,385k (2017-18 amended from £12,119k to
£11,470Kk)

Lease payments receivable after 5 years was amended from
£78,532k to £67,886k (2017-18 amended from £76,316k to
£68,150k)

Related Parties Our view was that the amounts paid to/received from the Foreshore Amended in the final financial statements. /
Trust and Hastings Housing Company Limited, along with the
balance owed to/from these entities was not clearly disclosed in the
related parties note in the draft accounts. The note was updated to
include disclosure of these amounts.
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Appendix B

Audit Adjustments

Disclosure changes (continued)

Disclosure changes

Detail

Result

Adjusted?

Accounting policy
changes

There were some areas where our accounting disclosure checklist
highlighted that the accounting policies in the draft accounts did not
fully comply with the Code/IFRS, as follows:

The Code requires some disclosure of the use of the going concern
basis for local authorities that can only be discontinued under
statutory prescription. This was not disclosed in the draft accounts.

The sensitivity of the actuarial estimate of the net pension liability to
changes in assumptions was not disclosed in detail.

The authority’s debt write off policy was not disclosed.

The authority’s depreciation and amortisation policy did not include
information about the average useful economic life for asset classes,
which meant it was difficult for user of the accounts to fully
understand the policy and year on year changes.

The disclosure of estimation uncertainty (around allowance for debt,
provisions, and PPE valuation for example) did not fully quantify
assumptions and the sensitivity of the estimates to changes in
assumptions.

Amended in the final financial statements.

v

Annual Governance
Statement (AGS)

There were some areas where our review of the AGS highlighted that
it did not fully comply with the Code/IFRS, as follows:

The AGS did not mention the Group relationship, the activities of the
Group, and whether the effectiveness of the system of internal control
include its group activities.

The AGS did not give a view of the the effectiveness of the control
system including group activities.

Amended in the final financial statements.

Minor casting and
consistency
amendments

Through our checks of the financial statements and completion of
disclosure checklists we highlighted a number of minor casting and
consistency errors. These were agreed and amended in the final
financial statements.

Amended in the final financial statements.
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Appendix B

Audit Adjustments

Impact of unadjusted misstatements
The table below provides details of adjustments identified during the 2018/19 audit which have not been made within the final set of financial statements. The Audit Committee is
required to approve management's proposed treatment of all items recorded within the table below.

Note that Item 1 is an error which was identified in testing of representative samples. To evaluate the maximum error we then extrapolate these errors over the full population. Where the
total potential error is immaterial, as these are, we would not request updating the accounts according to an estimated extrapolation, but we are required to report these errors to you as
those charged with governance.

Comprehensive Income and Statement of Financial Impact on total net Reason for not
Detail Expenditure Statement Position expenditure adjusting
1  Overprovision of car leasing expenses in the year (E91K) £91k (E91K) Immaterial extrapolation
We found an error where car leases were overprovided for
by £1,332.10. When extrapolated as described above this
totalled £91,499.76 which is immaterial.
2 Unpaid leave accrual £206k (£206k) £206k Immaterial

Management have chosen not to make an accrual for
unpaid leave based on the estimate of the total liability at
31 March 2019 being immaterial to the accounts.
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Appendix C

Fees

We confirm below our fees charged for the audit and provision of non-audit services:.

Audit Fees

Proposed fee £ Final fee
Council Audit 35,742 TBC (see note below)
Total audit fees (excluding VAT) 35,742 TBC

The audit has taken longer than planned due to the issues highlighted in this report. Consequently, we will hold a discussion with management in due course about additional audit fee.

Non Audit Fees

Fees
Fees for other services £
Audit related services: 10,500
» Certification of the housing benefit subsidy claim
for the 2018/19 period
£10,500
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Appendix D

Audit opinion

Independent auditor's report to the members of Hastings Borough
Council

Report on the Audit of the Financial Statements

Opinlon

We have sudited the financial statements of Hastings Borowgh Cowncil (the ‘Authority’) and its
subsidiary (the ‘graup’) for the year ended 31 March 2018 which comarise the Comprehensive Incoms
ard Expenditure Statement, Movemen! in Ressrses Statement, the Balance Sheet, the Cash Flow
Statement, the Collection Fund Statement, the Group Balanos Shieat, the Group Mosemean! in Reserses
Statement, the Graup Comprehensive Income and Expendibine Statement, and the Graup Cash Flaw
Statement and notes ta the fmancial statements, including a summary of significant sccounting palicies,
The financial reparting framework that has been applied in their preparation i applicable lew and the
CIPFALASAAC code of practice on kecal autharily accounting in the United Kingdam 201818,

In cur opinion, the financial statements:

= give & true and fair view of the financial positian of the group and of the Authodity as al 31 March
2019 and of the graup’s expenditure and income and the Authority's expendiiure and income far the
year then ended;

*  have bean prapared prapery in accordance with the CIPFALASAAT code of practice on lacal
authonty accounting in the United Kingdaom 201812, and

= have bean prapared in accordance with the reguirements of the Local Audit and Accountability Act
2014,

Baszlz for opinien

We canducied owr audil in accordance with International Standards on Auditing (UK} [1SAs (UK} and
applicable law, Dur responsibilities under those standards ane further desoibed in the “Suditor's
respansibiities for the audit of the financial statements’ section of cur repart. We are independent of the
greup and the Autharity in accordance with the athical requirements that are relevant ta aur sudit of the
financial stalemeants in the K, inchiding the FRC's Ethical Standard, and we have fulfilled our ather
athical responsibilities in accordance with thess requirements. We balieve that the awdit avidencs we
hiave obtained is sufficient and appropriate o provide a basis far owr opinian.

concluslons rslating to going concam

We have nathing 1o repor in respect of the follewing matiers in relation o which the [36s (UK) reguire
us 1o repon ta you whers:

*  the Chief Financial Officer’s use of the going cancem basis of accounding in the preparation of the
firancial statements is not approgriale; ar

»  the Chief Financial Officer has not disclesed in the finandal statements any identified material
uricerisinties that may cast significant doubt abaut the group's ar the Autharity's ability s continue 1o
adopt the going concarn basis of accounting for 2 period of &t leas? twelve months from the date
when the financial statements are authonised for issae,

Other Information

The Chief Financial Officer is respansible for the ather information. The athar information comprises the
informatian included in the Financial Repart and Statement of Ascounts, the Narative Repart, and the
Annual Governanoe Statement, other than the Authority and group inancial statements and, our
auditer's repart therean, Qur opinken on the financial stabsments does nat cover the ather information
ard, exeep! o the extent athersise axplicitly stated in our report, we do not express any fomrm of
assurance conclusion thersan.

In connection with aur awdit of the financial statements, our respansibility is o read the other information
and, in daing so, consider whether the other infarmation is materially inconsistent with the financial
statements ar aur knawledge of the group and Authority obiained in the audit o athersiss appears b be
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We anticipate we will provide the Group with an unmodified audit report:

materially misstated. f we identify such matedal inconsisiencies or apparent mateial misstaiements, we
are required (o determine whether there is a material misstatement in the financial statements or &
material misstatement of the other information. i, based on the work we have perfarmed, we conchids
cthat there is a material misstatemant of this ather infoemantion, we ane reguired fo repeet that fact,

‘W have nathing 1o report in this regard.

oOther Information we are requirad to report on by exception under the Code of Auwdlt Practice
Undhar the Code of Audit Practice published by the Mational Aud Office on babalf of the Comptrailer
ard Auditor Genaral (the Code of Audit Praclice) we are required o consider whether the Annual
Govarnance Statement dass not camply with the ‘Delivering Good Govemancs in Lozal Government:
Framewark (2016) publlished by CIPFA and SOLACE or is misleading ar inconsistent with the
infarmation of which we are aware from our awdit. We are nol reguired fo consider whether the Annual
Governance Statement addresses all isks and controls or that risks are satisfacionly addressed by
internal canfrols.

‘W have nathing 1o report in this regard.

Opinion on other matter required by the Code of Audlt Practice

In cur opinion, based on the work undertaken in the course of the auwdit of the financial statements and
aur krevaledge of the Autharity gained through our wark in relatian to the Autharity's arrangemants for

sucuring aconamy, efficiensy and effeciivenass in fs use of resources, the ether information published
together with the financial statements in the Financial Report and Statement of Accounts, the Narrative
Report, and the Annual Governance Statement for the financial year for which the inancial statemants
are prepared is consistent with she fmancial statements.

Matters on which we are required to report by excepilon
Under the Code of Audit Practice, we are requined ba repart to you i

= we imswe a report in the public interest under section 24 of the Local Awdit and Accountabiity Act
2014 i the course of, ar at the conclusion of the audit; or

o e inake 3 writlen recomimendatian o the Authadty under section 24 of the Local Audit and
Accountability Act 2014 in the coursa af, or af the conchision of the audit; o

= wemake an application to the court for @ declaration that an item of accaunt is contrary b law under
Section Z8 of the Local Audit and Accountability Act 2014 in the cowrse of, or at the conclusian of the
audt; ar;

o e Esie an advisory natice under Section 20 of the Local Audit and Accauntability Act 2014 in the
course of, or at the conclugion of the audit ar

= we make an application for udicial review under Section 31 of the Lecal Audit and Accountabdity St
2014, in the course of, or at the conclusion of the audit

W have nathing 1o repor in respect of the abave matters.

Responzibilitiss of the Authority, the Chisf Financial OfMicer and Thoses Charged with
Go for the tat it

g explained mone fully in the Statement of Respansibilities, the Authority is reguired o pgss
AranpETEDRL for the proper adrministration of its financial affsins and o securs that one of i aficers
hias the respansibility for the sdministration of those affars. In this autharity, that officar is the Chief
Fimancial Officar. The Chief Financial Officer is responsible for the preparation of the Statement of
Accaunis, which includes the fnancial statements, in sccordance with proper praclices as sat cul in the
CIPFALASAAC code of practice on kecal autharity accounting in the United Kingdam 201819, far being
satisfied that they give a true anrd fair view, and for such internal cantrel as the Chisf Financial Officer
determines is necessary b enable the preparation of financial statements tat are fres oo massrial

migstatement, whather due o fraud or error

In preparing the financial statements, the Chief Financial Officer is respansible for assassing the group's
ared the Authority's ability (o cantinue as a going cancern, disclosing, as applicable, matters related 1o

32



Appendix D

Audit opinion (continued)

gaing cancem and using the going concern basis of sccounting unless there is an intention by
govemment that the sarvices provided by the Authority will fo leager be provided.

The Audit Commities is Thase Charged with Governance. Those chamed with gavernance are
responsible for aversesing the Authority's financial reparting process.

Audltors responeibiities for the audit of the Mnancial statemants

Our ohjectives ane 1o obiain reasanable sssurance showt whether the fnancial statements as a whale
are free from material misstatement, whedber dus 1o fraud or erar, and 1o issue an auditons repart thad
includes aur opinion. Reasonable assurance i & high level of assurance, bul is not a guarantes that an
audit conducted in accordance with [3As [UK) will abways detect a materal misstatemeant when il exists,
Misstaiements zan arise from frawd ar error and are considersd material #, individually or in the
aggregate, thay could reasonatbly be expacted 1o influence the ecanomic decisions of users taken on
the basis of these financial stalements.

A further descriplion of our responsibiites Tor the audil of the financial statements is [ocated on the
Finanzial Reporting Council's website at: waw fre orm. ukfsuditarsrespansibilities. This description forms
part of aur suditar's repoe.

Report on other legal and regulatory requirements - Conclusion on the
Authority’s arrangements for securing economy, efficiency and
effectiveness in its use of resources

Conclusion

On the basis of our waork, having regard %o the guidance on the specified critenan issued by the
Camptroller and Awditar Senecal in November 2017, we are satisfied that the Sutharity put in placs
proper arangements for securing econamy, efficiency and effeciiveness in its use of resources far the
year ended 31 March 2018,

Responszioiitles of the Authority

The Autharity & respansible for putling in place proper arrangements for seouaring ecanomy, efficiency
ard eflectivensss in its use of resourses, o ensure proper stewardship and gevernance, and (o review
regulady the adeguacy and effectiveness of these arrangaments,

Audltors responeibiiities for the review of the authoriy’s arra te for B ¥,
afficigncy and afeciiveness In ifte use of resources

W are required under Section 2001 ){c) af the Lacal Audit and Accourtability Act 2014 o be satisfied
that the Authority has misde proper arrangements for securing economy, efficiency and effectivensss in
its use of resources, W are nat required to cansider, nar have we considered, whether all aspects of
the Autharity's arrangements for securing scanomy, efficiency and effectivensss inits use of resaunces.
are operating effectively.

W have undertaken our review in sccordance with the Code of Audit Practice, having regard to the
guidanoe on the specified criledon issued by the Complroler and Awditor General in Navember 2017, as
S whether in all significant respects the Aathority had proper arangements to ensure it ook praperly
irformed decisions and deployed resources to achisve planned and sustainable outcomes for laxpayers
ard local people. The Comptraller and Auditor General determined this eriterion as that necassary for us
%o consider under the Cade of Audit Practice in salisfying oursalves whether the Autharily put in place
proger arangements for secuning economy, efficiency and effectiveness in its use of resourees far the
year ended 31 March 2018,

W planned aur work in acoordance with the Code of Audit Preclice. Based on owr sk assessment, we
urdertonk such work as we cansidered necessary to be satisfied that the Autharity has put in place
proper arangements for securing economy, efficiency and effeciveness in its use of resources,
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Report on other legal and regulatory requirements - Certificate

‘Wer cartify thaat we have completed the audit of the financial statements of the Hastings Borough Council
in accardance with the requirements of the Local Audit and Accountability Act 2014 and the Code of
Aisdit Practice.

Use of aur raport

This repart is made solely ba the members of the Authority, as a bady, in accordance with Par & of the
Local Audit and Accounzability Act 2014 and as et out in paragragh 43 of the Staiemeant of
Responsibilities of Auditars ard Audited Bodies published by Public Ssetar Audit Appaintments Limited.
Our audit work hias bean underaken so that we might stale to the Awtharity's members those matiers
wee are required to stk 1o them in an auditae's repart and for no ather purpase. To the fulless extent
pemmitied by law, we de nat accspt o assume respansisility 1o aryane ofber than the Authority and the
Autharity's members as o body, for cur awdit week, far this repaet, or for the opinizns we have farmead.

[Sigrature]

Diarren Wells

for and on behalf of Grant Thomban UK LLP, Local Auditor
2™ Flaar

Bt Johins Hauwse

Cranley
RH10 1HS

Dats
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