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https://www.frc.org.uk/getattachment/0fa69c03-49ec-49ae-a8c9-cc7a2b65382a/ISA-(UK)-540_Revised-December-2018_final.pdf
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TBC Salary Capitalisation

The Council applies a variety of methods to work out the salary recharge to capital that is inconsistent with expected accounting practice. The Code 

requires staff costs that are capitalised should always be actual costs to the organisation, without any ‘profit’ or overhead.

Additionally, the method for capturing direct costs was not possible and the Council had to estimate the time staff had spent on capital projects to judge 

what the capital spend would have been.

This causes a risk that ineligible salary costs are capitalised.

The arrangements for salary recharges should be strengthened as follows:

 Ensure all salary recharges to capital is consistent with the Code., and 
 Implement a system that will accurately capture direct salary costs to be capitalised to specific projects.

TBC Bad Debt Provision 

The Council is required to consider the expected credit loss across its variety of Debtors. Within the Council tax bad debt provision, we identified 

significant deficiencies in the model used to determine the provision. As a result of this work, the Council reviewed its model and provided us assurance 

that the estimate was not materially misstated.  

We also note that the Council had no policy in place for determining expected credit loss for Trade debtors. 

Although we were satisfied the provision was not unreasonable for this financial year, following further work by the Council, it was clear the council had 

not been applying the expected credit loss model per IFRS 9 when assessing there provision for trade debtors. 

Ensure the Bad debt provision is regularly reviewed and the models applied are reasonable and consistent with IFRS9. The Council should regularly 

reassess the collectability of debts and rereview the expected credit loss for each class of debtor.

.
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TBC School bank accounts (Academies)

Our testing identified academies bank accounts with cash balances that should have been transferred to the respective academies.

Risk that academies balances and reserves are incorrectly recognised as Council reserves.

Cash balances of schools with academy status should be derecognised and transferred to the respective academy schools and the bank accounts should 

be closed as soon as is practicable to do so.

TBC Journals

On receipt of journals from directorates into the ‘receipt inbox’, members of the Finance team carry out a review of the journals for appropriateness, 

separation of duties and authorisation within directorates, prior to approving the journals within the 'ready for processing’ inbox for other members of the 

team to post the journal into the ledger.

No audit evidence could be provided to demonstrate that a key management control was operating as designed increasing the risk or error and 

misclassification.

Management should evidence the intended control is operating as designed.

TBC PPE valuations

We note that £0.68m assets have not been valued within the last five years which is not in accordance with the Code and your accounting policy.

Ensure all PPE not revalued within the 5-year rolling cycle are valued during 2020/21 to ensure they are comply with your valuation policy and the Code.

TBC Going concern

Management prepare a going concern paper for audit purposes to support the going concern basis of the accounts. A similar paper is prepared for Those 

Charged with Governance (Audit Committee). Such a paper is considered to be good practice.

Prepare a paper annually for Corporate Governance and Audit Committee setting out the basis for the going concern preparation of the financial statements 

and provide this with the audit working papers.
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TBC Minimum Revenue Provision

The impact of this change for 2019/20 is that under a ‘corrected’ calculation of your capital financing requirement (includes Adjustment A that had been 

excluded from 2015/16 and the removal of double counting of SCA approvals) the MRP on an annuity basis would be £3.371m. The actual MRP charge in 

2019/20 is £1k. The Council intend to charge to the accounts £1k for the following 5 years. The ‘calculated’ MRP charge based on its adopted methodology 

for the period 2019/20 to 2025/26 is £19.96m. 

The Council should reconsider its decision to apply the ‘correction of prior year MRP’ over the short time frame of six years and assess if it would be more 

equitable to spread the ‘correction’ over a much longer period. 

TBC Creditors (Note 33)

Our sample testing of creditors identified two errors as follows:

 Collection fund income that was incorrectly classified as deferred income, and

 Creditor balance with no supporting evidence. Management believe the creditor was several years old and should have been written off. 

Risk that creditor balance may be misstated.

Ensure all Balance sheet codes are regularly monitored and historic items are cleared /written off on a timely basis. 

TBC Kyndi Limited Financial Oversight

As part of our review and testing of receivables as at 31 March 2020, we note a debtor of £4.1m with MCG of which £2.7m related to debtors greater than 

one year old. We challenged management if trade receivables greater than one year should be impaired in line with the Council’s policy. Management 

confirmed there was no current policy for impairment of trade receivables greater than one year.  

Risk that expected credit losses of trade receivables greater than one year are understated.

Develop a policy for estimating the expected credit losses for trade receivables greater than one year. The policy should include consideration for the likely 

recoverably of the debt and supported by evidence. The policy should be consistently applied and monitored consistently.
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TBC Disclosures

Our work identified a number of disclosure errors within the draft accounts (refer Appendix C)  which included:

This created additional audit work and amendments within the Council’s accounts. 

Further strengthen the quality review arrangements of the draft financial statements to improve quality of reporting and minimise the disclosure errors.

TBC Identifying Internal recharges

Our testing identified elements of internal recharges had been incorrectly included in CIES income and expenditure. This resulted both income and 

expenditure had been overstated. This was due to departments not posting journals in a way that allowed internal recharges to be identified 

consistently and accurately. 

This creates a risk going forward that income and expenditure will be overstated in the Council’s financial statements.

The process for capturing internal recharges should be clearly set in the Council’s standing financial instructions and: 

 communicated to all finance staff, and 

 compliance are monitored regularly. 

TBC Journals

Our review of the trial balance identified a journal posted after the draft statements were produced. This was a Journal that was posted in error 

reclassifying £5,000k between short term creditors, short term debtors and short term borrowings. 

A subsequent review by the finance team identified this Journal was posted in error. 

Risk that post journal amendments to the accounts are inappropriately posted in the trial balance 

Recommend you put in place controls that restrict the posting of journals after the accounts have been produced to a responsible officer e.g. Financial 

Controller. 
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TBC Collection Fund Creditors and Receivables

At the year end, the Council closes down its accounts and cash position based on Integra. As at 31 March 2020, the Council had collected £1.9m more 

business rates than was shown on Northgate. The impact is the Council’s Collection Fund Receivables is reduced as a result. 

However, the Council at year end adjusted its Collection Fund Receivables/Creditors based on the Northgate system rather than Integra. The latter due to 

timing differences has not reflected the reduction in the debtors position. To balance Integra, the Council credited Collection Fund creditors with an equal 

value resulting in both debtors and creditors being overstated by £1.9m.  

The treatment above is a balance movement with no impact on general reserves. 

The Council should closedown its Collection Fund debtors and creditors based on the Integra system and support its position with a system reconciliation 
with the Northgate billing system, as at 31 March.

TBC Cash Accounts not correctly input within the General Ledger

We identified a number of Bank accounts that were not disclosed in the General ledger, that were in the councils main bank statement. We tested 5 of 

these accounts and identified that 3 were third party accounts and correctly excluded. However two were noted by the council as accounts that the council 

owned and should be included within their Statement of accounts. The balance of these two accounts was £58k. 

This creates the possible risk of misappropriation of assets or the failure to effectively oversee and monitor the Council’s bank accounts.

Recommend the council reviews all bank accounts held in the main account to ensure all bank accounts are correctly captured within the general ledger.
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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 unadjusted misstatements

All unadjusted 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 2020.  

Detail

CIES

£‘000

Balance Sheet

£’ 000

Impact on General 

Fund £’000

Council Tax Bad Debt Provision - the model used to estimate the council tax bad debt provision was updated 

during the year. The revision resulted in the Council’s share of Provisions being understated by £3,664k. DR 

Expenditure CR Debtors

(3,664) (3,664) (3,664)

Collection Fund Creditors - we identified three errors within the Collection Fund Creditors as follows

- difference between Integra and the Northgate Collection Fund system resulting in creditors and debtors being 

overstated (£1,923k)

- misclassification of deferred income and other debtors being overstated (£201k)

- input error from the collection fund model Collection Fund Creditors and Debtors were understated  (£467k)

DR Creditors CR Debtors

nil 1,657

(1,657)

nil

PPE Additions – error identified in over capitalisation of staff costs  DR Expenditure CR PPE (1,230) (1,230) (1,230)

PPE Additions – error identified following discussions with Council   DR PPE CR Expenditure 560 560 560

PPE Additions – Consideration of the prior period impact of overcapitalisation on the General Fund

This was estimated by the council and therefore a range has been provided.   

(821) To (1,565)

Overall impact (4,334) (4,334) (5,155) To (5,899)
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Ethical Standard (revised 

2019)

https://www.frc.org.uk/getattachment/601c8b09-2c0a-4a6c-8080-30f63e50b4a2/Revised-Ethical-Standard-2019-With-Covers.pdf
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