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Mazars LLP
Park View House
58 The Ropewalk
Nottingham
NG15DW
Audit & Standards Committee Members
Harborough District Council
The Symington Building
Adam and Eve Street
Market Harborough
Leicestershire
LE16 7AG
January 2021

Dear Members
Audit Completion Report - Year ended 31 March 2020

We are pleased to present our Audit Completion Report for the year ended 31 March 2020. The purpose of this document is
to summarise our audit conclusions.

The scope of our work, including identified significant audit risks and other areas of management judgement, was outlined in
our Audit Strategy Memorandum which we issued in November 2019. Since we issued our Audit Strategy Memorandum the
UK has been subject to the challenges and restrictions of COVID-19. We have reviewed our Audit Strategy Memorandum and
concluded that the original significant audit risks and other areas of management judgement remain appropriate.

One implication of COVID-19 for the Council was that the deadlines for submission of the draft and audited financial
statements were pushed back to 31 August and 30 November respectively. As previously disclosed to you, we were unable to
issue our Audit Report by 30 November due to a delay in the receipt of the required assurance report from the external auditor
of the Leicestershire Pension Fund.

Despite the revised deadlines we acknowledge the difficulties encountered by your team during accounts preparation and
audit, and would like to express our thanks for the assistance of your team during our audit.

If you would like to discuss any matters in more detail then please do not hesitate to contact me on

Yours faithfully

Mark Surridge
Mazars LLP

Mazars LLP is the UK firm of Mazars, an integrated international advisory and accountancy organisation. Mazars LLP is a limited liability partnership L

registered in England and Wales with registered number OC308299 and with its registered office at Tower Bridge House, St Katharine’s Way, London - .

=i 100 Praxity :
MEMBER =

We are registered to carry on audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our audit registration can [ 1AL AL | H e

be viewed at www.auditregister.org.uk under reference number C001139861. ND b

VAT number: 839 8356 73
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1. EXECUTIVE SUMMARY

Purpose of this report and principal conclusions

The Audit Completion Report sets out the findings from our audit of Harborough District Council (‘the Council’) for the year ended 31
March 2020, and forms the basis for discussion at the forthcoming Audit and Standards Committee meeting.

The detailed scope of our work as your appointed auditor for 2019/20 is set out in the National Audit Office’s (NAO) Code of Audit
Practice. Our responsibilities and powers are derived from the Local Audit and Accountability Act 2014 and, as outlined in our Audit
Strategy Memorandum, our audit has been conducted in accordance with International Standards of Auditing (UK) and means we focus
on audit risks that we have assessed as resulting in a higher risk of material misstatement.

Sections 2 and 5 of this report outline the detailed findings from our work on the financial statements and our conclusion on the Council’s
arrangements to achieve economy, efficiency and effectiveness in its use of resources. Section 2 also includes our conclusions on the
audit risks and areas of management judgement in our Audit Strategy Memorandum, which include:

» Management override of control

»  Valuation of the net pension liability

»  Valuation of Property, Plant & Equipment
Status of our work

As we outline on the following page, our work is substantially complete. Subject to the satisfactory completion of the outstanding work,
at the time of issuing this report we have the following conclusions:

Opinion on
the financial
statements

We anticipate issuing an unqualified opinion, without modification, on the financial statements. Our
proposed audit opinion is included in the draft auditor’s report in Appendix B.

Value for We anticipate concluding that the Council had proper arrangements in place to secure economy,
Money efficiency and effectiveness in its use of resources. Our draft auditor’s report, including proposed
conclusion conclusion, is provided in Appendix B

Whole of
Government
Accounts
(WGA)

We anticipate completing our work on your WGA submission, in line with the group instructions issued by
the NAO. We anticipate reporting that the WGA submission is consistent with the audited financial
statements.

The 2014 Act requires us to give an elector, or any representative of the elector, the opportunity to

Wider question us about the accounting records of the Council and to consider any objection made to the
powers . . . L .
accounts. Further details on the exercise of our wider powers are provided in section 2.
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1. EXECUTIVE SUMMARY

Status of our audit work

We have substantially completed our work on the financial statements and Value for Money conclusion for the year ended 31 March
2020. At the time of preparing this report the following matters remain outstanding:

Audit area Status Description of outstanding matters

Our audit work is at the stages of review by the Engagement Lead, with residual
procedures that must take place through to the date of issuing the Audit Report,
such as updating post balance sheet event considerations to the point of issuing
the opinion, obtaining final management representations and clearance of the
emphasis of matters paragraph for the Audit Report.

Audit Quality Control and Py
Completion Procedures

Status

® Likely to result in material adjustment or significant change to disclosures within the financial statements

® Potential to result in material adjustment or significant change to disclosures within the financial statements
® Not considered likely to result in material adjustment or change to disclosures within the financial statements

We will provide the Audit and Standards Committee with an update in relation to these outstanding matters in a follow-up letter, prior to
signing the auditor’s report.

; e ; Internal control Summary of Value for Money f
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2. EXECUTIVE SUMMARY (CONTINUED)

Overview of our group audit approach

Our Audit Strategy memorandum provided details of our intended group audit approach, including our initial assessment of group
materiality. The table below confirms the approach we have taken to auditing the Council’s consolidated financial statements.

. Nature of . Description of audit procedures undertakenon  Changes to audit
Entity . . Auditor
entity audit the component approach

Harborough District NAO Code

Council (parent) audit Mazars LLP Full Audit None
Harborough District
Comm ercial Statutgry Mazars LLP Limited audit procedures None
Services Ltd audit
(subsidiary)

Materiality

We set materiality at the planning stage of the audit at £812k using a benchmark of 2% of 2018/19 Gross Revenue Expenditure at
Surplus/deficit on Provision of Services level. Our final assessment of materiality, based on the final financial statements and qualitative
factors is £908k using 2019/20 Gross Revenue Expenditure. We revised our trivial threshold (the level under which individual errors are
not communicated to the Committee), to £27k based on 3% of overall materiality (previously £24k).

We also set specific materiality on the following balances owing to qualitative factors, mainly in relation to public interest:

» Senior Officer remuneration disclosure: set to £5k and one band — on the basis this is a specific disclosure note that may attract
public attention;

» Members allowances: set to £64k — on the basis this is a specific disclosure note that may attract public attention; and
« External audit fee: set to £8k - on the basis this is a specific disclosure note that may attract public attention.

Group Materiality

Ch t
Entity Planning Final Benchmark used a::rizscho
0 .
Overall Materiality 813 908 2% of Gross Revenue Expendilure at None
Surplus/deficit on Provision of Services level
Trivial 24 27 3% of overall materiality None

Misstatements and internal control recommendations
Section 3 sets out any internal control recommendations that we make, together with an update on any prior year recommendations.

Section 4 outlines the misstatements noted as part of our audit as at the time of issuing this report. If any additional misstatements are
noted on completion of the outstanding work, these will be reported to the Audit and Standards Committee in a follow-up letter.

Executive summary
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2. SIGNIFICANT FINDINGS

Set out below are the significant findings from our audit. These findings include:

» our audit conclusions regarding significant risks and key areas of management judgement outlined in the Audit Strategy
Memorandum;

» our comments in respect of the accounting policies and disclosures that you have adopted in the financial statements. On page
10 we have concluded whether the financial statements have been prepared in accordance with the financial reporting
framework and commented on any significant accounting policy changes that have been made during the year;

 any further significant matters discussed with management; and
 any significant difficulties we experienced during the audit.
Significant risks and key areas of management judgement

As part of our planning procedures we considered the risks of material misstatement in the Council’s financial statements that required
special audit consideration. Although we report identified significant risks at the planning stage of the audit in our Audit Strategy
Memorandum, our risk assessment is a continuous process and we regularly consider whether new significant risks have arisen and
how we intend to respond to these risks. No new risks have been identified since we issued our Audit Strategy Memorandum.

Significant risk Description of the risk

Management override of Management at various levels within an organisation are in a unique position to perpetrate fraud because of

controls their ability to manipulate accounting records and prepare fraudulent financial statements by overriding
controls that otherwise appear to be operating effectively. Due to the unpredictable way in which such
override could occur, we consider there to be a risk of material misstatement due to fraud and thus a
significant risk on all audits.

How we addressed this risk

We addressed this risk through performing audit work over:

+ Accounting estimates impacting on amounts included in the financial statements;
 Consideration of any identified significant transactions outside the normal course of business; and

» Journals recorded in the general ledger and other adjustments made in preparation of the financial
statements.

Audit Conclusion

Our audit procedures have not identified any material errors or uncertainties in the financial statements, or
other matters that we wish to bring to Members’ attention in relation to management override of controls.

Significant findings
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2. SIGNIFICANT FINDINGS (CONTINUED)

Significant risk Description of the risk

Valuation ofland ~ The financial statements contain material entries on the Balance Sheet as well as material disclosure notes in
and buildings, relation to the Council’s Property, Plant and Equipment that is held at a valuation. The Council uses an
investment internal valuation expert to provide information on valuations because there is a high degree of estimation
properties (where  uncertainty caused by significant judgements and number of variables involved in providing valuations. We
applicable) and have therefore identified the valuation of material balances of land and buildings, investment properties (if
assets held for sale applicable or material) and assets held for sale (if material) to be an area of significant audit risk.

(where material) At the outset of the Covid19 outbreak, guidance issued by the Royal Institute of Chartered Surveyors set out

an expectation that valuers are likely to conclude that there is “material uncertainty” over the valuation of land
and buildings at the balance sheet date.

Relevant balances:

» Note 15: Property, Plant & Equipment — Other Land & Buildings £47.6m

How we addressed this risk

In relation to the valuation of property, plant & equipment, investment properties and assets held for sale we:

+ Critically assessed the Council's valuer's scope of work, qualifications, objectivity and independence to
carry out the required programme of revaluations;

» Considered whether the overall revaluation methodologies used by the Council’s valuer's were in line with
industry practice, the CIPFA Code of Practice and the Council’'s accounting policies;

» Assessed whether valuation movements are in line with market expectations by using information
available from other sources;

* Critically assessed the treatment of the upward and downward revaluations in the Council’'s financial
statements with regards to the requirements of the CIPFA Code of Practice; and

 Critically assessed the approach that the Council adopted to ensure that any assets not subject to
revaluation in 2019/20 were materially correct, including considering the robustness of that approach in
light of the valuation information reported by the Council's valuers.

Audit Conclusion

During the course of our work, our testing of underlying valuation data, such as floor spaces, identified some
challenges in the Council's records that was resolved through identifying alternative sources of evidence. We
have raised a control observation.

Management identified an error where land of £1.82m had erroneously been included in the valuation of an
item of land and buildings. As the amount is material, and relates to an error from prior years, it has been
corrected by way of a prior period adjustment.

At the outset of the Covid19 outbreak, the Royal Institute of Chartered Surveyors set out an expectation that
valuers are likely to conclude that there is “material uncertainty” over the valuation of land and buildings at the
balance sheet date. The Council’s valuer has followed guidance issued by the Royal Institute of Chartered
Surveyors and as expected their valuation reports conclude that, due the impact of COVID-19 on the property
market, there is “material uncertainty” over the valuation of land and buildings and investment properties at
the balance sheet date. This has been properly disclosed in the notes to the Statement of Accounts.

We will, in line with normal practice, include reference to this disclosure as an ‘emphasis of matter’ in our
audit report. Our draft Auditor’s Report is included at Appendix B.

There are no other matters to bring to Members’ attention.

Significant findings
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2. SIGNIFICANT FINDINGS (CONTINUED)

Significant Description of the risk

risk The financial statements contain material pension entries in respect of retirement benefits. The calculation of

Valuation of net these pension figures, both assets and liabilities, can be subject to significant volatility and includes estimates

defined benefit based upon a complex interaction of actuarial assumptions. Moreover, the local government pension assets and

liability liabilities are subject to triennial revaluation as at 31 March 2019, which set the contribution rates for 2020/21
onwards. This results in an increased risk of material misstatement.

Relevant balances:
+ Note 33: Net Pension Liability £28m
How we addressed this risk

In relation to the valuation of the Council’'s defined benefit pension liability in addition to our standard programme
of work in this area we:

 review the appropriateness of the Pension Asset and Liability valuation methodologies applied by the Pension
Fund Actuary, and the key assumptions included within the valuation. This will include comparing them to
expected ranges, utilising information provided by the consulting actuary engaged by the National Audit
Office;

+ agree the data in the IAS 19 valuation report provided by the Fund Actuary for accounting purposes to the
pension accounting entries and disclosures in the Council's financial statements;

« critically assess the competency, objectivity and independence of the Leicestershire Pension Fund’s Actuary;
and

+ liaise with the auditors of the Leicestershire Pension Fund to gain assurance that the controls in place at the
Pension Fund are operating effectively. This will include the processes and controls in place to ensure data
provided to the Actuary by the Pension Fund for the purposes of the IAS 19 valuation is complete and
accurate.

Audit Conclusion

We received our assurance from the auditor of the Leicestershire Pension Fund on 17 December 2020. This
confirmed a ‘material valuation uncertainty’ on the Pension Fund’s property assets. The Council’'s share of these
property assets recorded in the balance sheet is therefore also affected. This has been disclosed in the financial
statements and incorporated into the ‘emphasis of matters’ paragraph in our Audit Report. In reviewing the work
of the pension fund auditor, we also noted:

» A £5m difference has been reported between the value of scheme assets per the 2019 Triennial Actuarial
Report (£4,312m) and the value of scheme assets per the Pension Fund audited financial statements as at 31
March 2019 (£4,307m).

+ Pension benefits payable sent to the actuary was £2,054k. The Pension Fund auditor agreed the benefits paid
data to the underlying information system maintained by the pension fund, noting a difference of £121k. This
has no impact on the net pension liability in the Council’'s balance sheet.

» The Pension Fund submitted asset information to the actuary as at 31 December 2019 and not 31 March
2020. The actuary then estimated asset investment returns as -4.6%, whereas the actual return for the period
was -3.56%.

In July 2020, MHCLG consulted on the proposed remedy for the ‘McCloud’ and ‘Sargeant’ cases. This indicates
that the approach adopted for 2018/19 and 2019/20 is likely to have led to an overstatement of the pension fund
liability as at 31 March 2020. The Council obtained an updated actuarial valuation to identify whether the
pension fund assets and liabilities require adjustment, with the net impact being a £155k reduction in the pension
liability that management has chosen not to adjusted for.

There are no other matters to report from the work we have performed.

Significant findings
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2. SIGNIFICANT FINDINGS (CONTINUED)

Management  Description of the risk

Judgement The issue of a new rating list and a change in the appeals process has created delays in appeals being notified to

Provision for ~ the Council. Consequently management need to make an assumption over the likely level of appeals that will be
businessrate  successful based on their rating knowledge.
appeals against

Lo How we addressed this risk
the rating list

We:

+ reviewed the basis of the Council's calculation of its provision by recalculating the provision and evaluating
the key assumptions of the provision;

+ assessing whether the provision has been calculated and recorded in accordance with the Council's
accounting policy;

+ assessing whether the amount provided at the period end is appropriate, taking into account the Council's
anticipated actual liability; and

+ assessing whether the reconciliation of movements during the period and description of the nature of the
provision have been adequately disclosed in the financial statements.

Audit Conclusion

We performed our procedures and have no matters to bring to the Committee’s attention.

Management  Description of the risk

Judgement Local authorities are normally required each year to set aside some of their revenues as a provision for debt in

Minimum respect of capital expenditure financed by borrowing or long term credit arrangements, by reference to the prior

Revenue year's closing Capital Financing Requirement. The amount to be set aside each year is not prescribed although

Provision an overarching principle of prudency is expected to be adopted. This is supported by statutory guidance as to

(MRP) how this could be achieved and the Council is required to have regard to this in setting its MRP policy.
Management judgement is therefore exercised is determining the level of its prudent provision.

How we addressed this risk

We:

+ reviewed the Council’s MRP policy to ensure that it has been developed with regard to the statutory guidance;
+ assessed whether the provision has been calculated and recorded in accordance with the Council's policy;

+ assessed whether the amount provided for the period is appropriate, taking into account the Council's Capital
Financing Requirement; and

+ confirmed that any charge has been accounted for in accordance with the Code..
Audit Conclusion

We performed our procedures and have no matters to bring to the Committee’s attention.

Significant findings
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2. SIGNIFICANT FINDINGS (CONTINUED)

Qualitative aspects of the Council’s accounting practices

We have reviewed the Council’s accounting policies and disclosures. We have provided feedback on the draft financial statements and
agreed amendments in any areas where disclosures could be strengthened. We are satisfied that the final statements comply with the
requirements of the Code of Practice on Local Authority Accounting (the Code), appropriately tailored to the Council’s circumstances.

Significant matters discussed with management
Significant matters discussed with management during our audit and which had implications for out audit testing and reporting included:

» The impact of COVID-19 on the Council’s business, including any potential impact on risks of material misstatement. This included the
disclosures made regarding the key sources of estimation uncertainty that management has made in preparing the Statement of
Accounts. The Council's valuers have followed RICS guidance and as expected their valuation report concludes that, due the impact of
COVID-19 on the property market, there is “material uncertainty” over the valuation of land and buildings and investment properties at
the balance sheet date. This may extend to property assets held by the Pension Fund.

» The Council’s adoption of the ‘going concern’ principle in preparing the Financial Statements. The ‘going concern’ status is confirmed
through the 2019/20 local government accounting code, and must also follow International Accounting Standard (IAS) 1: Presentation
of Financial Statements. We must comply with a revised ISA (UK) 570 Going Concern, effective for periods commencing on or after 15
December 2019. The above, combined with the impact of COVID-19, meant an additional level of scrutiny was required over the going
concern assertion in 2019/20.

» The Council's response to relevant legal cases which impact on the valuation of certain pension liabilities. These included:

» The proposed remedy for the ‘McCloud’ case (which emerged initially in 2018/19 and was reported on in our previous Audit
Completion Report) which is likely to have led to an overstatement of the original estimate of the Council’s pension fund liability
as at 31 March 2020.

» Impact of changes in audit scope on the external audit fee. We have provided management with a fee estimate and final fees will be
agreed with management prior to inclusion and cover the following matters identified to date:

* As explained in our Audit Strategy Memorandum, we continually strive to maintain high standards of audit quality. One
mechanism for doing this is to consider the outcome of independent quality reviews, in particular by the Financial Reporting
Council, of our audit work and that of other audit suppliers. In particular, we have increased the level of work we do on defined
benefit pension schemes and valuation of property, plant and equipment.

 Additional audit risks arising from COVID-19. We have discussed with management the additional audit testing and audit work
required relating to pension assets and liabilities as well as adjustments for ‘McCloud’; uncertainty in the valuation of land and
buildings; going concern; and other areas, including revisiting our VFM risk assessment.

Fee estimate (subject to PSAA approval 2019/20
2017/18 Audit Fee 42,973
2018/19 Audit Fee 33,372
Scale Fee 2019/20 32,272
Fees increases in respect of audit quality expectations 6,194

Covid-19 impact;

The additional audit work and reporting as a result of the ‘material valuation uncertainty’ in pensions & council assets
Review of estimates and due professional scepticism in auditing carrying values of estimates, including financial instruments
(debt impairment)

Review of the going concern assertion, risk of material uncertainty, including reasonableness of assumptions, and revisiting
the VFM risk assessments as a result of Covid-19

Revisiting planning and control risk assessments on the risk of material misstatement in the financial statements as a result

of Covid-19 4,493
McCloud 539
Total projected fee 2019/20 43,498

Significant findings
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2. SIGNIFICANT FINDINGS (CONTINUED)

Management co-operation

During the ongoing coronavirus situation, Mazars has implemented clear and decisive measures to ensure the welfare of our people and
clients while ensuring that we continue to deliver for those who rely on us. Remote working has meant the audit is not as efficient as we
would like or expect, including an extended period of query resolution. This is consistent across all our clients and a reflection of the
impact of Covid19.

Management have been under substantial pressure to deliver against many competing priorities since March 2020 and we want to
extend our thanks to the finance team for their positive support and co-operation during the course of the audit.

Wider responsibilities
Our powers and responsibilities under the 2014 Act are broad and include the ability to:
* issue a report in the public interest;
+ make statutory recommendations that must be considered and responded to publicly;
 apply to the court for a declaration that an item of account is contrary to law; and
* issue an advisory notice under schedule 8 of the 2014 Act.
We have not exercised any of these powers as part of our 2019/20 audit.

The 2014 Act also gives rights to local electors and other parties, such as the right to ask questions of the auditor and the right to make
an objection to an item of account. We received no such correspondence.

Audit certificate

The issue of the Audit Certificate confirms that we have discharged all of our audit responsibilities and that the audit is formally ‘closed’.
We expect to issue the Auditor’'s Report with the Audit Certificate, shortly after the audited Statement of Accounts has been approved by
the Audit Committee.

Significant findings
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3. INTERNAL CONTROL RECOMMENDATIONS

The purpose of our audit is to express an opinion on the financial statements. As part of our audit we have considered the internal
controls in place relevant to the preparation of the financial statements. We do this in order to design audit procedures to allow us to
express an opinion on the financial statement and not for the purpose of expressing an opinion on the effectiveness of internal control,
nor to identify any significant deficiencies in their design or operation.

The matters reported are limited to those deficiencies and other control recommendations that we have identified during our normal audit
procedures and that we consider to be of sufficient importance to merit being reported. If we had performed more extensive procedures
on internal control we might have identified more deficiencies to be reported or concluded that some of the reported deficiencies need
not in fact have been reported. Our comments should not be regarded as a comprehensive record of all deficiencies that may exist or
improvements that could be made.

Our findings and recommendations are set out below. We have assigned priority rankings to each of them to reflect the importance that
we consider each poses to your organisation and, hence, our recommendation in terms of the urgency of required action. In summary,
the matters arising fall into the following categories:

Priority ranking Description Number of issues

1 (high) In our view, there is potential for financial loss, damage to reputation or loss of 0
information. This may have implications for the achievement of business strategic
objectives. The recommendation should be taken into consideration by
management immediately.

2 (medium) In our view, there is a need to strengthen internal control or enhance business 1
efficiency. The recommendations should be actioned in the near future.

3 (low) In our view, internal control should be strengthened in these additional areas when 1
practicable.

Internal control Summary of Value for Money
Slgnlﬁcant ﬁndlngs Appendlces
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3. INTERNAL CONTROL RECOMMENDATIONS (CONTINUED)

Other deficiencies in internal control - Level 2

Description of deficiency

Property records - size of land & buildings

In our testing of key valuation inputs, the Council was not able to provide up-to-date plans for property and land areas that agreed to
the assets tested leading to alternative audit procedures being undertaken to provide the necessary assurance.

Potential effects

The valuer relies upon on information provided by the Council regarding the properties revalued, but the Council struggled to
confirm where the values used within the valuer's valuations had originated, which presents a risk that the areas being used may be
incorrect.

Recommendation
Council should perform an annual reconciliation of source data to ensure the valuer’s report is based on clear evidential data
Management response

[Insert description]

Other deficiencies in internal control - Level 1

Description of deficiency
In our testing of key register of interests, two councillors had not returned a completed form.
Potential effects

We recognise there are alternative procedures to manage conflicts of interests, such as declarations at all committee meetings.
However, formal records should be maintained for transparency..

Recommendation
Council to review and ensure all signed declarations from members are received.
Management response

[Insert description]

Internal control
recommendations
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3. INTERNAL CONTROL RECOMMENDATIONS (CONTINUED)

Follow up of previous internal control points
We set out below an update on internal control points raised in the prior year.

Description of deficiency

In testing payroll records, 5 employment contracts had not been signed by the employee.

Potential effects

Internal controls regarding the signing of contracts have been put in place by the Council for a reason and these should be
followed. Failure to follow such controls undermines the effectiveness of the control and could have a potentially detrimental impact
on the Council should there be an issue relating to an employee’s unsigned employment contract.

Recommendation

The Council should ensure retained copies of employment contracts have been signed.

2019/20 update

Our testing of payroll identified one unsigned employment contract. Whilst this is a reduction of the prior year, sample testing
indicates a need for the Council to continue to enforce compliance.

q A q Internal control Summary of Value for Mone ]
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4.

SUMMARY OF MISSTATEMENTS

We set out below the misstatements identified for adjustment during the course of . ,
the audit, above the level of trivial threshold of £27k. Material 2019/20 £1000

The first table outlines the misstatements that were identified during the course of
our audit which management has assessed as not being material, either Clearly Trivial Threshold 27
individually or in aggregate, to the financial statements and does not currently

Overall Materiality 908

plan to adjust. These will need to be appended to the letter of representation.

The second table outlines the misstatements that have been adjusted by
management during the course of the audit.

Unadjusted misstatements 2019/20

Comprehensive Income and Balance Sheet
Expenditure Statement

Dr(£000)  Cr(£000)  Dr(£000)  Cr(£000)

Dr: Net Pension Liability 155
Cr: Current Service Costs 155

The Council obtained an updated actuarial report to take account of the McCloud judgement and also bring the return on
assets up to 31 March 2020. The cumulative impact is to reduce the net pension liability and current service cost by
£155k. Any impact on the general fund is removed through the movement in reserves statement.

Dr: Accruals 60
Cr: Provisions 60

Reclassification of an accrual to provision. Nets to a nil impact on current liabilities

Total unadjusted misstatements 0 155 215 60

Neither of these adjustments would have any impact on the Council’s general fund if processed.

Internal control Summary of Value for Money
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4. SUMMARY OF MISSTATEMENTS (CONTINUED)

Adjusted misstatements 2019/20

Comprehensive Income and Balance Sheet
Expenditure Statement

Dr(£000)  Cr(£000)  Dr(£000)  Cr(£000)

1 Dr: Revaluation Reserve (2018/19) 1,820
Cr: Land & Buildings (2018/19) 1,820

Management identified an error initially proposed as an in-year adjustment, but which upon discussion has been changed
to a prior period adjustment on the grounds of materiality. The carrying value of one asset, measured at depreciated
replacement cost, included £1,820k of land that was leased and not owned. The adjustment is to remove the carrying
value of the land from the balance sheet and the revaluation reserve in the prior period, which carries through to the
closing balance sheet at 31 March 2020.

This adjustment has no impact on the Council’s general fund.

Disclosure amendments

In addition to the matters reported above, we have agreed adjustments to some of the supporting notes and disclosures, including
updating the audit fee to only show fees payable to Mazars and the external audit fee in the group accounts.

Internal control Summary of Value for Money
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3. VALUE FOR MONEY CONCLUSION

Our approach to Value for Money

We are required to form a conclusion as to whether the Council has made proper arrangements for securing economy, efficiency and
effectiveness in its use of resources. The NAQ issues guidance to auditors that underpins the work we are required to carry out in order
to form our conclusion, and sets out the criterion and sub-criteria that we are required to consider.

The overall criterion is that, ‘in all significant respects, the Council had proper arrangements to ensure it took properly informed decisions
and deployed resources to achieve planned and sustainable outcomes for taxpayers and local people.” To assist auditors in reaching a
conclusion on this overall criterion, the following sub-criteria are set out by the NAO:

* Informed decision making
 Sustainable resource deployment
»  Working with partners and other third parties.

Significant Value for Money risks

The NAO’s guidance requires us to carry out work to identify whether or not a risk to the Value for Money conclusion exists. Risk, in the
context of our Value for Money work, is the risk that we come to an incorrect conclusion rather than the risk of the arrangements in place
at the Council being inadequate.

In our Audit Strategy Memorandum, we reported that we had identified the following significant risk to our VFM work:

Achievement of savings and income generation targets

Description The continual pressures on Local Government finances are well documented and led to another challenging
budget setting process for 2019/20, being the last year of the current Medium Term Financial Strategy. The
Council’s 2019/20 budget consolidated the organisational change and savings programmes undertaken in previous
years and included £0.95million of savings and income generation proposals. On this basis, in February 2019, the
Council approved a balanced 2019/20 budget. The budget included the required Section 151 Officer assurances
relating to the robustness of the budget and the adequacy of the level of reserves. The Month 3 forecast shows
that the Council may deliver an underspend of £0.1million on its general fund, but is anticipating that further in-year
changes may occur which will require ongoing management.

The Council acknowledged the risks around the delivery and timing of savings initiatives and the need to address
medium term budget shortfalls from 2020/21 onwards.

Planned response  We will examine the Council's arrangements to ensure financial resilience, specifically:
» The level of additional income / savings delivered in 2019/20 against budget
» The level of additional income / savings required to achieve a balanced budget from 2020/21 to 2022/23

» The robustness and existence of specific plans to deliver the additional income / savings between 2020/21 to
2022/23

» The impact of savings on useable reserves from 2020/21 to 2022/23.

Value for Money
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3. VALUE FOR MONEY CONCLUSION

Achievement of savings and income generation targets

Observations 2019/20 Financial Performance

The Council approved the Revenue and Capital Budget for 2019/20 in February 2019. Updates are reported to
Cabinet in the quarterly monitoring reports. The updated budget is described as the Revised Budget and is used to
monitor in-year variances and the final outturn position. Revenue and Capital monitoring has been reported to
Cabinet and scrutinised by the Performance Scrutiny Panel during 2019/20.

At its meeting in August 2020, Cabinet were informed that the Council’s net direct cost of services was £479k less
than the revised budget (3.7% variance) and an overall Surplus (before disposal of capital interests) of £513k. The
report does not comment on the specific attainment of the planned levels of additional income/savings required in
2019/20, as these are incorporated into budgets and therefore the attainment of budget is assumed to demonstrate
achievement of financial targets.

The Council spent £9.0m of its Capital Programme, against a £11.6m budget. The main variances being £0.7m in
5106 funded recreation schemes; and £0.5m on the Harborough Innovation Centre.

2020/21 Budget

In February 2020, Cabinet received the growth and savings proposals in the 2020/21 budget, with £628k additional
income / savings against £930k in cost pressures. In our view, none of these income/savings would be considered
‘transformational’ and the level of savings required is not material by reference to our financial statement
materiality. Savings required through to 2022/23 were not included in the 2020/21 budget.

In approving the 2020/21 Budget, the Council forecast a general fund balance of £6.8m and Earmarked Revenue
Reserves of £3.4m. This equates to ¢50% of the net expenditure budget (£12.4m). This level of general reserve
provides adequate coverage for slippage in the income/savings required in a normalised year, however the Council
recognises the need to review this for Covid19.

Conclusion Based on the work performed, the Council’s arrangements for the financial year ending 31 March 2020 are
adequate.

Other matters Capital Programme

The Council's capital programme, totalling £49m over 2020/21 to 2022/23, included proposals to acquire
commercial property and thereby generate new additional income to fund Council services. The economic
uncertainty caused by Covid19 increases the risk profile attached to the Council’s strategy. Further, there has been
wider criticism and comment on how local authorities have pursued this strategy, including a specific review by The
Public Accounts Committee (13 July 2020), which expressed significant concerns over local authority investments
in commercial property and has made a series of recommendations, including:

 Further strengthening of guidance and the prudential framework
Further strengthening of local governance arrangements.

This is an area where the Council must continue to maintain robust governance and financial planning that
adequately reflects new and emerging guidance.

Value for Money
conclusion
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Risk: Achievement of savings and income generation targets

Other matters Financial resilience

In the year under review (2019/20), the Council did not publish and formalise its Medium Term Financial
Strategy to beyond 2020/21. Covid-19 increases the risk to the Council’s financial resilience. The immediate
impact curtailed pre-existing plans for expenditure reduction and income generation in order to support the
medium term financial strategy. For example, the February Cabinet meeting received growth and savings
proposals in the 2020/21 budget of £628k additional income against £930k in cost pressures. None of the
savings identified could be considered transformational and no financial plan will remain sustainable when
savings exceed cost pressures.

The Council is developing its response in preparation for the 2021/22 Budget, which includes ‘Budget
Challenge 2025 and a zero based budgeting programme. It is key that the Budget and Medium Term
Financial Strategy is based on robust and appropriate assumptions, including an adequately developed and
costed programme of expenditure reductions and income generation that adequately reflects the changing
economic environment.

The Council has reflected on its future financial resilience as set out in the Council’s strategic risk “CR 25 The
Council does not have sufficient funding to deliver its current services in the medium term.”

The Council’s financial resilience is an area that we will again review as part of our work on the 2020/21 audit.

Our overall Value for Money conclusion

Our draft auditor’s report included in Appendix B states that we intend to issue an unqualified Value for Money conclusion for the 2019/20
financial year.

Value for Money
conclusion
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APPENDIX A
DRAFT MANAGEMENT REPRESENTATION LETTER

Mazars LLP

45 Church Street
Birmingham

B3 2RT

[Date]

Dear Sirs
Harborough District Council - audit for year ended 31 March 2020

This representation letter is provided in connection with your audit of the financial statements of Harborough District Council (the Council) for the year
ended 31 March 2020 for the purpose of expressing an opinion as to whether the financial statements give a true and fair view in accordance with the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2019/20 (the Code) and applicable law.

| confirm that the following representations are made on the basis of enquiries of management and staff with relevant knowledge and experience (and,
where appropriate, inspection of supporting documentation) sufficient to satisfy ourselves that | can properly make each of the following representations
to you.

My responsibility for the financial statements and accounting information

| believe that | have fulfilled my responsibilities for the true and fair presentation and preparation of the financial statements in accordance with the Code
and applicable law.

My responsibility to provide and disclose relevant information
| have provided you with:

» access to all information of which we are aware that is relevant to the preparation of the financial statements such as records, documentation and
other material;

+ additional information that you have requested from us for the purpose of the audit; and
» unrestricted access to individuals within the Council you determined it was necessary to contact in order to obtain audit evidence.

| confirm as Chief Officer: Finance & Assets (Responsible Financial Officer) that | have taken all the necessary steps to make me aware of any relevant
audit information and to establish that you, as auditors, are aware of this information.

As far as | am aware there is no relevant audit information of which you, as auditors, are unaware.

Accounting records

| confirm that all transactions that have a material effect on the financial statements have been recorded in the accounting records and are reflected in
the financial statements. All other records and related information, including minutes of all Council and committee meetings, have been made available to
you.

Accounting policies

| confirm that | have reviewed the accounting policies applied during the year in accordance with Code and International Accounting Standard 8 and
consider these policies to faithfully represent the effects of transactions, other events or conditions on the Council’'s financial position, financial
performance and cash flows.

Accounting estimates, including those measured at fair value

| confirm that any significant assumptions used by the Council in making accounting estimates, including those measured at current or fair value, are
reasonable.

| confirm that | am satisfied that the actuarial assumptions underlying the valuation of pension scheme liabilities for IAS19 disclosures are consistent with
my knowledge. | confirm that all settlements and curtailments have been identified and properly accounted for. | confirm that all significant retirement
benefits have been identified and properly accounted for (including any arrangements that are statutory, contractual or implicit in the employer’s actions,
that arise in the UK or overseas, that are funded or unfunded).

Material Valuation Uncertainty

The outbreak of COVID-19, has impacted global financial markets and as such identified that less weight can be attached to the previous market
evidence for comparison purposes and to inform opinions of value. The current response to COVID-19 has resulted in an unprecedented set of
circumstances on which to base judgement, resulting in the valuations recognised within the Statement of Accounts being reported on the basis of
‘material valuation uncertainty’ as per VPS 3 and VPGA 10 of the RICS Red Book Global. Given the unknown future impact that COVID-19 might have
on the real estate market. | am satisfied that sufficient and appropriate disclosures have been made in the Statement of Accounts to reflect the impact of

‘material valuation uncertainty’ on the Council’s assets.
Appendices
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APPENDIX A
DRAFT MANAGEMENT REPRESENTATION LETTER
(CONTINUED)

Contingencies
There are no material contingent losses including pending or potential litigation that should be accrued where:

+ information presently available indicates that it is probable that an asset has been impaired or a liability had been incurred at the balance sheet date;
and

+ the amount of the loss can be reasonably estimated.

There are no material contingent losses that should be disclosed where, although either or both the conditions specified above are not met, there is a
reasonable possibility that a loss, or a loss greater than that accrued, may have been incurred at the balance sheet date.

There are no contingent gains which should be disclosed.

All material matters, including unasserted claims, that may result in litigation against the Council have been brought to your attention. All known actual or
possible litigation and claims whose effects should be considered when preparing the financial statements have been disclosed to you and accounted for
and disclosed in accordance with the Code and applicable law.

Laws and regulations

| confirm that | have disclosed to you all those events of which | am aware which involve known or suspected non-compliance with laws and regulations,
together with the actual or contingent consequences which may arise therefrom.

The Council has complied with all aspects of contractual agreements that would have a material effect on the accounts in the event of non-compliance.

Fraud and error

| acknowledge my responsibility as Chief Officer: Finance & Assets (Responsible Financial Officer) for the design, implementation and maintenance of
internal control to prevent and detect fraud and error.

| have disclosed to you:
« all the results of my assessment of the risk that the financial statements may be materially misstated as a result of fraud;
« all knowledge of fraud or suspected fraud affecting the Council involving:

o management and those charged with governance;

o employees who have significant roles in internal control; and

o others where fraud could have a material effect on the financial statements.

| have disclosed to you all information in relation to any allegations of fraud, or suspected fraud, affecting the Council's financial statements
communicated by employees, former employees, analysts, regulators or others.

Related party transactions

| confirm that all related party relationships, transactions and balances, have been appropriately accounted for and disclosed to you in accordance with
the requirements of the Code and applicable law.

I have disclosed identity of the Council's related parties and all related party relationships and transactions of which | am aware.
Impairment review

To the best of my knowledge, there is nothing to indicate that there is a permanent reduction in the recoverable amount of the property, plant and
equipment and intangible assets below their carrying value at the balance sheet date. | have considered the impact of Covid-19 on our Investment
Properties. An impairment review is therefore not considered necessary.

Charges on assets
All the Council's assets are free from any charges exercisable by third parties except as disclosed within the financial statements.

Future commitments

| am not aware of any plans, intentions or commitments that may materially affect the carrying value or classification of assets and liabilities or give rise
to additional liabilities.
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APPENDIX A
DRAFT MANAGEMENT REPRESENTATION LETTER
(CONTINUED)

Subsequent events

| confirm all events subsequent to the date of the financial statements and for which the Code and applicable law, require adjustment or disclosure have
been adjusted or disclosed.

Should further material events occur after the date of this letter which may necessitate revision of the figures included in the financial statements or
inclusion of a note thereto, | will advise you accordingly.

Covid-19

We confirm that we have carried out an assessment of the potential impact of the Covid-19 Virus pandemic on the Council, including the impact of
mitigation measures and uncertainties, and that the disclosure in the Statement of Accounts fairly reflects that assessment.

Brexit

We confirm that we have carried out an assessment of the potential impact of the United Kingdom leaving the European Union, including the potential
outcomes at the end of the Implementation Period, and that the disclosure in the Statement of Accounts fairly reflects that assessment

Going concern

To the best of my knowledge there is nothing to indicate that the Council will not continue as a going concern in the foreseeable future. The period to
which | have paid particular attention in assessing the appropriateness of the going concern basis is not less than twelve months from the date of
approval of the accounts.

| have updated our going concern assessment in light of the Covid-19 pandemic. | continue to believe that the Council's financial statements should be
prepared on a going concern basis and have not identified any material uncertainties related to going concern on the grounds that current and future
sources of funding or support will be more than adequate for the Council’'s needs. We believe that no further disclosures relating to the Council's ability to
continue as a going concern need to be made in the financial statements

Annual Governance Statement

| am satisfied that the Annual Governance Statement (AGS) fairly reflects the Council's risk assurance and governance framework and | confirm that |
am not aware of any significant risks that are not disclosed within the AGS

Narrative report

The disclosures within the Narrative Report fairly reflect my understanding of the Council's financial and operating performance over the period covered
by the financial statements

Yours faithfully

Chief Officer: Finance & Assets (Responsible Financial Officer)
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APPENDIX B
DRAFT AUDITOR’'S REPORT

TO BE UPDATED FOLLOWING CONSULTATION

Independent auditor’s report to the members of Harborough District Council
Report on the financial statements

Opinion

We have audited the financial statements of Harborough District Council for the year ended 31 March 2020, which comprise the
Comprehensive Income and Expenditure Statement, the Movement in Reserves Statement, the Balance Sheet, the Cash Flow Statement
and notes to the financial statements, including a summary of significant accounting policies. The financial reporting framework that has
been applied in their preparation is applicable law and the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United
Kingdom 2019/20.

In our opinion, the financial statements:

* give a true and fair view of the financial position of Harborough District Council as at 31t March 2020 and of its expenditure and
income for the year then ended; and

+ have been properly prepared in accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United
Kingdom 2019/20.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable law. Our responsibilities
under those standards are further described in the Auditor’s responsibilities section of our report. We are independent of the Council in
accordance with the ethical requirements that are relevant to our audit of the financial statements in the UK, including the FRC's Ethical
Standard, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter - Effect of the Covid-19 pandemic on the valuation of land, buildings and investment properties

We draw attention to Note X of the financial statements, which describes the effects of the Covid-19 pandemic on the valuation of the
Council’s land, buildings and investment properties and the valuation of the Council’s share of Leicestershire Pension Fund’s property
assets. As disclosed in Note X of the financial statements, the Council’'s and Pension Fund’s valuers included a ‘material valuation
uncertainty’ declaration within their reports as a result of the Covid-19 pandemic creating a shortage of relevant market evidence on which
to base their judgements. Our opinion is not modified in respect of this matter.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require us to report to you where:

« the Chief Officer: Finance & Assets (Responsible Financial Officer)’s use of the going concern basis of accounting in the preparation of
the financial statements is not appropriate; or

« the Chief Officer: Finance & Assets (Responsible Financial Officer) has not disclosed in the financial statements any identified material
uncertainties that may cast significant doubt about the Council’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue.
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APPENDIX B
DRAFT AUDITOR’'S REPORT

Other information

The Chief Officer: Finance & Assets (Responsible Financial Officer) is responsible for the other information. The other information
comprises the Annual Governance Statement and information included in the Statement of Accounts, other than the financial statements
and our auditor’s report thereon. Our opinion on the financial statements does not cover the other information and, except to the extent
otherwise explicitly stated in our report, we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit or otherwise
appears to be materially misstated. If we identify such material inconsistencies or apparent material misstatements, we are required to
determine whether there is a material misstatement in the financial statements or a material misstatement of the other information. I,
based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required to
report that fact.

We have nothing to report in this regard.
Responsibilities of the Chief Officer: Finance & Assets (Responsible Financial Officer) for the financial statements

As explained more fully in the Statement of Responsibilities, the Chief Officer: Finance & Assets (Responsible Financial Officer) is
responsible for the preparation of the Statement of Accounts, which includes the financial statements, in accordance with proper practices
as set out in the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2019/20, and for being satisfied
that they give a true and fair view. The Chief Officer: Finance & Assets (Responsible Financial Officer) is also responsible for such internal
control as the Chief Officer: Finance & Assets (Responsible Financial Officer) determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

The Chief Officer; Finance & Assets (Responsible Financial Officer) is required to comply with the CIPFA/LASAAC Code of Practice on
Local Authority Accounting in the United Kingdom 2019/20 and prepare the financial statements on a going concern basis, unless the
Council is informed of the intention for dissolution without transfer of services or function to another entity. The Chief Officer: Finance &
Assets (Responsible Financial Officer) is responsible for assessing each year whether or not it is appropriate for the Council to prepare its
accounts on the going concern basis and disclosing, as applicable, matters related to going concern.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement,
whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the Financial Reporting Council’s website
at . This description forms part of our auditor’s report.
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DRAFT AUDITOR’'S REPORT

Matters on which we are required to report by exception under the Code of Audit Practice

We are required by the Code of Audit Practice to report to you if:

» we issue a reportin the public interest under section 24 of the Local Audit and Accountability Act 2014;

» we make a recommendation under section 24 of the Local Audit and Accountability Act 2014; or

» we exercise any other special powers of the auditor under sections 28, 29 or 31 of the Local Audit and Accountability Act 2014.
We have nothing to report in these respects.

Conclusion on Harborough District Council’s arrangements for securing economy, efficiency and effectiveness in the use
of resources

Conclusion

On the basis of our work, having regard to the guidance on the specified criterion issued by the Comptroller and Auditor General in April
2020, we are satisfied that, in all significant respects, Harborough District Council has put in place proper arrangements to secure
economy, efficiency and effectiveness in its use of resources for the year ended 31 March 2020.

Basis for conclusion

We have undertaken our review in accordance with the Code of Audit Practice issued by the Comptroller and Auditor General, having
regard to the guidance on the specified criterion issued in April 2020, as to whether the Council had proper arrangements to ensure it took
properly informed decisions and deployed resources to achieve planned and sustainable outcomes for taxpayers and local people. The
Comptroller and Auditor General determined this criterion as that necessary for us to consider in satisfying ourselves whether the Council
putin place proper arrangements for securing economy, efficiency and effectiveness in its use of resources for the year ended 31 March
2020.

We planned our work in accordance with the Code of Audit Practice. Based on our risk assessment, we undertook such work as we
considered necessary to form a view on whether, in all significant respects, the Council had put in place proper arrangements to secure
economy, efficiency and effectiveness in its use of resources.

Responsibilities of the Council

The Council is responsible for putting in place proper arrangements to secure economy, efficiency and effectiveness in its use of
resources, to ensure proper stewardship and governance, and to review regularly the adequacy and effectiveness of these arrangements.

Auditor’s responsibilities for the review of arrangements for securing economy, efficiency and effectiveness in the use of
resources

We are required under section 20(1)(c) of the Local Audit and Accountability Act 2014 to satisfy ourselves that the Council has made
proper arrangements for securing economy, efficiency and effectiveness in its use of resources. The Code of Audit Practice requires us to
report to you our conclusion relating to proper arrangements. We are not required to consider, nor have we considered, whether all
aspects of the Council's arrangements for securing economy, efficiency and effectiveness in its use of resources are operating effectively.
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DRAFT AUDITOR’'S REPORT

Use of the audit report

This report is made solely to the members of Harborough District Council, as a body, in accordance with part 5 of the Local Audit and
Accountability Act 2014 and as set out in paragraph 44 of the Statement of Responsibilities of Auditors and Audited Bodies published by
Public Sector Audit Appointments Limited. Our audit work has been undertaken so that we might state to the members of the Council
those matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the members of the Council, as a body, for our audit work, for this report, or for
the opinions we have formed.

Delay in certification of completion of the audit

We cannot formally conclude the audit and issue an audit certificate until we have completed the work necessary to issue our assurance
statement in respect of the Council's Whole of Government Accounts consolidation pack. We are satisfied that these matters do not have
a material effect on the financial statements or on our conclusion on the Council's arrangements for securing economy, efficiency and
effectiveness in its use of resources.

Mark Surridge

For and on behalf of Mazars LLP
45 Church Street

Birmingham

B3 2RT

Date
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APPENDIX C
INDEPENDENCE

As part of our ongoing risk assessment we monitor our relationships with you to identify any new actual or perceived threats to our
independence within the regulatory or professional requirements governing us as your auditors.

We can confirm that no new threats to independence have been identified since issuing the Audit Strategy Memorandum and therefore
we remain independent.
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CONTACT

Mark Surridge
Engagement Lead

Mobile; 07875 974 291
Email; mark.surridge@mazars.co.uk

Victoria Gittings
Manager

Email; victoria.gittings@mazars.co.uk
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