Vkecn V7
Tel: Arcadia House
+44 (0)23 8088 1700 Maritime Walk

Fax: +44 (0)23 8088 1701 Ocean Village
www.bdo.co.uk Southampton
S$014 3TL
By Email 14 November 2020
our ref: 2020/FINAL
Dial: 023 8088 1737

Email: welshcouncilaudits@bdo.co.uk
Dear Clerk

Audit for the year ended 31 March 2020

On behalf of the Auditor General for Wales, we have now completed the above audit. Please find
attached the following documents;

- Notice of Conclusion of Audit
- Notes regarding the advertisement of the Conclusion of the Audit
- Annual Return

Audit Wales will be raising the invoice in accordance with the Public Audit (Wales) Act 2004, in due
course.

The enclosed annual return should be presented to the council, now that our audit opinion has been
given, and a minute should be made to show that the Annual Return has been approved and
accepted by the council. The annual return and notice of conclusion of audit should be displayed
in a conspicuous place(s) for 14 days as soon as reasonably possible. If the body has a website, the
last approved statement of accounts and auditor’s report to be published on that website.

If you have any questions please contact Louise Caplen in the first instance. BDO LLP will not be
undertaking your audit in 2020/21, we would like to thank you for your assistance over the few
years we have worked with you.

Yours sincerely

ANARMOPIA

Martin Angel
For and on behalf of BDO LLP

Enc.

BDO LLP, a UK limited liability partnership registered in England and Wales under number 00305127, is a member of BDO International Limited, a UK company limited
by guarantee, and forms part of the international BDO network of independent member firms. A list of members’ names is open to inspection at our registered office,
55 Baker Street, London W1U 7EU. BDO LLP is authorised and regulated by the Financial Conduct Authority to conduct investment business
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Caerphilly
Council 2020-21 2021-22 2022-23
Aber Valley Community Council Basic Basic Full
Argoed Community Council (Caerphilly) Basic Full Basic
Bargoed Town Council Basic Basic Full
Bedwas, Trethomas & Machen Community Council Basic Basic Fuli
Blackwood Town Council Full Basic Basic
Caerphilly Town Council Full Basic Basic
Darran Valley Community Council Basic Full Basic
Draethen, Waterloo & Rudry Community Council Basic Full Basic
Gelligaer Community Council Full Basic Basic
Llanbradach & Pwll-y-Pant Community Council Basic Fuli Basic
Maesycwmmer Community Council Full Basic Basic
Nelson Community Council Full Basic Basic

_New Tredegar Community Council Basic Full Basic .

_Penyrheol Trecenydd Energlyn Community Councii Basic Full Basic
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This document summarises the responses to my recent consultation on future audit
arrangements for town and community councils and sets out the future audit
arrangements to apply for the audit of the 2020-21 accounts and in future years.

Summary report
Introduction 4

Since 2008 | have identified significant and systemic failings in financial management
and governance across the sector that are not identified at audit until more detailed
audit work is undertaken leading me to conclude that the audit arrangements need to
be changed 5

From 2020-21 onwards, my audit arrangements for community and town councils in
Wales will include a three-year audit programme, designed to meet my statutory
responsibilities while providing a sufficient level of audit assurance at a reasonable

cost to individual councils 6
Next steps 7
Appendices

Appendix 1 — reports issued by the Auditor General for Wales 8
Appendix 2 — responses to the consultation questions 9
Appendix 3 — issues raised during the consultation 10
Appendix 4 — three-year cyclical audit arrangements from 2020-21 onwards 13
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. Section 22: duty to consider whether, in the public interest, | should make a
report on any matter which comes to the Auditor General's notice in the
course of the audit; and

) Sections 30 and 31: duty to make arrangements for electors to ask
questions or make objections to the accounts.

7 The audit arrangements must be sufficient to enable me to discharge my statutory
duties.

Since 2008, | have identified significant and
systemic failings in financial management and
governance across the sector that are not
identified at audit until more detailed audit work is
undertaken leading me to conclude that the audit
arrangements need to be changed

8 Since 2008, | have published a series of national reports highlighting common
governance failures identified during the audit of community and town councils.
These reports highlighied systemic weaknesses across the sector and that too
many councils are failing to meet the minimum standards expected of them.
Although there has been improvement in some areas, there remains significant
scope for improvement across the sector.

9 More detailed audit work has been undertaken at individual councils where
auditors have identified significant concerns. As a consequence of this work, | have
published 18 reports in the public interest during 2018 and 2019. Links to the
reports can be found in Appendix 1.

10  The issues identified in these public interest reports include:

. Lack of or inaccuratefincomplete accounting records and improperly
prepared accounts

. Poor internal control and financial management including failure to follow
councils’ proper expenditure authorisation processes

. Failure to account for PAYE, leading to additional costs being incurred by
councils

. Poor budget setting and inadequate financial menitoring

. Failure to comply with councils’ own Standing Orders, leading to defective

procurement of services and failure to ensure proper arrangements are in
place to secure value for money

° Overpayments to clerks
) Poor governance and decision-making leading to unlawful expenditure

Page 5 of 15 - Future Audit Arrangements for Community and Town Councils in Wales
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18

19

20
21

timescale. Councils will also be aware that they would be subject to more detailed
scrutiny on a regular basis.

This cyclical approach is not without risk. It is likely that some issues may not be
uncovered until a transaction-based audit is undertaken. | consider that a three-
year cycle balances these risks with the overall risk to the public purse and the cost
of audit.

Therefore, the audit arrangements | have determined for community and town
councils to be applied from the audit of the 2020-21 accounts incorporates a three-
year cycle of two limited procedure audits and a transaction-based audit for each
council. The introduction of the transaction-based audits will be staggered across
the first three years of the new arrangements.

A summary of the audit approach is provided in Appendix 4.

In addition to undertaking a transaction-based audit once every three years,
auditors would still undertake additional audit work where it is considered
necessary. Examples of situations where additional work may be required include
(but are not limited to):

) When matters come to the auditor’s attention during the course of a limited
procedure audit, e.g. through correspondence, objections or matters arising
during the audit

. When transaction testing highlights areas of audit concern
° When councils fail to co-operate with the audit team
° When significant problems have been highlighted in previous years

. When a council fails to prepare accounts on a timely basis

Next steps

22

23

24

In November 2020, | will host a webinar to provide further detail to councils on how
the new arrangements will work in practice. Audit Wales staff are discussing the
arrangements with representatives of One Voice Wales and the Society of Local
Council Clerks so that these organisations are equipped to support you as the new
arrangements are rolled out.

Audit Wales is also considering how the audits will be delivered. Further
information will be provided to all councils by January 2021.

The audit of the 2020-21 accounts will be undertaken in the late summer of 2021.
We expect that fees for two years of the three-year cycle will be broadly in line with
current audit fees. For the audit year in which more detailed work is undertaken,
we anticipate that there will be a modest increase in the audit fee. Audit Wales is
currently developing a fee model to support this approach.

Page 7 of 15 - Future Audit Arrangements for Community and Town Councils in Wales
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Appendix 2

Responses to the consultation questions

Exhibit 3: responses to the consultation questions

Consultation questions Disagree @ Don’t

know

Current arrangements and the need for change

Q1 | believe that the current community council audit | 60% 25% 15%
arrangements can lead to too late identification of
the type of audit issues highlighted in recent
WAO reports in the public interest: Do you
agree?

Proposals for a new system of audit

Q2 Have | identified the correct design principles for | 83% 17%
the proposed community council audit

arrangements?

Q3 Do the proposed community council audit 83% 17%
arrangements meet the design principles | have
identified?

Q4 Do you agree that the proposed community 64% 36%

council audit arrangements should incorporate
detailed testing of transactions?

Q5 Are there any alternative procedures that should | 63% 37%
be considered for inclusion in the proposed
community council audit arrangements?

Q6 Do you agree that the proposed community 73% 27%
council audit arrangements should be a cyclical
programme over a three-year period?

Q7 Do you agree that the publication of annual 94% 6%
reports and occasional national studies would be
of benefit to the sector?

Q8  Are there any specific areas of cancern you 55%" 45%
consider it would be helpful for the Auditor
General to undertake a national study, or to
provide a Good Practice Exchange event (such
as a webinar) on?

" Audit Wales is currently examining areas suggested by respondents to identify those
that would be suitable for a national study or GPX event.
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Audit Wales is developing a suite of audit tools and procedures to ensure that all audit
work is carried out as efficiently as possible. Councils can also help to maximise the
efficiency of the audit process by ensuring that information and documents required for
the audit are provided on a timely basis and that proper accounting and other records are
kept.

Councils should have an internal audit that undertakes
much of the work proposed for the external audit

An annual internal audit that incorporates testing of transactions is sufficient to address
the concerns raised by external auditors and removes the need for transaction testing by
external auditors. Some respondents considered that such an internal audit should be
mandated.

Some respondents queried if the proposed external audit approach would resultin a
duplication of effort by carrying out work already undertaken by the internal auditor.

Response

The Accounts and Audit {(Wales) Regulations 2014 require all councils to maintain an
adequate and effective system of internal audit of their accounting records and of their
system of internal control.

The Auditor General's report on internal audit in the sector identified that not ali councils
make arrangements for internal audit. The Auditor General’s Financial Management and
Governance reports comment on the discrepancies between the internal auditor’s
findings and the external auditor’s findings that resuit in qualified audit opinions. This is
particularly apparent at some councils where the Auditor General has issued a report in
the public interest. In some cases, even though the internal auditor has provided positive
assurances to individual councils, it is clear that the internal audit process was not
adequate and effective.

The issues highlighted in public interest reports are not
common across the sector
The number of public interest reports is small and the problems identified are not

common across all councils. A more proportionate response would be to target those
councils that have issues rather than increasing audit measures across the sector.

Response

Audit work is normally undertaken by firms engaged by Audit Wales. However, when
significant issues arise at individual councils, Audit Wales undertakes additional work in-
house. As a result of this additional work, since 2008, public interest reports have been
issued to 25 councils across Wales. At present, the Auditor General is considering
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Risk
assessment
approach

Audit approach

Audit opinion

Compliance assessment based on self-
certification and document review

Full compliance or
minor non-compliance

Significant non-
compliance or
additional information
received

Analytical review,
clarification work

Risk-based audit planning

Risk-based audit planning

Analytical review,
clarification work
and/or focussed
testing of non-
compliance areas

Analytical review
Verification of
transactions, balances
and disclosures

Analytical review
Verification of
fransactions, balances
and disclosures

Limited assurance audit opinion
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Archwilio Cymru
Audit Wales

Audit Wales
24 Cathedral Road
Cardiff CF11 9LJ

Tel: 029 2032 0500
Fax: 029 2032 0600
Textphone: 029 2032 0660

E-mail: info@audit.wales

Website: www.audit.wales

We welcome correspondence and
telephone calls in Welsh and English.
Rydym yn croesawu gohebiaeth a
galwadau ffén yn Gymraeg a Saesneg.






