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Public Sector Audit Appointments Ltd (PSAA) have issued a ĉhªvªz£z¤ª of responsibilities of auditors and audited w¥y~z©ĊC It is available from the Chief Executive of each audited 
body and via the PSAA website (www.psaa.co.uk ).

The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of 
auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.

The ĉiz¨£© of Appointment (updated 23 February 2017 >Ċ issued by PSAA sets out additional requirements that auditors must comply with, over and above those set out in the 
National Audit Office Code of Audit Practice (the Code) and statute, and covers matters of practice and procedure which are o f a recurring nature.

This Annual Audit Letter is prepared in the context of the Statement of responsibilities. It is addressed to the Members of t he audited body, and is prepared for their sole use. We, 
as appointed auditor, take no responsibility to any third party.

Our Complaints Procedure ąIf at any time you would like to discuss with us how our service to you could be improved, or if you are dissatisfied with the service you are receiving, 
you may take the issue up with your usual partner or director contact. If you prefer an alternative route, please contact Ste ve Varley, our Managing Partner, 1 More London Place, 
London SE1 2AF. We undertake to look into any complaint carefully and promptly and to do all we can to explain the position t o you. Should you remain dissatisfied with any 
aspect of our service, you may of course take matters up with our professional institute. We can provide further information on how you may contact our professional institute.
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Executive Summary

We are required to issue an annual audit letter to Essex County Council (the Council) following completion of our audit procedures for the year ended 31 March 2018. 

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

Area of Work Conclusion

Opinion on the X¥«¤x~¢Ċ© v¤y ez¤©~¥¤ [«¤yĊ©O

Ʒ Financial statements

Unqualified ąthe financial statements give a true and fair view of the financial position of the Council and Pension Fund as 
at 31 March 2018 and of its expenditure and income for the year then ended.

Ʒ Consistency of other information published with the financial 
statements

Other information published with the financial statements was consistent with the Annual Accounts. 

X¥¤x¢«y~¤| ¥¤ ª}z X¥«¤x~¢Ċ© v¨¨v¤|z£z¤ª© {¥¨ ©zx«¨~¤| 
economy, efficiency and effectiveness

We concluded that you have put in place proper arrangements to secure value for money in your use of resources, except 
for sustainable resource deployment arising from pressure from the economic environment.

Area of Work Conclusion

Reports by exception:

Ʒ Consistency of Governance Statement The Governance Statement was consistent with our understanding of the Council.

Ʒ Public interest report We had no matters to report in the public interest.

Ʒ Written recommendations to the Council, which should be 
copied to the Secretary of State

We had no matters to report.

Ʒ Other actions taken in relation to our responsibilities under 
the Local Audit and Accountability Act 2014

We had no matters to report.

Area of Work. Conclusion

Reporting to the National Audit Office (NAO) on our review of 
ª}z X¥«¤x~¢Ċ© l}¥¢z ¥{ \¥¬z¨¤£z¤ª Vxx¥«¤ª© ¨zª«¨¤ =l\V>C 

We had no matters to report.
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As a result of the above we have also:

Area of Work Conclusion

Issued a report to those charged with governance of the Council 
communicating significant findings resulting from our audit.

Our Audit Results Report was presented to the Audit, Governance and Standards Committee on 30 July 2018.

Issued a certificate that we have completed the audit in 
accordance with the requirements of the Local Audit and 
Vxx¥«¤ªvw~¢~ª¯ Vxª GEFI v¤y ª}z cvª~¥¤v¢ V«y~ª d{{~xzĊ© GEFJ 
Code of Audit Practice.

Our certificate was issued on 21 August 2018.

We would like to take this opportunity to thank the X¥«¤x~¢ v¤y ez¤©~¥¤ [«¤yĊ© staff for their assistance during the course of our work. 

Janet Dawson

Partner
For and on behalf of Ernst & Young LLP
Encl
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Purpose and Responsibilities

The Purpose of this Letter

The purpose of this annual audit letter is to communicate to Members and external stakeholders, including members of the public, the key issues arising from our work, 
which we consider should be brought to the attention of the Council. 

We have already reported the detailed findings from our audit work in our 2017/18 Audit Results Report to the 30 July 2018 Audit, Governance and Standards 
Committee , representing those charged with governance. We do not repeat those detailed findings in this letter. The matters reported her e are the most significant for 
the Council.

Responsibilities of the Appointed Auditor

Our 2017/18 audit work has been undertaken in accordance with the Audit Plan that we issued on 26 March 2018 and is conducted in accordance with the National 
Audit Office's 2015 Code of Audit Practice, International Standards on Auditing (UK and Ireland), and other guidance issued b y the National Audit Office. 

As auditors we are responsible for:

Ʒ Expressing an opinion:

Ʒ On the 2017/18 financial statements, including the Pension Fund; and

Ʒ On the consistency of other information published with the financial statements.

Ʒ Forming a conclusion on the arrangements the Council has to secure economy, efficiency and effectiveness in its use of resources.

Ʒ Reporting by exception:

Ʒ If the annual governance statement is misleading or not consistent with our understanding of the Council;

Ʒ Any significant matters that are in the public interest; 

Ʒ Any written recommendations to the Council, which should be copied to the Secretary of State; and

Ʒ If we have discharged our duties and responsibilities as established by the Local Audit and Accountability Act 2014 and Code of Audit Practice. 

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

Responsibilities of the Council

The Council is responsible for preparing and publishing its statement of accounts accompanied by an Annual Governance Statement. In the AGS, the Council reports 
publicly each year on how far it complies with its own code of governance, including how it has monitored and evaluated the e ffe ctiveness of its governance 
arrangements in year, and any changes planned in the coming period. 

The Council is also responsible for putting in place proper arrangements to secure economy, efficiency and effectiveness in its u se of resources .
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Financial Statement Audit

Key Issues

The X¥«¤x~¢Ċ© hªvªz£z¤ª ¥{ Vxx¥«¤ª© ~© v¤ ~£¦¥¨ªv¤ª ª¥¥¢ {¥¨ ª}z X¥«¤x~¢ ª¥ ©}¥ }¥ ~ª }v© «©zy ¦«w¢~x £¥¤z¯ v¤y }¥ ~ª xv¤ yz£¥nstrate its financial management and financial health.

We audited the X¥«¤x~¢ v¤y ez¤©~¥¤ [«¤yĊ© hªvªz£z¤ª ¥{ Vxx¥«¤ª© ~¤ ¢~¤z ~ª} ª}z cvª~¥¤v¢ V«y~ª d{{~xzĊ© GEFJ X¥yz ¥{ V«y~ª e¨vxª~xzA ^¤ªz¨¤vª~¥¤v¢ hªv¤yv¨y© ¥¤ V«y~ª~ng (UK and 
Ireland), and other guidance issued by the National Audit Office and issued an unqualified audit report on 31 July 2018.

Our detailed findings were reported to the 30 July 2018 Audit, Governance and Standards Committee .

Significant Risk (Essex County Council) Conclusion

Risk of Fraud in Revenue and Expenditure Recognition

Under ISA 240 there is a presumed risk that revenue may be misstated due 
to improper revenue recognition. In the public sector, this requirement is 
modified by Practice Note 10 issued by the Financial Reporting Council, 
which states that auditors should also consider the risk that material 
misstatements may occur by the manipulation of expenditure recognition. 

One area susceptible to manipulation is the capitalisation of revenue 
expenditure on Property, Plant and Equipment given the extent of the 
X¥«¤x~¢Ċ© Xv¦~ªv¢ ¦¨¥|¨v££zC

We focused on:
Û Understanding the controls put in place by management relevant to this significant risk.
Û Considering whether or not purchase invoices were being inappropriately classified as capital.
Û Whether management were inappropriately processing journals that transferred amounts from revenue to 

capital.

We performed the following audit procedures:
Û Documented our understanding of the controls relevant to this significant risk and confirmed they have 

been appropriately designed. 
Û Reviewed and discussed with management any accounting estimates and policies on revenue or 

expenditure recognition for evidence of bias.
Û Obtained breakdown of capital additions in the year and reviewed the descriptions to identify any items 

that could be revenue in nature.
Û Designed journal procedures to identify and review adjustment manual journals that moved amounts from 

revenue codes to capital codes.

Our testing did not identify any material misstatements from revenue and expenditure recognition.  We judged 
all capital additions to be appropriately supported.

Overall our audit work did not identify any material issues or unusual transactions to indicate any misreporting 
¥{ ª}z X¥«¤x~¢Ċ© {~¤v¤x~v¢ ¦¥©~ª~¥¤C

The key issues identified as part of our audit were as follows:
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Significant Risk (Essex County Council and Pension Fund) Conclusion

Risk of Management Override

As identified in ISA 240, management is in a unique position to perpetrate 
fraud because of its ability to manipulate accounting records directly or 
indirectly and prepare fraudulent financial statements by overriding 
controls that would otherwise appear to be operating effectively. 

We identify and respond to this fraud risk on every audit engagement.

We focused on:
Û Understanding the risks of fraud and the controls put in place to address those risks by management and 
}¥ ª}z V«y~ªA \¥¬z¨¤v¤xz v¤y hªv¤yv¨y© X¥££~ªªzz ¥¬z¨©zz© £v¤v|z£z¤ªĊ© ¦¨¥xz©©z© ¥¬z¨ {¨v«yC

Û X¥¤©~yz¨~¤| ª}z z{{zxª~¬z¤z©© ¥{ £v¤v|z£z¤ªĊ© x¥¤ª¨¥¢© yz©~|¤zy ª¥ vyy¨z©© ª}z ¨~©¡ ¥{ {¨v«yC
Û Determining an appropriate strategy to address those identified risks of fraud.
Û Performing mandatory procedures in respect of journal entries, estimates and significant unusual 

transactions.

We performed the following audit procedures:
Û Tested the appropriateness of journal entries recorded in the general ledger and other adjustments made in 

the preparation of the financial statements.
Û Reviewed accounting estimates for evidence of management bias.
Û Evaluated the business rationale for significant unusual transactions.

We did not identify any material weaknesses in controls or evidence of material management override.

We did not identify any instances of inappropriate judgements being applied.

We did not identify any other transactions during our audit which appeared unusual or outside the Council or 
ez¤©~¥¤ [«¤yĊ© ¤¥¨£v¢ x¥«¨©z ¥{ w«©~¤z©©C

The key issues identified as part of our audit were as follows O =x¥¤ªĊy>
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Significant Risk (Essex County Council) Conclusion

Property, Plant and Equipment Valuation

Property, plant and equipment (PPE) represents a significant balance in 
ª}z X¥«¤x~¢Ċ© vxx¥«¤ª© v¤y v¨z ©«w zxª ª¥ ¬v¢«vª~¥¤ x}v¤|z©A ~£¦v~¨£z¤ª 
reviews and depreciation charges. 
Material judgemental inputs and estimation techniques are required to 
calculate the year -end PPE balances held in the balance sheet.
V© ª}z X¥«¤x~¢Ċ© v©©zª wv©z ~© ©~|¤~{~xv¤ªA v¤y ª}z ¥«ª¦«ª© {¨¥£ ª}z ¬v¢«z¨ 
are subject to estimation, there is a significant risk PPE may be 
under/overstated or the associated accounting entries incorrectly 
posted. 

ISAs (UK and Ireland) 500 and 540 require us to undertake procedures 
on the use of experts and assumptions underlying fair value estimates.

We focused on:
Û The adequacy of the scope of the work performed by the value including their professional capabilities.
Û i}z ¨zv©¥¤vw¢z¤z©© ¥{ ª}z «¤yz¨¢¯~¤| v©©«£¦ª~¥¤© «©zy w¯ ª}z X¥«¤x~¢Ċ© z®¦z¨ª ¬v¢«z¨C

We performed the following audit procedures:
Û X¥¤©~yz¨zy ª}z ¥¨¡ ¦z¨{¥¨£zy w¯ ª}z X¥«¤x~¢Ċ© ¬v¢«z¨A ~¤x¢«y~¤| ª}z vyz§«vx¯ ¥{ ª}z ©x¥¦z ¥{ ª}z ¥¨¡ 

performed, their professional capabilities and the results of their work.
Û Sample tested key asset information used by the valuer in performing their valuation.
Û j©zy ¥«¨ ¥¤ ¬v¢«vª~¥¤ z®¦z¨ª© {¥¨ v ©v£¦¢z ¥{ ¬v¢«vª~¥¤© x¥£¦¢zªzy ~¤ ¯zv¨ w¯ £v¤v|z£z¤ªĊ© ¬v¢«vª~¥¤ 

expert.
Û Considered revaluations in year, the basis of valuation of significant assets and any significant changes in use to 

ensure they remain appropriate if circumstances changed.

Our testing did not identify any material misstatements from property, plant and equipment valuation.

Overall our audit work did not identify any material issues or concerns with the scope of work or underlying 
v©©«£¦ª~¥¤© «©zy w¯ ª}z X¥«¤x~¢Ċ© ¬v¢«z¨C 

Our consideration of the annual cycle of valuations did not identify any issues with the implemented plan or with 
the movement on assets not revalued in year.

The key issues identified as part of our audit were as follows O =x¥¤ªĊy>
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The key issues identified as part of our audit were as follows O =x¥¤ªĊy>

Significant Risk (Essex County Council) Conclusion

Pension Valuation and Disclosures

The Local Authority Accounting Code of Practice and IAS19 require the 
Council to make extensive disclosures within its financial statements 
regarding the Local Government Pension Scheme (LGPS) in which it is an 
admitted body.

i}z X¥«¤x~¢Ċ© x«¨¨z¤ª ¦z¤©~¥¤ {«¤y yz{~x~ª ~© v }~|}¢¯ £vªz¨~v¢ ~ªz£ v¤y 
ª}z X¥yz ¨z§«~¨z© ª}vª ª}~© ¢~vw~¢~ª¯ wz y~©x¢¥©zy ¥¤ ª}z X¥«¤x~¢Ċ© wv¢v¤xz 
sheet. 

The information disclosed is based on the IAS 19 report issued to the 
Council by the actuary. As with other authorities, accounting for this 
scheme involves significant estimation and judgement and due to the 
nature, volume and size of the transactions we consider this to be a 
significant risk. 

We focused on:
Û i}z ¨zv©¥¤vw¢z¤z©© ¥{ ª}z «¤yz¨¢¯~¤| v©©«£¦ª~¥¤© «©zy w¯ ª}z X¥«¤x~¢Ċ© z®¦z¨ª ąBarnett Waddingham.
Û Ensuring the information supplied to the actuary in relation to Essex County Council was complete and 

accurate.
Û Ensuring the accounting entries and disclosures made in the financial statements were consistent with the 

report from Barnett Waddingham.

We performed the following audit procedures:

Û Assessed the work of the Pension Fund actuary including the estimations and judgements they have used by 
relying on the work of PWC - Consulting Actuaries commissioned by National Audit Office for all Local 
Government sector auditors, and considering any relevant reviews by the EY actuarial team.

Û gz¬~zzy v¤y ªz©ªzy ª}z vxx¥«¤ª~¤| z¤ª¨~z© v¤y y~©x¢¥©«¨z© £vyz ~ª}~¤ ª}z X¥«¤x~¢Ċ© {~¤v¤x~v¢ ©ªvªz£z¤ª© ~¤ 
relation to IAS 19.

Û Assessed the reasonableness of the estimations and judgements used. 

We reviewed the assessment of the pension fund actuary by PWC and EY pensions and undertook the work 
required with no issues identified.

We identified one issue with the estimate of total pension fund assets used by the actuary. Due to the timing of 
their estimation for total fund assets there was a material difference with the year -end Pension Fund value. This 
resulted in the year -end report being re -run and an adjustment to the pension asset figure of £41.996 million was 
made.
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The key issues identified as part of our audit were as follows O =x¥¤ªĊy>

Significant Risk (Essex County Council) Conclusion

Waste Treatment PFI

The Council is party to a high value contract regarding the proposed 
waste treatment plant in Basildon. Construction costs in respect of this 
plant as at 31 March 2018 were in the region of £107 million (borne by 
the private sector). To date the Facility has not yet operated at the level 
required by the contract and as the relevant acceptance tests are still to 
be achieved, the Facility remains in the commissioning phase. 

Consequently, the parties are utilising the appropriate contractual 
mechanisms to resolve the issues that have occurred in the 
commissioning phase. Matters where no agreement has been reached, 
have been referred by both parties for adjudication in accordance with 
the dispute resolution process under the contract. As at 31 March 2018, 
both parties have referred a number of contractual disputes to 
adjudication.  Where matters have not been capable of resolution, the 
Council has commenced proceedings in the Technology & Construction 
Court, which will include final determination on decisions of the 
adjudicator, where the decision has been disputed. 

Both parties are presently engaged in the litigation process with the trial 
expected to commence in April 2019. Given the significant costs to date 
and the inherent uncertainty of litigation, there is a risk that the 
disclosures in the financial statements are materially misstated.

We focused on:
Û The reasonableness of the contingent liability in the accounts rather than the inclusion of a provision.

We performed the following audit procedures:

Û gz¬~zzy ª}z X¥«¤x~¢Ċ© x¥¤©~yz¨vª~¥¤ ¥{ }zª}z¨ ~ª ©}¥«¢y ¨zx¥|¤~©z ª}z lv©ªz i¨zvª£z¤ª e¢v¤ª v¤y v©©¥x~vªzy 
PFI liability on its 2017/18 Balance Sheet.

Û Reviewed the resolution of any agreements reached between parties.

Û Established whether any provisions or contingent liabilities need to be recognised for any costs associated with 
potential contractor disputes.

We did not identify any instances of inappropriate judgements being applied.

Overall our audit work did not identify any material issues or unusual transactions to indicate any misreporting of 
ª}z X¥«¤x~¢Ċ© {~¤v¤x~v¢ ¦¥©~ª~¥¤ ~¤ ¨z¢vª~¥¤ ª¥ ª}z v©ªz ª¨zvª£z¤ª e[^C
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The key issues identified as part of our audit were as follows O =x¥¤ªĊy>

Significant Risk (Pension Fund) Conclusion

Valuation of Complex Investments (Unquoted and Direct Property 
Investments)

Judgements are taken when valuing those investments whose prices are 
not publicly available. The material nature of investments means that any 
error in judgement could result in a material valuation error.

Current market volatility means such judgments can quickly become 
outdated. Such variations could have a material impact on the financial 
statements.

As these investments are more complex to value, we have identified the 
[«¤yĊ© ~¤¬z©ª£z¤ª© ~¤ ¦¨¥¦z¨ª¯ v¤y «¤§«¥ªzy ¦¥¥¢zy ~¤¬z©ª£z¤ª ¬z}~x¢z© 
as a significant risk, as even a small movement in these assumptions 
could have a material impact on the financial statements.

We focused on:
Û The complex valuation methods used for level 3 investments. This includes private equity, infrastructure and 

property. Total level 3 assets of the Fund at 31 March 2018: £1.2 billion

We performed the following audit procedures:

Û Reviewed the basis of valuation for property investments and other unquoted investments and assessing the 
appropriateness of the valuation methods used;

Û Assessed the competence of management experts; and 

Û Performed analytical procedures and checking the valuation output for reasonableness against our own 
expectations. 

Our testing did not identify any material misstatements for level 3 year -end investment balances.

We did not identify any inappropriate valuation methodologies or judgements being applied.

We did not identify any issues with the competence of the management experts used.
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When establishing our overall audit strategy, we determined a magnitude of uncorrected misstatements that we judged would be mater ial for the financial statements as a whole.

Item Thresholds applied

Planning materiality Essex County Council

We determined planning materiality to be £20m (2016/17 £20m), which is 1% of gross expenditure on provision of services reported in the 
accounts. We consider gross expenditure on provision of services to be one of the principal considerations for stakeholders in assessing the financial 
performance of the Council .

Essex Pension Fund

We determined planning materiality to be £130m (2016/17 £60m), which is 2% of the net assets of the scheme available to fund benefits as 
reported in the accounts. We consider net assets of the scheme to be one of the principal considerations for stakeholders in assessing the financial 
performance of the Pension Fund.

In the prior year we applied a threshold of 1%, meaning that planning materiality was set as £60m. Although the Pension Fund is a public interest 
entity and a major local authority based on its size, we have considered the overall risk profile and public interest in comp arison to other Pension 
[«¤yĊ©A v¤y y¥ ¤¥ª x¥¤©~yz¨ ª}z¨z ª¥ wz v¤¯ }z~|}ªz¤zy ¨~©¡© ª}vª ¥«¢y £zv¤ z ¤zzy ª¥ vy¥¦ª v ¢¥z¨ ¢z¬z¢ ¥{ £vªz¨~v¢~ª¯C

Reporting threshold Essex County Council

We agreed with the Audit, Governance and Standards Committee that we would report to the Committee all audit differences in excess of £1m 
(2016/17 £1m).

Essex Pension Fund

We agreed with the Audit, Governance and Standards Committee that we would report to the Committee all audit differences in excess of £6.5m 
(2016/17 £3m).

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

Ʒ Remuneration disclosures including any severance payments, exit packages and termination benefits. As these disclosures are considered to be of interest to users of the accounts we 
adopted judgement in ensuring that we tested the disclosures in sufficient detail to ensure they are correctly disclosed. In particular we confirmed the figures for senior officer 
remuneration in full.

Ʒ Related party transactions. The accounting standard requires us to consider the disclosure from the point of materiality to either si de of the transaction. We therefore considered the 
nature of the relationship in applying materiality .

Ʒ X¥«¤x~¢¢¥¨©Ċ v¢¢¥v¤xz©C V© ª}z©z y~©x¢¥©«¨z© v¨z x¥¤©~yz¨zy ª¥ wz ¥{ ~¤ªz¨z©ª ª¥ «©z¨© ¥{ ª}z vxx¥«¤ª© z vy¥¦ªzy  «y|z£z¤ª in ensuring that we tested the disclosures in sufficient detail 
to ensure they were correctly disclosed.

We evaluate any uncorrected misstatements against both the quantitative measures of materiality discussed above and in light of other relevant qualitative considerations .

Our application of materiality
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Value for Money

We v¨z ¨z§«~¨zy ª¥ x¥¤©~yz¨ }zª}z¨ ª}z X¥«¤x~¢ }v© ¦«ª ~¤ ¦¢vxz ĉ¦¨¥¦z¨ v¨¨v¤|z£z¤ª©Ċ ª¥ ©zx«¨z zx¥¤¥£¯A z{{~x~z¤x¯ v¤y z{{zxª~veness on its use of resources. This is 
known as our value for money conclusion.

Proper arrangements are defined by statutory guidance issued by the National Audit Office. They comprise your arrangements to :

Ʒ Take informed decisions;

Ʒ Deploy resources in a sustainable manner; and

Ʒ Work with partners and other third parties.

Proper 
arrangements for 
securing value for 

money
Working 

with 
partners 
and third 
parties

Sustainable 
resource 

deployment

Informed 
decision 
making

We identified three significant risks in relation to these arrangements. The tables below present the findings of our work in response to the ris ks identified and any other 
significant weaknesses or issues to bring to your attention.

We have performed the procedures outlined in our audit plan. In our value for money conclusion issued on 31 July 2018, we concluded that you had put in place proper 
arrangements to secure value for money in your use of resources, except for sustainable resource deployment arising from pres sure from the economic environment.






















