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This document has been prepared as part of work performed in accordance with statutory functions.
Further information on this is provided in in Appendix 1.

No responsibility is taken by the Auditor General, the staff of the Wales Audit Office or, where
applicable, the appointed auditor in relation to any member, director, officer or other employee in their
individual capacity, or to any third party.

In the event of receiving a request for information to which this document may be relevant, attention is
drawn to the Code of Practice issued under section 45 of the Freedom of Information Act 2000. The
section 45 Code sets out the practice in the handling of requests that is expected of public authorities,
including consultation with relevant third parties. In relation to this document, the Auditor General for
Wales, the Wales Audit Office and, where applicable, the appointed auditor are relevant third parties.
Any enquiries regarding disclosure or re-use of this document should be sent to the Wales Audit
Office at infoofficer@audit.wales.

We welcome correspondence and telephone calls in Welsh and English. Corresponding in Welsh will
not lead to delay. Rydym yn croesawu gohebiaeth a galwadau ffon yn Gymraeg a Saesneg. Ni fydd
gohebu yn Gymraeg yn arwain at oedi.

Mae’r ddogfen hon hefyd ar gael yn Gymraeg. This document is also available in Welsh.

This document was produced by Ann-Marie Harkin, Anne Beegan, Dave Thomas
and Jeremy Saunders on behalf of the Auditor General for Wales.
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2020 Audit Plan

Summary

1

As your external auditor, my objective is to carry out an audit which discharges my
statutory duties as Auditor General and fulfils my obligations under the Code of
Audit Practice, namely to:

o examine and certify whether your financial statements are ‘true and fair’ and
lay them before the National Assembly together with any report that | make
on them;

° satisfy myself that the expenditure and income reported in your accounts

have been incurred or received lawfully and in accordance with the
authorities which govern them; and

° assess whether you have made proper arrangements for securing economy,
efficiency and effectiveness in the use of resources.

The purpose of this plan is to set out my proposed work, when it will be
undertaken, how much it will cost and who will undertake it.

There have been no limitations imposed on me in planning the scope of this audit.

My responsibilities, along with those of management and those charged with
governance, are set out in Appendix 1.

Financial audit

5

It is my responsibility to issue a certificate and report on the financial statements
which includes an opinion on their ‘truth and fairness’ and the regularity of the
expenditure and income within them. Appendix 1 sets out my responsibilities in full.

The audit work we undertake to fulfil our responsibilities responds to our
assessment of risks. This understanding allows us to develop an audit approach
which focuses on addressing specific risks whilst providing assurance for the
financial statements as a whole. Our audit approach consists of three phases as
set out in Exhibit 1.
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Exhibit 1: my financial audit approach

Planning: ( A ( A
Enaui Execution: Concluding and
quiry, Testing of ing:
observation and ; gl reporting:
inspection to tracnc;r;rr:ct}i 3"15 Evaluation of
understand the balances and evidence obtained
entity and its disclosures in to conclude and
internal controls in response to those report
order to identify P fisks appropriately
and assess risks
. J L J
7 The risks of material misstatement which | consider to be significant, and which

therefore require special audit consideration, are set out in Exhibit 2 along with the
work | intend to undertake to address them.

Exhibit 2: Financial audit risks

Financial audit risks Proposed audit response

Significant risks

The risk of management override of My audit team will:

controls is present in all entities. Due to the | o test the appropria’[eness of journa|

unpredictable way in which such override entries and other adjustments made in

could occur, it is viewed as a significant preparing the financial statements;

risk [ISA 240.31-33]. e review accounting estimates for biases;
and

e and evaluate the rationale for any
significant transactions outside the
normal course of business.

There is a significant risk that the Board My audit team will focus its testing on
will fail to meet its first financial duty to areas of the financial statements which
break even over a three-year period. The could contain reporting bias.

position at month 9 shows a forecast year-
end deficit of £25 million. This combined
with the outturns for 2017-18 and 2018-19,
predicts a three-year deficit of £122 million.

Where the Board fails this financial duty, |
will place a substantive report on the
financial statements highlighting the
failure.

In addition, the current financial pressures
on the Board increase the risk that
management judgements and estimates
could be biased in an effort to achieve a
particular financial out-turn.
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Financial audit risks

Proposed audit response

Other areas of audit attention

The NHS Pension Authority required a
6.03% increase in employer pension
contribution in 2019-20. Welsh
Government agreed to fund and pay this
additional contribution directly. This
additional contribution and the associated
funding may need to be reflected in the
LHB’s accounts.

We will check that the LHB has correctly
accounted for this increase in contribution
and the associated funding.

On 18 December 2019 the First Minister
issued a formal Ministerial Direction to the
Permanent Secretary requiring her to
implement a ‘scheme pays’ initiative in
respect of the NHS pension tax
arrangements for clinical staff.

We are considering the accounting
treatment and audit implications of the
direction (the first in Wales since 1999) in
conjunction with the NAO who are
currently addressing the same issue in
NHS England.

8 | do not seek to obtain absolute assurance on the truth, fairness and regularity of
the financial statements and related notes but adopt a concept of materiality. My
aim is to identify material misstatements, that is, those that might result in a reader
of the accounts being misled. The levels at which | judge such misstatements to be
material will be reported to the Audit and Risk Assurance Committee prior to

completion of the audit.

9 For reporting purposes, we will generally treat any misstatements below a ‘trivial’
level (set at 5% of materiality as not requiring consideration by those charged with
governance and therefore, we will not report them.

10 My fees and planned timescales for completion of the audit are based on the

following assumptions:

° the financial statements are provided in accordance with the agreed
timecales, to the quality expected and have been subject to a robust quality

assurance review;

° information provided to support the financial statements is in accordance
with the agreed audit deliverables document?;

° appropriate accommodation and facilities are provided to enable my audit
team to deliver our audit in an efficient manner;

° all appropriate officers will be available during the audit;

1 The agreed audit deliverables document sets out the expected working paper
requirements to support the financial statements and include timescales and

responsibilities
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11

° you have all the necessary controls and checks in place to enable the
Accountable Officer to provide all the assurances that | require in the Letter
of Representation addressed to me; and

° Internal Audit’s planned programme of work is complete and management
has responded to issues that may have affected the financial statements.

| am also responsible for the audit of Health Boards charitable funds accounts. The
audit will be undertaken in accordance with the timescales agreed separately with
the Board and the Charity Commission.

Performance audit

12

13

14

It is my responsibility to satisfy myself that the audited body has made proper
arrangements for securing economy, efficiency and effectiveness in its use of
resources. | do this by undertaking an appropriate programme of performance
audit work each year.

| set out in this section, the programme of performance audit work to be
undertaken at the Health Board. The content of the programme is informed by an
ongoing analysis of the risks and challenges facing NHS Wales as well as
consideration of issues and risks that are specific to the Health Board. | have also
taken account of the work programme of Healthcare Inspectorate Wales (HIW)? 3.

The topics | plan to examine as part of my 2020 performance audit work are
summarised in Exhibit 3.

2 An operational protocol between HIW and the Auditor General sets out how the two

organisations will work together, March 2015

3 Wales Audit Office, Working Together to Provide Assurance describes the collective
arrangements the AGW and HIW make use of to review governance arrangements in the

NHS, November 2016
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Exhibit 3: contents of my 2020 performance audit work programme

Theme

NHS Structured
Assessment

Approach/key areas of focus

Structured assessment will continue to form the basis of the work |
do at each NHS body to examine the existence of proper
arrangements for the efficient, effective and economical use of
resources. Building on previous years’ work, | will seek to describe
the progress that is being made in embedding sound
arrangements for corporate governance and financial
management, alongside other key processes such as strategic
planning, workforce management, procurement and asset
management.

| also plan to use my structured assessment work to maintain a
high-level view on how well each NHS body is embedding their
statutory requirements under the Well-being of Future
Generations (Wales) Act 2015 into corporate arrangements.

All Wales
Thematic Reviews

Unscheduled care arrangements

During 2020 | plan to scope and roll out a thematic review which
will examine different aspects of the unscheduled care system.
This work will include analysis of national data sets to present a
high-level picture of how the unscheduled care system is currently
working. This data analysis will help me to determine which
aspects of the unscheduled care system | will then focus on
during the remainder of 2020.

Where relevant, my work will also seek to examine the progress
made in responding to my previous recommendations relating to
unscheduled care, including GP out-of-hours and Emergency
Ambulance Services Commissioning (EASC).

Welsh Health Specialised Services Committee (WHSSC)

| also plan to use an element of the 2020 audit fee to undertake a
review of WHSSC. This work will use aspects of my structured
assessment methodology to examine the governance
arrangements of WHSSC.

Locally focused
work

I will also undertake thematic performance audit work that reflects
issues specific to the Health Board. The precise focus of this work
will be agreed with executive officers and the and will be reflected
in the regular updates that are produced for the Audit and Risk
Assurance Committee.

Implementing
previous audit
recommendations

The examination of governance arrangements | undertake as part
of my structured assessment work includes a review of the
arrangements that the Health Board has in place to track progress
against my previous audit recommendations. This allows my team
to obtain assurance that the necessary progress is being made in
addressing areas for improvement identified in previous audit
work. It also enables me to more explicitly measure the impact my
work is having.
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15 In addition to my Structured Assessment work, where my broader programme as
set out in Exhibit 3 allows me to do so, | may take opportunities to make comments
on the Health Board’s application of the sustainable development principle* as set
out in the Well-being of Future Generations (Wales) Act 2015. Where this is
identified, my audit team will raise this with the relevant Health Board lead.

16  The performance audit projects included in last year’s audit plan, which are either
still underway or which have been substituted for alternative projects in agreement
with the Health Board, are set out in Appendix 2.

Fee, audit team and timetable

Fee

17  Your estimated fee for 2020 is set out in Exhibit 4. My fee rates for 2020 have
increased overall by 3% however, my audit teams will continue to drive efficiency in
their audits to ensure fee increases are not passed onto you. This figure represents
a 5.1% decrease compared to the fee set out in the 2019 annual audit plan.

Exhibit 4: audit fee

Audit area Proposed fee for 2020 (£)°® Fee for 2019 (£)
Financial accounts work 196,000 216,000
Charitable Funds accounts 9,000 9,000
work

Performance audit work:

e Structured Assessment 60,284 79,146
e All-Wales thematic reviews® 73,741 64,574
e Local projects 32,330 22,635
Performance audit work total 166,355 166,355
Total fee 371,355 391,355

4 The Act defines the sustainable development (SD) principle as acting in a manner:
‘...which seeks to ensure that the needs of the present are met without compromising the
ability of future generations to meet their own needs’.

5 The fees shown in this document are exclusive of VAT, which is no longer charged to you.
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18  Planning will be ongoing, and changes to my programme of audit work and
therefore my fee, may be required if any key new risks emerge. | shall make no
changes without first discussing them with the Director of Finance.

19 Further information on my fee scales and fee setting can be found on our website.

Audit team

20  The main members of my local audit team, together with their contact details, are
summarised in Exhibit 5.

Exhibit 5: my local audit team

Contact E-mail address
number

Ann-Marie Engagement Director 02920 320500 ann-marie.harkin@audit.wales
Harkin
Dave Thomas | Director with 02920 320604 dave.thomas@audit.wales

responsibility for
performance audit work

Jeremy Audit Manager 02920 829329 jeremy.saunders@audit.wales
Saunders (financial audit)
Anne Beegan | Audit Manager 07879 848666 anne.beegan@audit.wales
(performance audit)
Eleanor Audit Lead (financial 07973 699097 eleanor.bowdler@audit.wales
Bowdler audit)
21 | can confirm that my team members are all independent of the Health Board and

your officers. In addition, | am not aware of any potential conflicts of interest that |
need to bring to your attention.

Staff secondment

22  Atrainee accountant employed by the Wales Audit Office has been seconded to
Hywel Dda Health Board for the period November 2019 to April 2020. This
secondment is part of an initiative funded by the Welsh Consolidated Fund
designed to allow trainee accountants to broaden their skills and to gain
experience of working across different parts of the Welsh public sector.
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23  In order to safeguard against any potential threats to auditor independence and
objectivity, the following restrictions apply in line with the FRC’s Revised Ethical
Standard 2019:

° the secondee will not undertake any line management or management
responsibilities; and

° the secondment will be for a maximum of six-months.

Timetable

24 | will provide reports, or other outputs as agreed, to the Health Board covering the
areas of work identified in this document. My key milestones are set out in
Exhibit 6.

Exhibit 6: timetable

Planned output Work undertaken ‘ Report finalised

2020 Audit Plan December 2019 to | February 2020
January 2020
Financial accounts work:
¢ Audit of Financial Statements February to June June 2020
Report 2020
e Opinion on Financial Statements June 2020
Performance work: Timescales for individual projects will be
e Structured Assessment discussed with the Health Board and detailed

within the specific project briefings produced

e Unscheduled Care for each study.

¢ WHSSC

e Local project work

Annual Audit Report for 2020 October to December 2020
November 2020

2021 Audit Plan December 2020 to | February / March 2021
January 2021

Future developments to my audit work

25  Details of other future developments, including forthcoming changes to key
International Financial Reporting Standards (IFRS) for charitable funds, future
changes to UK Generally Accepted Accounting Practice (UK GAAP), the Wales
Audit Office’s Good Practice Exchange seminars and my work on the readiness of
the Welsh public sector for Brexit, are set out in Appendix 3.
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Appendix 1

Respective responsibilities

My powers and duty to undertake your financial audit are set out in the Public Audit
(Wales) Act 2004. It is my responsibility to issue a certificate and report on the financial
statements which includes an opinion on:

. their ‘truth and fairness’, providing assurance that they:
- are free from material misstatement, whether caused by fraud or error;
- comply with the statutory and other applicable requirements; and
- comply with all relevant requirements for accounting presentation and

disclosure.
. whether the remuneration report is properly prepared.
. the regularity of the expenditure and income.
. the consistency of other information presented with the financial statements.

It must also state by exception if the Annual Governance Statement does not comply with
requirements, if proper accounting records have not been kept, if disclosures required for
remuneration and other transactions have not been made or if | have not received all the
information and explanations | require.

In addition, | may place a substantive report on the financial statements if | wish to make
additional observations on any matters within them.

My powers to undertake performance audit work at the Health Board are set out in the
Government of Wales Acts 1998 and 2006 and this work also discharges my duty under
the Public Audit (Wales) Act 2004 to satisfy myself that the body has made proper
arrangements for securing economy, efficiency and effectiveness in its use of resources.

My audit work does not relieve management and those charged with governance of their
responsibilities which include:

. the preparation of the financial statements and annual report in accordance with
applicable accounting standards and guidance;

. the keeping of proper accounting records;

. ensuring the regularity of financial transactions; and

. securing value for money in the use of resources.
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Appendix 2

Performance audit work in last year’s audit plan
still in progress

Exhibit 7: Performance audit work still in progress

Performance audit Comment

project

Orthopaedic Services Reporting Local reports for health boards setting
(Follow up) out progress against the issues the

Auditor General originally identified in
2015 will be issued during February. A
national summary report will also be
published in Spring 2020.

Quality Governance Set Up Scoping of this work has been
arrangements informed by the Joint Review of
Quality Governance at Cwm Taf
Morgannwg UHB. Wider work across
Wales will be undertaken in close
collaboration with Healthcare
Inspectorate Wales and will be
undertaken during Spring and early
Summer 2020.

Review of RTT Set Up This work will focus on whether the
Sustainability Health Board is using RTT monies to
implement sustainable solutions for
managing waiting times. Work will be
undertaken during February and
March 2020.
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Appendix 3

Other future developments

Forthcoming key IFRS changes

Exhibit 8: changes to IFRS standards

Standard Effective date Further details

IFRS 16 2020-21 IFRS 16 will replace the current leases standard
Leases IAS 17. The key change is that it largely
removes the distinction between operating and
finance leases for lessees by introducing a
single lessee accounting model that requires a
lessee to recognise assets and liabilities for all
leases with a term of more than 12 months,
unless the underlying asset is of low value. It
will lead to all leases being recognised on
balance sheet as an asset based on a ‘right of
use’ principle with a corresponding liability for
future rentals. This is a significant change in
lessee accounting.

IFRS 17 2021-22 at earliest | IFRS 17 replaces IFRS 4 Insurance Contacts,
Insurance which permitted a variety of accounting
Contracts practices resulting in accounting diversity and a

lack of transparency about the generation and
recognition of profits. IFRS 17 addresses such
issues by requiring a current measurement
model, using updated information on obligations
and risks, and requiring service results to be
presented separately from finance income or
expense.

It applies to all insurance contracts issued,
irrespective of the type of entity issuing the
contracts, so not relevant only for insurance
companies. Entities will need to consider
carefully whether any contractual obligations
entered into meet the definition of an insurance
contract. If that is the case, entities will need to
determine whether they are covered by any of
IFRS 17’s specific scope exclusions.
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Future changes to UK GAAP: applicable to charitable funds
accounts

Following the introduction of the new UK GAAP accounting regime in 2015-16, and the
replacement of the Financial Reporting Standard for Smaller Entities (FRSSE) by Section
1A of FRS 102 in 2016-17, there are only limited changes to FRS 102 in 2019-20.

More significant amendments are expected from 2022-23, reflecting recent changes in
International Financial Reporting Standards, including accounting for financial
instruments and leases.

Good Practice Exchange (GPX)

The Wales Audit Office’s GPX helps public services improve by sharing knowledge and
practices that work. Events are held where knowledge can be exchanged face to face
and resources shared online. Further information, including details of forthcoming GPX
events and outputs from past seminars.

Brexit: preparations for the United Kingdom’s departure from
membership of the European Union

The Auditor General has reported on preparations in Wales for a ‘no-deal Brexit’,
publishing a report in February 2019 and a follow-up letter to the External Affairs and
Additional Legislation Committee in September 2019. At the time of reporting, there was
a possibility that the UK would leave the EU without a Withdrawal Agreement in place
(the no-deal scenario), which would potentially have had significant consequences for
Welsh public services and the wider economy and society.

On 31 January 2020, the United Kingdom left membership of the European Union under
the terms of the Withdrawal Agreement concluded between the EU and UK in October
2019. The next phase will involve negotiating and agreeing the future relationship
between the UK and EU.

There will be a transition period to 31 December 2020, during which the UK will continue
to participate in EU programmes and follow EU regulations. The Withdrawal Agreement
provides for the transition period to be extended by up to two years, with the agreement
of the UK and EU. The deadline for agreeing to extend the transition is 31 June 2020.
The UK Government has said that it does not intend to extend the transition period.

Despite there being an agreement on the terms of withdrawal, there remain some
significant uncertainties:

° Given the very tight timetable for reaching agreement, there is a possibility of the
UK leaving the transition period at the end of 2020 without an agreement about
the future relationship in place. In this scenario many of the issues previously
identified around a ‘no-deal Brexit’, such as disruption to supply chains, would
arise again.
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° The UK Government’s position of seeking a future relationship based on a free
trade agreement (rather than a closer relationship aligned to the single market)
has implications that are not yet clear but which create opportunities and risks for
Wales’ economy, society and environment.

° There are also significant unresolved constitutional questions around how powers
in areas where devolved governments were directly applying EU law, such as
regional development and agriculture, will be exercised across the UK after the
transition period.

In light of these uncertainties, the Auditor General will continue to keep a watching brief
over developments and will make a decision later in the year as to what, if any, further
work is required to look at public bodies’ preparations for either a new relationship or a
no-trade deal exit from the transition period.
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