S.P. 08/17

ST. HELENA

SAINT HELENA AUDIT SERVICE

MANAGEMENT LETTER
FINANCIAL STATEMENTS 2015 - 16

olmb\ o he "?;-!O\e -\t March eo\F é CsEC






(" SAINT HELENA AUDIT SERVICE

External Auditors

MANAGEMENT
LETTER

FINANCIAL STATEMENTS 2015-16

To the Executive Council of St Helena Government

21/12/2016

e ———— —r




Introduction s asaiis s Rt - - GRS A s 1
Audit OBJeCtiVes .............acunniissssinssissessimiviremssasisaamsssnssanunsiissnis nnnsrddesisnnisnsssvkivaassnsuasa
WX Lo 1) o] T 4 o [T o =T 0 To L= o ' 2 O 2
AUt OPINION ... e bb e s e s e b s e bbb b a b b ab bbb e s bnesane e 2

Changes to accounts and significant matters ...........ccccovcie i e 3

Financial reporting framM@WOIK . ..............c..uuueeiiiieeiiiieiee et as bt ae e i 3
L@QACY ISSUBS ... e e iesizaa 3
NOW ISSUB ... VL T R AR AT <]
Misstatements identified during the @udiit ...................cccccciiiiiiiiiiiiiiiii i 4

Significant issues arising from the audit ..........c.cccccvcccvniiniiiniii e, 4

Accounting policies, accounting estimates and financial statement disclosures ................. 4
Significant difficulties encountered during the audit.....................ccoocevviveviiniiiieiieceieeee. 6
Significant matters arising from the audit which remain unresolved ................................... 7
Significant matters arising from the audit that were resolved with management................. 8
Other matters arising from the audit that are significant fo the oversight of the financial
FEPOIING PIOCESS ...ttt 11
WIHITeN repreSeNntalionS. ...............uuuueeieieee et et 12
L0714 To 00T 4 o =1 o o 10 12
Annual Governance Statement ... . 12
Financial Management and Internal Control............cceiiiiiiiiiiiiiiciniiceieiesccesseneeseeee 13
NEW iSSUES raiSEU TNIS YOOI ..........ooevveeiiceeeiiee ittt e s s et e st s et e s e e e e e eranean 13
FOHOW-UD OF PreViOUS ISSUBS........ ...t ee st v s sae e e 16
Concluding remarks .ciicimiimisinssonmmissssmsiissomisrsis masnrssssasssisiosisvinmrestssvasseriossns 18
Independent Auditors Report..............cooviiiiiiiiiiiiiiiiieicie s Appendix A 19
Schedule of material adjustments ................cccccviviviieiiii s Appendix B 22
Schedule of uncorrected mistatements ..............ccccccevveeiiiiiiiciiiiiiinns AppendixC 25
Recommendations to management ...........c.ccccoceeviiiiiiciieniiein i, AppendixD 26
Related Parties & Groups............ccovvmeeeiieciieeeeeeee e e Appendix E 28




As the external auditor of Saint Helena Government (SHG), | am required by the Public
Finance Ordinance to report to Legislative Council (LegCo) my findings from the audit of the
Financial Statements of SHG.

The purpose of this report is to summarise for LegCo the key issues arising from my audit of
the Financial Statements for the year ended 31 March 2016 and report any significant
accounting matters or weaknesses in internal controls that have come to my attention during
the audit.

A draft of this Management Letter was reported to the Financial Secretary and Executive
Council (ExCo) for review prior to submission of the final report to the LegCo.

The main objective of the audit is to form an opinion as to whether the Financial Statements
of SHG present fairly the financial position of Government at 31 March 2016 and of its financial
performance and cash flows for the year then ended, and confirm that the financial statements
are prepared in accordance with all relevant laws and policies.

As part of my audit | carry out the following work:

o Examine, on a test basis, evidence relevant to the amounts and disclosures in the
Financial Statements.

e Assess any significant estimates and judgements made by SHG in the preparation of
the Financial Statements.

e Assess whether the accounting policies are appropriate to SHGs circumstances,
consistently applied and adequately disclosed.

» Evaluate the overall adequacy of the presentation of information in the Financial
Statements to ensure compliance with International Public Sector Accounting
Standards (IPSAS).

e Report to you my opinion that:

o the accounts present fairly the financial position of the Government, as at the
end of the financial year then ended; and

o in all material respects the expenditure and income have been applied to the
purposes intended and conform to the authorities which govern them; and

o the accounts and financial statements have been prepared in accordance with
all relevant laws and policies.

e Report to you such other information as | consider necessary or appropriate to assist
you in your consideration of the Government's accounts for that financial year.

e Submit for your consideration an annual Management Letter on the audit.

My audit methodology for the collection of audit evidence is based on the Audit Manual of the
Saint Helena Audit Service (SHAS), which has been developed to reflect current international
auditing standards. The methodology adopts a risk-based approach in accordance with
International Standards on Auditing (UK & Ireland).
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Although | am required under International Standards on Auditing (ISAs) to consider the risk
of material misstatement arising from fraud, the purpose of my audit is not for the detection of
fraud. Responsibility for the prevention and detection of fraud rests with the Government who
should not rely on the external audit function to discharge these responsibilities.

The audit engagement team has complied with relevant ethical requirements regarding
independence. The following circumstances may present a perceived threat to the
independence of the Saint Helena Audit Service:

e The audit of SHG accounts for more than 50% of the annual fee income for SHAS.

e | am appointed by HE the Governor, with the approval of the Secretary of State, and
my staff are appointed on the same terms and conditions of service as other public
servants of SHG.

The threats to independence in respect of the Financial Statements audit are reduced to an
acceptable level through the protections enshrined in the Saint Helena Constitution, in which
the Chief Auditor and staff of the Saint Helena Audit Service are not subject to the direction or
control of the Governor, the Executive Council or any other person or authority.

All my staff have completed declarations of interest, and where there is an identified conflict,
appropriate safeguards have been applied. Through these ethical policies and specific threat
mitigation measures | am satisfied as to the independence and objectivity with which the audit
is conducted.

At the conclusion of the audit on 14 December 2016 | issued my Independent Auditor's Report
containing a qualified opinion on the financial statements. | based my opinion on the detailed
audit work that | carried out in accordance with ISAs.

My opinion on the fair presentation of the Financial Statements is qualified due to uncertainty
in the value of capital infrastructure and the accuracy of social benefit payments; and
disagreement in the reported comparative balances on reserves in respect of the Bulk Fuel
Installation. My report is further modified in respect of the regularity of the pension increase
and the statutory requirement to prepare consolidated Financial Statements.

As explained in the following sections these matters remain unresolved at the reporting date.
The form of my Independent Auditor's Report containing the qualified opinion is included in
Appendix A.
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FINANCIAL REPORTING FRAMEWORK

Section 10(1) of the Public Finance Ordinance requires that the Annual Financial Statements
of Government comply with the IPSAS. The Financial Statements for the year 2015/16 are the
fifth year of reporting on an accruals basis using IPSAS. The matters reported in this
management letter relate to the draft 2015/16 Financial Statements submitted for audit in July
2016.

The basis of preparation of the Financial Statements as set out in Note 1 explains that the
Financial Statements of SHG have been prepared in accordance with IPSAS. IPSAS 6
Consolidated and Separate Financial Statements requires SHG to prepare consolidated
Financial Statements — whereby ownership interest in subsidiary undertakings are accounted
for and presented, along with the separate Financial Statements of Government, as a single
economic group. SHG are working towards the preparation of group Financial Statements but
for the reporting year 2015/16 the separate Financial Statements of SHG are presented
without group consolidation.

There is no transitional exemption in respect of the IPSAS 6 requirements. Accordingly, and
consistent with prior-years, my audit report is modified to report that the Financial Statements
have not been prepared in accordance with all relevant laws and policies.

LEGACY ISSUES

The following three matters reported in the prior year and causing modification of the 2014/15
audit report also pertain to the current year 2015/16:

e Infrastructure valuation — recognition of airport and wharf assets at fair value
¢ Social benefit payments — accuracy of expenditure on Basic Island Pension
o Statutory matters — non-preparation of consolidated Financial Statements

As explained more fully in the section below on significant issues resolved with management
the following two qualifications reported in 2014/15 are cleared as follows:

¢ Bulk Fuel Installation — classification of reserves and authorisation of expenditure and
revenues pertains only to the 2014/15 comparators and is resolved through the
establishment of the BFI Special Fund for 2015/16

e Expenditure in Excess — authorisation of expenditure in excess of statutory
appropriation through the section 106 procedure clears this regularity qualification for
both 2014/15 and 2015/16

NEW ISSUE

Section 17 of the St Helena Pensions Ordinance provides for pensions in payment under the
defined benefit pension scheme to be increased at the discretion of the Governor. When
exercising this power the Governor is required to have regard to changes in the wages and
salaries paid to serving public officers and employees.




The information provided to the Governor in support of the decision to increase pensions by
6% with effect from 1 April 2015 was deficient in that no reference was made to the zero pay
award to public servants for that same financial year. | was therefore unable to obtain sufficient
appropriate evidence that the pensions increase made under Section 17, amounting to some
£70,080 for 2015/16 and payable from the Consolidated Fund, conforms to the statutory
authority that governs it. My audit report is qualified due to a limitation of scope in respect of
this new matter of regularity.

MISSTATEMENTS IDENTIFIED DURING THE AUDIT

During my audit, | identified several misstatements. | requested the Financial Secretary to
correct these misstatements and they were actioned where it was readily possible. In
recognition of your governance responsibilities | have scheduled those material misstatements
which have now been corrected in Appendix B. Information which was not available during the
preparation of the Financial Statements submitted for audit during July 2016, namely
subsidiary audited accounts and pension liabilities, were incorporated into subsequent
versions of the Financial Statements.

However, my report also identifies remaining areas of error or uncertainty which, in my opinion,
would result in further material adjustments once further work quantified the full extent of the
misstatements. These matters remain uncorrected. Their effects on the Financial Statements
are described in the section on unresolved matters below and are detailed in Appendix C.

ACCOUNTING POLICIES, ACCOUNTING ESTIMATES AND FINANCIAL
STATEMENT DISCLOSURES

BASIS OF PREPARATION

The accounting policies disclosed are in accordance with IPSAS except for those recognized
areas of non-compliance in terms of IPSAS 6 Consolidated and Separate Financial
Statements, as explained above. After making required adjustments the policies, practices
and disclosures are otherwise compliant with IPSAS taking account of transitional provisions
and are appropriate to SHG. In overall terms the Financial Statements maintain the
improvement in presentation notwithstanding the continuing audit qualifications.

Note 1 sets out the Basis of Preparation and explains that SHG has used certain transitional
provisions when preparing the Financial Statements under IPSAS. These transitional
provisions are available for a period of up to five years following first-time reporting after which
full compliance is required. The Financial Statements for 2015/16 are therefore the final year
under which these provisions are applicable and significantly all public assets and leasehold
interests held prior to 1 April 2011 will need to be included in the Financial Statements for
2016/17. These accounting requirements will present significant challenges in terms of both
financial reporting and statutory audit in the year ahead.



ACTUARIAL ASSUMPTIONS

The Government has a Defined Benefit Pension Scheme (DBPS) which is explained in
accounting policies Note 2(i). The DBPS was closed to new members on 31 March 2010 with
eligible employees joining after 1 April 2010 being enrolled into the new Defined Contribution
Pension Scheme (DCPS). A full actuarial review of the DBPS was performed at 31 March
2016, after three subsequent roll-forward reviews since the last full review performed at 31
March 2012.

Note 3 sets out the significant assumptions used in preparing the Financial Statements and
key sources of estimation uncertainty. The assessment of the pension liability and in-year
expense prepared by the Government Actuary are based upon a number of key assumptions.
| wish to draw members attention to these actuarial assumptions which have a highly material
impact on the preparation of the Financial Statements.

Section 17 of the Pensions Ordinance is a discretionary provision and therefore conveys no
absolute legal right to pensions increases. A view could therefore be taken that no constructive
obligation has arisen and that instead the pension liability should be valued without taking into
account any potential pension increases in the future. However, IPSAS 25 Employee Benefits
explains that a legal obligation to pay a pension benefit is not the only grounds for recognition
of a liability.

The assumptions used by the actuary for future pension increases are represented as being
based upon past behaviour (in terms of the historic award of pensions increases) and giving
rise to a constructive obligation notwithstanding the discretionary nature of the provision. The
forward rate of increase assumed by the actuary for pay and pensions is 3.5% per annum an
increase from 2.5% used previously. This rate is represented as being consistent with the
historic average rate of pensions increases but also assumes that future pensions increases
will be at parity with public sector pay after considering the impact of incremental progression.

Note 20 to the accounts reports that the actuarially assessed pension liability is £60.795m at
31 March 2016 being an increase of £12.371m on the £48.424m balance reported at the
previous accounting date. Indeed, the pension liability has increased steeply over the previous
two financial years as shown in Figure 1 below.
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FIGURE 1 DBPS LIABILITY 2012 TO 2016

31/03/2012 31/03/2013 31/03/2014 31/03/2015 31/03/2016

60.8

- Defined Benefit Pension Scheme
Actuarial Liability (£Em)

Whilst a significant portion of the increase in liability resulted from the change in the discount
rate applied by the Government Actuary in 2014/15, the assumed rate of increase in pay and
pensions in 2015/16 also has a significant bearing on the measurement of the liability reported
in these Financial Statements.

SIGNIFICANT DIFFICULTIES ENCOUNTERED DURING THE AUDIT

| have the pleasure in reporting that the cycle of preparation and audit reporting of the 2015/16
accounts has met the DFID requirement for reporting within nine-months from financial year
end and the audit was completed six-months of receipt compliant with the Public Finance
Ordinance. The collaborative programme to clear the backlog in the statutory reporting of the
Financial Statements has realised its intended purpose and enabled these public accounts to
follow a normal reporting timeframe for the first time since the adoption of IPSAS.

The timely production and audit of public accounts is essential for good financial governance
and public accountability. SHG are in receipt of significant grant-in-aid and the audited
accounts therefore serve to provide assurance to DFID and other international donors. The
relevance of the public accounts to external stakeholders and parliamentary scrutiny
processes are enhanced when public reporting occurs on a timely basis.

Notwithstanding this progress made in timely financial reporting a significant continuing matter
is the scale of changes between the Draft Financial Statements and the Final Audited
Statements. The material consequential adjustments required after the reporting of audited
accounts for the preceding year is largely a function of the overlapping timelines in the
recovery programme.
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However, the omission of the amounts, balances and disclosures for the pension liability and
in-year charge means that the accounts require material adjustment during the audit process.
For 2015/16 the actuarial report was not obtained until 9 November 2016 — some 4 months
after the accounts were submitted for audit and less than 5 weeks before the planned audit
completion date.

The Financial Secretary assured me that these difficulties were associated with the clearance
programme and are non-recurrent in nature. More specifically a detailed closedown plan has
been prepared by Corporate Finance for the timely production of the 2016/17 statutory
accounts with financial information timeously secured from experts appointed by management
including the government actuary, professional valuations, and results of group entities.

SIGNIFICANT MATTERS ARISING FROM THE AUDIT WHICH REMAIN
UNRESOLVED

Each of the issues leading to a modification of the audit opinion were discussed with
management together with a range of other significant matters. These unresolved matters are
summarised in this section.

REGULARITY OF PENSION INCREASE

Section 17 of the Pensions Ordinance provides discretion for the Governor to increase
government pensions in payment by an equitable amount having regard to increases in the
pay of public servants.

The official advice given to the Governor in support of the requests for decision on the pension
increases makes no reference to the pay rates applicable to the general public service.
Instead the basis for the increase is made by reference to the minimum income standard (MIS)
and is silent on public service pay. SHG officials could not evidence that the Governor had
been duly appraised on the public sector pay increases and accordingly the basis for decision
does not conform with the specific requirement of section 17.

The Public Finance Ordinance in section 29(b)(i)(B) requires the Chief Auditor to give an
opinion as to whether, in all material respects, the expenditure and income have been applied
to the purposes intended and conform with the authorities which govern them. | have qualified
my regularity opinion in that | was unable to obtain sufficient appropriate evidence that the
2015/16 pensions increase made under section 17 amounting to some £70,080, and payable
from the Consolidated Fund, conforms to the statutory authority that governs it.

Recommendation 1  For future pension increases, the Financial
Secretary provides the Governor with specific information on the
increase in pay to public servants — to demonstrate compliance with
s17 of the Pensions Ordinance 2012.
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ELIGIBILITY OF SOCIAL BENEFIT PAYMENTS

SHG is responsible for the payment of iIncome Related Benefit (IRB) and Basic Island Pension
(BIP) under the Social Security Ordinance 2010. Consistent with 2013/14 and 2014/15 | was
unable to secure sufficient appropriate audit evidence about the eligibility of those persons in
receipt of BIP.

This material uncertainty on the accuracy of BIP gives rise to a limitation of scope qualification
in the audit opinion. The expenditure on BIP in the year to 31 March 2016 was £1.745m
(£1.565m in 2014/15). SHG have assigned an Adjudication Officer to review all BIP case files
and establish an evidential or adjudicated basis for pension entitlement in each case. This
process is expected to be completed by July 2018.

AID FUNDED INFRASTRUCTURE

DFID funded infrastructure in respect of the new airport and permanent wharf amounting to
£217.6m at 31 March 2016 (£166.8m at 31 March 2015) reported within Property Plant and
Equipment and forming part of assets under construction in Note 16, is required to be
measured at replacement cost in accordance with IPSAS 17, Property Plant and Equipment
and IPSAS 23, Revenue from Non-exchange transactions. As explained in Note 3 to the
Financial Statements, there is a high degree of estimation uncertainty in using the depreciated
replacement cost as a proxy for fair value. In the absence of a professional valuation | am
unable to determine whether the stated value fairly reflects the replacement cost for the DFID
funded airport and wharf infrastructure.

The Financial Secretary has advised me that he intends to commission a formal valuation of
these infrastructure assets as at the date of operational readiness as a basis for future
depreciation. The commissioning process remains at an early stage with the scope to be
determined, expert to be appointed and valuation exercise to be undertaken. To obtain an
independent expert assessment of replacement cost before the audit reporting deadline of 31
December 2016 therefore remains impractical. In these circumstances, there is a practical
limitation of scope presented by management that causes a qualification of the audit opinion
on the grounds of material uncertainty.

SIGNIFICANT MATTERS ARISING FROM THE AUDIT THAT WERE RESOLVED
WITH MANAGEMENT

Each of the issues highlighted below were identified during the audit and satisfactorily resolved
with management and appropriate adjustments made to the final Financial Statements. The
material adjustments arising are disclosed in Appendix B.

'ACTUARIAL ASSESSMENT

The valuation of the Defined Benefit Pension Scheme (DBPS) was received from the
Government Actuary’s Department in November 2016. Accordingly, the actuarial adjustments
to recognise the pension costs and liability had not been recorded in the draft Financial
Statements submitted for audit. The required adjustments have now been made in the
Financial Statements and are disclosed in Note 20 — Pensions.
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PROVISION FOR LITIGATION

SHG were engaged in several on-going legal proceedings at reporting date for which no
provision had initially been made in the financial statements. Management have now assessed
the probability of economic outflows and a reasoned estimate for the accounting provision has
now been included in the financial statements.

In my Final Accounts Memorandum to the Financial Secretary for 2012/13 | had raised the
requirement for the Corporate Finance team to liaise with the Attorney General’s Chambers
in respect of provisioning for current litigation and claims. It was evident from my enquiries
that further action is required to improve the process and coordination between Finance and
Legal functions.

REALLOCATION OF SHIPPING UNDERSPEND

Confirmation was received from DFID that the £2.056m underspend on shipping subsidy may
be retained by SHG to meet the cost of the new Fuel Management Contract (FMC) with the
balance being transferred to Grant in Aid. Adjustments were processed between DFID
Shipping Subsidy, DFID Grant in Aid and DIFD Development Aid recognised within Trading
Activities to reflect these authorised transfers.

VALUATION OF AIRPORT

An error of £3.566m was identified in the fair value estimate of the airport project. The error
was the result of SHG only including in-year rather than total cumulative costs of Variation
Orders, Diesel, Explosives and Risk Share being included in the estimate. The Government
Financial Statements have been adjusted to correctly reflect this cost.

TRANSFER OF COMPLETED ASSETS UNDER CONSTRUCTION

Various elements of capital expenditure on the main wharf in Jamestown was completed
between 2010/11 and 2012/13. However, the capital expenditure had not been transferred out
of the Assets Under Construction class in Note 16 - Property, Plant and Equipment on
completion, and so was not subject to depreciation. The error was identified prior to the
finalisation of the Financial Statements. Prior period adjustments for the reclassification from
Assets Under Construction to the Infrastructure, Infrastructure Roads and Land and Buildings
classes of Note 16 - Property, Plant and Equipment and depreciation charges were made.
These are disclosed in Note 4 - Restatement of Prior Period Figures.

AID FUNDED INFRASTRUCTURE RESERVE

To simplify financial reporting, management decided to combine the previously separate
Airport Infrastructure Reserve £216.629m at 31 March 2016 (£202.685m at 31 March 2015)
and the Wharf Infrastructure Reserve £9.952m at 31 March 2016 (£9.535m at 31 March 2015)
into a single Aid Funded Reserve. The change has been explained in Note 3 and the
consequential amendments made to the Statements of Financial Position and Note 23 and
related notes in the Financial Statements.
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'WHARF INFRASTRUCTURE

RECOGNITION OF ESH CAPITAL IMPROVEMENTS

Enterprise St Helena is an arm’s length agency established under Ordinance to facilitate the
economic development of St Helena. The agency enjoys an operating subsidy from SHG and
project funds from DFID routed through SHG as the sponsoring government. In the year
2015/16 ESH applied some £0.713m of funding to making capital improvements to specific
properties owned by SHG. These capital additions were required to be recognised by SHG
in its separate Financial Statements and the associated operating subsidy to ESH adjusted to
reflect the substance of these related party transactions.

RECLASSIFICATIONS

There have been a range of material adjustments processed by management with audit
agreement to correctly classify items of account in the Financial Statements as disclosed in
Appendix B. Several are consequential adjustments expected from the closure of the financial
statements for the prior year 2014/15 on 14 September 2016 being after the submission date
for the draft financial statements for 2015/16 on 15 July 2016. These material items are set
out in the paragraphs below.

‘ALLOCATION OF TECHNICAL COOPERATION EXPENDITURE

During the financial audit 2014/15 of payroll Technical Cooperation (TC) allocation, | noted
that items included in the allocation of TC costs per directorate and per cost type were
incorrectly classified. Adjustments were therefore required to the Statement of Financial
Performance for prior year ended 31 March 2015 and current year ended 31 March 2016
figures, as well as amendments to Note 5 of the Financial Statements. The total reallocation
amounting to £1.62m for 2015/16 did not impact reported total expenditure.

The permanent wharf infrastructure reported within assets under construction is financed
through a combination of DFID and EDF grant funding. The accounting treatment adopted in
the draft Financial Statements was to recognise the asset under construction at cost. IPSAS
23 requires that where an asset is acquired through a combination of exchange and non-
exchange transactions, those components should be distinguished, with the EDF funded
component recognised at cost (on an exchange basis) and the DFID funded recognised at fair
value (on a non-exchange basis). Management have therefore amended the disclosure of
accounting policies in Note 1 and key estimation assumptions in Note 2 to properly reflect the
mixed funding for the wharf infrastructure.

Nonetheless the absence of a reliable measure of fair value means for the DFID component
means that the qualified opinion relating to the airport infrastructure similarly applies to the
new permanent wharf in Rupert’'s bay.




OTHER MATTERS ARISING FROM THE AUDIT THAT ARE SIGNIFICANT TO THE
OVERSIGHT OF THE FINANCIAL REPORTING PROCESS

The following matters relate to the statutory reporting framework, good governance and
financial management. They are relevant to the oversight of the financial reporting process
and improving accountability in the public administration of St Helena.

COMPLIANCE WITH FINANCIAL REPORTING FRAMEWORK

Section 10(1) of the Public Finance Ordinance requires the financial statements to be prepared
in accordance with the IPSAS financial reporting framework. IPSAS requires an explicit and
unreserved statement of compliance to be made. As disclosed in Note 1 Government has not
prepared consolidated financial statements that incorporate the resuits of those entities over
which SHG has control and accordingly has not complied with IPSAS 6, Consolidated and
Separate Financial Statements.

Section 29(1)(b)(i)(C) of the Public Finance Ordinance requires the Chief Auditor to provide
an opinion on whether the accounts and financial statements have been prepared in
accordance with all relevant laws and policies. In my Independent Auditor's Report | have
therefore reported, in the section ‘on other matters required by statute’, that the financial
statements have not been prepared in accordance with all relevant laws.

In response to my previous recommendations on this issue, Corporate Finance has
commenced a plan for staged consolidation over two reporting periods to minimise the
reporting burden on subsidiaries. The intention is to publish consolidated Financial Statements
for SHG and its economic group for the financial year 2016/17.

EXPENDITURE WITHOUT AUTHORITY

The Statement of Comparison of Budget and Actual Amounts and related Note 7 to the
Financial Statements reports heads of expenditure and revenue at output level compared with
the budget estimate. Expenditure exceeding the limit of the approved estimate is without
authorisation and is required to be scheduled in a Statement of Expenditure in Excess in
accordance with Section 106 of the Constitution.

In the financial year 2015/16 there are three heads of expenditure which are reporting
Expenditure in Excess:

e Police —Overspend of £20,465 on a budget of £1.237m
o Corporate Finance — Overspend of £74,805 on a budget of £3.880m
o Safeguarding — Overspend of £160,557 on a budget of £2.754m

In Sessional Paper 41/16 the Financial Secretary laid a Statement of Expenditure in Excess
before Legislative Council consistent with Section 106. The Public Accounts Committee (PAC)
have examined the Statement and taken evidence from Accounting Officers as to the reasons
for the Excess Expenditure. The resultant PAC report was laid in Sessional Paper 44/16 and
a motion passed to allow the expenditure to stand charged to public funds.
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These items would ordinarily cause a qualification to the regulatory opinion in my Independent
Auditor's Report. Their subsequent authorisation by LegCo on 12 December 2016 upon
completion of the constitutional process under Section 106 avoids a qualification of the
regularity opinion on these grounds in 2015/16.

In my briefing to PAC on the content of Sessional Paper 41/16 | highlight the Statement of
Expenditure in Excess covers the five financial years 2011/12 through to 2015/16. This
remedies an historic procedural defect in that Excess Expenditure arising in prior years had
not been subject to review and authorisation under Section 106. The Financial Secretary has
also committed, in respect of any future overspending, to lay a statement of Expenditure in
Excess before LegCo upon the close of each financial year.

WRITTEN REPRESENTATIONS

Written representations were requested and received from the Financial Secretary in line with
those required by the International Standards on Auditing.

The annual recurrent spend by SHG is 77% (£19.271m of £25.119m) funded from direct grant
from DFID. | have therefore considered SHG’s assessment that the Government as an
economic reporting entity is a going concern.

| am satisfied that the going concern reporting basis is appropriate based on my reading of
the DFID Memorandum of Understanding for financial support to SHG covering the periods 1
April 2016 up to 31 March 2019, my review of recurrent estimates, and my discussions with
the Financial Secretary. The amount pledged by DFID for the 2016/17 budget year will not
exceed £22.5m and includes the allocation towards Technical Cooperation.

Consistent with best public sector practice SHG has prepared an Annual Governance
Statement (AGS) for 2015/16 for publication with the Financial Statements. As Chief Auditor |
am obliged to review the AGS and consider whether it conforms to proper practice and the
reported content is not inconsistent with my knowledge of the entity.

The publication of an AGS represents a voluntary disclosure and accordingly there is currently
no regulatory basis requiring publication with the accounts of Saint Helena Government or
prescribing its form. In the absence of specific regulation, the form has been reviewed in
comparison with the model framework published by Chartered Institute of Public Finance and
Accountancy (CIPFA).

The following issues were identified and discussed with management:

e The improvements applied in respect of the AGS published with the 2012/13 Financial
Statements had not been carried through to the draft AGS for 2015/16

e There was no explicit statement which says that the governance framework has been
in place for the year and up to the date of approval of the Financial Statements.

e The opinion from the Head of Internal Audit was not included in the AGS.
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e The section on Significant Governance Issues was not consistent with the assurances
from Accounting Officers and the findings from internal Audit

Revisions were subsequently made by management such that the AGS conforms to proper
practice and the reported content is consistent with the Financial Statements and my audit
understanding of SHG in the period under report.

In my 2012/13 Management Letter, | recommended the publication of a Code of Governance
against which an express statement of compliance may be made in the AGS as envisaged by
the model statement. SHG had intended to publish a Code consistent with the CIPFA/IFAC
governance framework in preparation for 2016/17 statutory reporting. However, this timetable
now looks somewhat ambitious.

In accordance with International Standards on Auditing | have included a summary of matters
of financial management and internal control which arose during my audit and which | consider
should be brought to the attention of LegCo.

The matters described in this section came to my attention during the normal course of my
audit, the purpose of which was to express an opinion on the Financial Statements. The audit
included consideration of internal control relevant to the preparation of the Financial
Statements to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of internal control.

Overall responsibility for maintaining adequate financial reporting systems and systems of
internal control, as well as for the prevention and detection of fraud, irregularities, and other
errors, rests with the Financial Secretary and the Accounting Officers.

NEW ISSUES RAISED THIS YEAR

The new matters now reported are limited to those deficiencies that | consider to be of
sufficient importance to merit being reported to Council. Less significant matters will be
reported to the Financial Secretary in a separate Final Accounts Memorandum. | have noted
in the Appendix D the actions proposed by management regarding the audit recommendations
made in this Letter.

PENSIONS INCREASES

The increase applied to pensions in payment in recent years has referenced the Minimum
Income Standard and therefore the historic trend appears quite different to increases in public
service pay. Indeed, over the period since 2010/11 pensions in payment have increased by
16% more than public service pay. Whilst the Governor has an absolute discretion in
determining an equitable pension increase officials should reference the public service pay
comparator when providing a rationale for future decisions.
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The DBPS has no corresponding assets and accordingly pensions in payment continue to fall
upon the Consolidated Fund on a pay-as-you-go basis with SHG remaining exposed to this
unfunded liability. Therefore, for the purpose of prudential financial management, in explaining
the financial consequences of any proposed pension increase officials should also quantify
the impact on the future pension liability in addition to the in-year budgetary requirement for
estimates purposes.

Recommendation 2  For future pension increases, the Financial
Secretary provides the Governor with information on the prudential
impact on the unfunded pension liability in addition to the in-year
budgetary requirement.

CAPITAL PROGRAMME MANAGEMENT

Government has an ambitious capital programme to construct and renew built infrastructure
essential for the maintenance of public services and the future economic development of the
Island. In recent periods the capital programme has suffered from ineffective programme and
project governance and inadequate technical capacity. In consequence, the delivery of built
infrastructure to quality, budget and timetable has fallen well short of the planned investment
programme to the frustration of both elected members and external donors.

More specifically, the £16.5m DFID funded 3-year support to SHG capital programme 2014/15
to 2016/17 was placed in special measures after significant capital slippage was evident after
year two of the programme. These issues have been more fully reported in the 2015 and
2016 reports of the DFID infrastructure advisor. There are also issues evident from the internal
reviews on specific capital projects reported by Internal Audit during 2015/16.

| am reassured that there is a clear commitment to turnaround the management of the capital
programme by SHG. Planned corrective actions include the implementation of a range of
measures contained in the Performance Improvement Plan (PIP) agreed with DFID.
Accordingly, | make no additional recommendations at this moment but will maintain a
watching brief on developments and maintain a dialogue with Executive Management and the
Public Accounts Committee regarding any necessary audit interventions.

TRANSFERS OF DFID FUNDED ASSETS

The UK Government (via the Department for International Development — DFID) funds a
significant portion of SHG’s Property, Plant and Equipment (purchased directly and indirectly
through DFID) as well as Infrastructure Assets (both completed and under construction,
reported within the Property, Plant & Equipment in Note 16). Whilst SHG has control from an
accounting perspective, these assets remain the official property of DFID until legal transfer
to SHG is completed.

Recommendation 3 SHG should secure from DFID legal transfer
of aid funded assets to the ownership of SHG and update the asset
register accordingly.




BULK FUEL INSTALLATION

The Bulk Fuel Installation (BFI) is managed on behalf of the Government through a service
concession with Solomon & Company. In accordance with the Management Agreement, the
manager, Solomon & Company, maintains an account for the transactions of the BFI and
those financial statements are audited by the Chief Auditor. As a Government trading activity
SHG have established a Special Fund in Note 23 for the express purpose of distinguishing
the financial affairs of the BFI from the Consolidated Fund.

In my report to the Financial Secretary on my audit of the BFI account for 2013/14 | drew
specific attention to the reported operating loss for the Bulk Fuel Installation which indicated
that the fuel pricing model is not recovering the long run operating costs of the BFI. ExCo
approved an increase in the overhead mark-up from 8p to 12p per litre, with effect from
September 2015 which has reversed this downward trend as shown in Figure 2 below.

FIGURE 2  BFI FINANCIAL PERFORMANCE

2011/12 2012/13 2013/14 2014/15 2015/16

10,986
(21,297)
!

\ (58,608)
(10,311)

™ (151,250)

wm
(161,561) .

~— Net profit/loss (374,251)

Cumlulative Profit/ Loss
(432,859)

Members need to ensure that commercial trading activities of Government, such as the
provision of wholesale fuels, reflects the full economic costs of their operation after taking
account of any approved policy to provide public subsidy. The consequence of not adjusting
the overhead recovery to reflect the real cost of BFI operations over this five-year period has
resulted in an untargeted public subsidy of some £379,000 after adjusting for accelerated
depreciation.

REDUNDANT SPECIAL FUNDS

Disclosed within Note 23 to the Financial Statements are a range of Special Funds established
by order and enable individual projects and trading activities to be accounted for separate to
the Consolidated Fund — these are grouped into three categories:

e Special Funds — Projects
¢ Special Funds — Trading
e Special Funds — Other
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It is apparent that some Special Funds may no longer be required for their intended purpose
or are otherwise redundant. This may be because the statutory purpose of the fund is no
longer relevant to the current business of Government — for example DFID Funded Short Term
Cooperation Fund which is no longer managed separately from DFID Grant-in-Aid; or have no
transactions in the previous two financial years and are clearly dormant — for example the
DFID Technical Cooperation Fund; or are both redundant and dormant — for example the
Unallocated Stores Trading Account whose inventory was transferred upon the establishment
of Connect St Helena Ltd.

My particular concern are those Special Funds which appear both dormant and report an
overdrawn position at the financial year end. These include the following two funds, which if
no longer required, should be closed and the balances either recovered or otherwise properly
authorised for write-off against the Consolidated Fund:

o DFID Technical Cooperation £230k
e Unallocated Stores Trading Account £119k

There is an opportunity for the Financial Secretary to review the continuing need for the
various Special Funds and Reserves necessary for the effective financial management and
accounting for the Government of St Helena.

Recommendation 4 The Financial Secretary should perform a
comprehensive review of special funds and reserves necessary for
the effective financial management and accounting for the
Government of St Helena.

FOLLOW-UP OF PREVIOUS ISSUES

Audit recommendations made in previously issued Management Letters for 2011/12 through
2014/15 were followed-up with management. The status of those items recommendations
remaining open is summarized in the table below.

Recommendations from 2011/12

1. Introduction of accruals budgeting Pending — Financial Secretary gave a
commitment to PAC that accruals based
budgeting will be introduced but with

delayed implementation to 2019/20
Recommendations from 2012/13

2. A separate review engagement should be Pending — Corporate Finance will

commissioned in respect of EDF funded
infrastructure to give specific assurance
that the grant funds have been applied for
the purposes intended.

approach EDF and request clarity on the
audit procedures to be followed and share
this with SHAS.




3. A Code of Governance should be
developed with reference to the
CIPFA/IFAC International Framework on
Good Governance in the Public Sector and
adopted as a standard against which
compliance may then be measured in the
AGS.

Recommendations from 2014/15

4. SHG should review all legacy applications
in relation to eligibility of social benefit
payments and obtain documentations
from the applicants to maintain on their
records to confirm eligibility.

5. SHG should procure the services of an
independent and qualified professional
valuer to determine the replacement cost
value of the Airport and Wharf
Infrastructure

6. SHG should prepare Group Financial
Statements consolidating the results of
the subsidiary entities. These group
statements are required under IPSAS 6 in
addition to the separate Financial
Statements of SHG.

Pending — To be reviewed and
implemented in time for 2016/17 reporting.

Pending — SHG have recruited an additional
Adjudication Officer for the Social Security
Office. Their primary role will be the review,
updating and collating of eligibility data for all
recipients who were brought over from the
old system in 2011 to provide assurance on
the payment of the current Basic Island
Pension.

Pending — Corporate Finance intend to
secure the services of a professional valuer
to determine the value of the Airport
Infrastructure once the work has been
certified

Pending - Corporate Finance has
commenced a plan for staged consolidation
from 2015/16 financial statements onwards
with a view of addressing this
recommendation over two reporting periods
to minimise the reporting burden on
subsidiaries. Financial results will be
consolidated with the results of five
controlled entities in the 2016/17 Financial
Statements.
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CONCLUDING REMARKS

I acknowledge and thank the officers of Saint Helena Government, and in particular the
Corporate Finance team, for their assistance and co-operation given to the SHAS during the
course of the statutory audit for 2015/16.

I .
/[1;: £ fum/uw

Phil Sharman
Chief Auditor for St Helena
St Helena Audit Service

21 December 2016
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF SAINT HELENA
GOVERNMENT

| have audited the financial statements of St Helena Government for the year ended 31 March
2016 under the Public Finance Ordinance 2010. The St Helena Government financial
statements comprise the Statement of Financial Performance, Statement of Financial
Position, Statement of Changes in Net Assets, Statement of Cash Flows, Statement of
Comparison of Budget and Actual Amounts, Statement of Revenue and Expenditure upon the
Consolidated Fund and Special Funds, Statement of Trust Fund Movements, and the related
notes.

Respective responsibilities of the Financial Secretary and the Chief Auditor

The Financial Secretary is responsible for preparing the financial statements in accordance
with International Public Sector Accounting Standards (IPSAS) and being satisfied that they
present fairly the financial position, financial performance, and cash flows of St Helena
Government. My responsibility is to audit and express an opinion on the financial statements
in accordance with applicable legal and regulatory requirements and International Standards
on Auditing (UK and Ireland). Those standards require me to comply with the Auditing
Practices Board (APB) Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial
statements sufficient to give reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud or error. This includes an assessment of:
whether the accounting policies are appropriate to the government’s circumstances and have
been consistently applied and adequately disclosed; the reasonableness of significant
accounting estimates made by the Financial Secretary; and the overall presentation of the
financial statements.

| also assess whether the accounts and financial statements have been prepared in
accordance with all relevant laws and policies; and whether in all material respects the
expenditure and income have been applied to the purposes intended and conform to the
authorities which govern them.

| read all the financial and non-financial information published with the financial statements to
identify material inconsistencies with the audited financial statements. If | become aware of
any apparent material misstatements or inconsistencies | consider the implications for my
report.

| believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis
for my qualified audit opinion.
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Basis for qualified opinion
1. Classification of reserves

The Bulk Fuel Installation (BF1) is a trading activity of Government for which a Special Fund
was established during the year ended 31 March 2016. Prior to the establishment of this Fund
the BFI reserve was incorrectly classified within Special Funds in the Statement of Financial
Position and Note 23 rather than within the Consolidated Fund. The impact on the financial
statements is overstatement of the prior year comparators only for Special Funds, in the
amount of £3.340m at 31 March 2015, and an understatement of the Consolidated Fund
balance at 31 March 2015 to the same extent.

2. Infrastructure valuation

Aid funded infrastructure amounting to £217.6m at 31 March 2016 (£166.8m at 31 March
2015) reported within Property Plant and Equipment in the Statement of Financial Position,
and forming part of assets under construction in Note 16, is measured on an earned value
basis. IPSAS 17, Property Plant and Equipment and IPSAS 23, Non-Exchange Transactions
require that such aid funded assets are measured at replacement cost. Note 3 explains there
is a high degree of estimation uncertainty associated with the valuation of the airport and wharf
infrastructure.

| was unable to obtain sufficient appropriate audit evidence regarding the asset valuation by
the reporting date, either from management or by using alternative audit procedures. Inthese
circumstances, | am unable to determine whether the use of an estimate based on earned
value would give rise to a material misstatement, and whether any adjustment was necessary
to the reported value of Property Plant and Equipment and associated reserves.

3. Accuracy of social benefit payments

Government is responsible for the payment of a social benefit in the form of Basic Island
Pension. The expenditure on this social benefit, forming part of Benefit Payments in the
Statement of Financial Performance, was £1.745m in 2015/16 (£1.565m in 2014/15). | was
unable to obtain sufficient appropriate audit evidence about the accuracy of these pension
payments because no evidence of eligibility is obtained or retained by Government. | was
therefore unable to determine whether any adjustment to the reported expenditure was
necessary.

Qualified opinion on the financial statements
Except for:

- the understatement of the prior year comparator for the Consolidated Fund and the
overstatement of the prior year comparator for Special Funds, as detailed in
paragraph 1 of the Basis for qualified opinion section above; and

- the possible effects of the matters described in paragraphs 2 and 3 of the Basis for
qualified opinion section above;

in my opinion, the financial statements present fairly the financial position of St Helena
Government as at 31 March 2016, and its financial performance and cash flows for the year
then ended in accordance with International Public Sector Accounting Standards.
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Basis for qualified opinion on regularity

Section 17 of the St Helena Pensions Ordinance provides for pensions in payment under the
defined benefit pension scheme to be increased at the discretion of the Governor. When
exercising this power the Governor is required to have regard to changes in the wages and
salaries paid to serving public officers and employees. The information provided to the
Governor in support of the decision to increase pensions by 6% with effect from 1 April 2015
contained no reference to the decision to award no pay increase to public servants for the
same financial year. | have been unable to perform alternative audit procedures to obtain
sufficient appropriate evidence as to whether the Governor had regard to this matter.

Qualified opinion on regularity

In my opinion, except for possible effects of the matter described in the Basis for qualified
opinion on regularity paragraph above, in all material respects the expenditure and income
has been applied to the purposes intended and conforms to the authorities which govern them.

Opinion on other matter required by statute

Section 29(1) (b) of the Public Finance Ordinance requires me to report on whether the
financial statements have been prepared in accordance with all relevant laws or policies.

Section 10(1) of the Public Finance Ordinance requires the financial statements to be prepared
in a manner consistent with the International Public Sector Accounting Standards (IPSAS).
IPSAS require an explicit and unreserved statement of compliance to be made. As disclosed
in Note 1, and contrary to the requirements of IPSAS 6, Consolidated and Separate Financial
Statements, Government has not prepared consolidated financial statements for the economic
entity that incorporate the results of the entire group.

In consequence, in my opinion, the financial statements have not been prepared in
accordance with all relevant laws or policies.

Phil Sharman CPFA CA
Chief Auditor for St Helena

14 December 2016

St Helena Audit Service, Jamestown, St Helena

Page | 21




zz | ebed

ciy sjuawAed uonjesuadwiod 10} UOISIAOIH

ey alnypuadx3 Jayj0 / S49 — sjuswded uonesuadwo)
ajep Buruodai je Buiobuo uonebiy)
1o} sjuswifed uopesusdwiod 1o apiroid o} Juswiysnipe Buleg

¥6¢ Pl juswdofaasq AQIda
¥6¢ piy Ul Juelo

aulf pIy ul Jueio) ayj o} uey) 1ayje. piy Juswdofereqg

ai4a se puny [eioads |4g 8y} 0} paLgSuel) usaq arey pinoys

aiojai0y) joesuod juswsebeuew [any ay) jsuiebe pasin aq

0] Ql|4a yum paaibe puads tepun Apisqns Buiddiys sy) buleg

99G'¢ yodiy :sjuawAedald
99G'e uoIoNIISUOY Japun S19ssy :Jdd
Jusuwifedaid pue anfea Jie4 uodiny ayj 3081102 o} Aijus buieg

000.3 1D 0003 4Q 000.3 40 000.3 id 91/510¢

juswajelssiw pajsnlpy |

Jpne Aq uﬁmmscﬁ_ -Sjuowale)s [e1oueuyy ay} o} ma:oEu..m_:_mm _m._.h_oum_z q} w_n.m ._.

"SJUBWB)E]S |BIOUBUIL 9Y) O} ¢ SJON Ul pajussald Apealje sainbiy Jeak Joud Jo sjuswiale)sal ay) Jeadal Jou sa0p 9|qe) oy |
"S10118 9S8y} J091100 0} SjUSWAJe]S |eloueuly 8y} pajsnipe aaey Juawabeuew pue ypne Aw Buunp sjuswaje)ssiw Buimol|o) ay) pauiuspl |
. _ s o g




cey aNasaY |eyde) (senIasay
99¢ sjaoloid QldQ :sanesay
19 SAI9STY |BloUSL) :SaNIISaY

suoslad 1o salpog ‘saiouaby 1ayi0

00 0} sjuswAed - Juswdojans d1wouod] :ainjipuadxy
SU0SI8d 10 salpog ‘sapusby JaylQ
/9 0] sjuswAed - Juswdojans(] olwouoo] :ainjpuadxy
eey 1s0D — sbuip|ing % pue :3dd
'S}asSSe OHS Uo
HS3 Aq pawunoui ainjipusdxs |ejided asiubooas 0} Aijus bureg
Ajlliger uoisuad :sanijiqel Jusind-uoN
¥89'cl (3500 isauayu)
290°L $]s00 aaAojdwg - suoIsusd 10}993 dljqnd :8injipuadx3
(3800 @21M13G Ised)
0.9 81509 aakojdwg - suoisuad 10083 2|qnd :ainyipuadx3
(1s09 201A18G JUBLINYD)
LG6 s]s0) aakojdwg - suoisuad 10}935 aljqnd ainjipuadx3y
LOO‘LY (sess07 [BLIENIOY) BAI9SAY UOISUDY SOAISSY
(Loday gv9) Aynqel) uoisuad
ul sjuswoanow [euenyoe esiubodal 0} sjuswisnipe Buleg
82/ SJUSLLISOAU| pajuNoddy AJnb3 uo Jjoid jo aieys
GZe 91d Auedwo?) @ UOWOJOS U] JUBSLWISOAU|
18¢ P11 eudjaH 1S JO yueq Ul juswisau]
14 P17 BUSJISH 1S 108UUOD) Ul JuSWISOAU|
Aieipisqns yoea Jo sjuswissow
Aunbs iayjo pue ssoj Aijoid paypne ayj joeyss o) Aijus Bureg
0003 1D 000.3 1Q 000.3 10 000.3 1Q 9l/sioC

o= S e e

EoEomm:.mE 3. _umawwz_uwh "wﬂ_.__u._hwuﬂ.m _w._o:w:_h-wﬁ 0} .m.“._:mEum_,___um _m_hwums_ 1z ?dgel

"S]JUSWA]E]S [B1OUBUL 8Y] O] ¢ 910N Ul pajuasald Apealje sainbiy Jeak

Joud Jo sjuswaje)sal ay) Jeadal Jou S0P 9|qe) 8y ‘ai8y papodal ussqg Jou aAeY AJlEnpIAIpUl SNjeA Ul [ELISJEWW] 8q 0} Wasp am sjuswisnipy
"S10118 9S8Y) 1091102 0} SJuSWa}e)S [BIoUBUI 3y} pajshipe aAey pue Jpne ay} Bulnp sjuswajelssiw Jo Jagquinu e paljijuspl os|e juawabeuepy




o

Table 3: Material adjustments to financial note disclosures

IC

Figures from the BF| accounts were not available
to be included in v1 of the Financial Statements
as they had not been prepared and audited

Throughout the
financial statements

Various

Reclassification of Horse Point Waste
Management Site to Land & Buildings from
Infrastructure to Land and Buildings

Note 16 — Property,
Plant and Equipment

1,132

Presentational changes — amendment to notional
allocation of Long Term TC costs by nature of
expense. Includes correction of costs allocated
to GPS in error instead of Police and ENRD
respectively.

Note 5 — Expenditure
by category

1,622

Correction of the descriptions and values of the
capital commitments

Note 28 — Capital
Commitments

Narrative

Improvement in accounting policies relating to
property plant and equipment and related note
on significant estimation assumptions arising
from the accounting treatment for airport and
wharf infrastructure

Note 1 (a) — Accounting
policies

Note 3 — Key estimation
assumptions

Narrative

Omission from Note 26 — events after the
reporting date regarding buildings transferred to
St Helena Hotel Development Limited on 1 July
2016

Note 26 — Events after
the Reporting Date

2,100

Combination of previously separate Airport
Infrastructure Reserve and Wharf Infrastructure
Reserve into a single Aid Funded Reserve

Note 4 — Restatement
of prior period figures

Note 23 — Funds and
Reserves

Narrative

Correction of some of the values of the
exceptions to arm’s length transactions with
controlled entities

Note 25 — Related
Party Transactions

Narrative




In accordance with ISA 450 | am required to communicate to management any uncorrected
misstatements and request a written representation from those charged with governance
whether they believe the effects of uncorrected misstatements are immaterial, either
individually and in aggregate.

Management have adjusted the financial statements for all misstatements identified at the
audit other than the following:

o Potential adjustments arising from the valuation of airport and wharf infrastructure on
a replacement cost basis — the financial effect cannot be quantified until a professional
valuation report is secured

» Potential adjustments arising from inaccuracy in payment of basic island pension — the
financial effect cannot be quantified until the review of eligibility is completed by the
adjudication officer

o Extrapolated errors from audit testing — the financial effect of these projected soft errors
are scheduled in Table 1 below

e Reclassification of the BF| Special Fund in prior year — the BF| special fund was not
established until 2015/16 so the error applies to 2014/15 comparators

Table 1: Uncorrected misstatements in the main Financial Statements

Dr £000 Cr£000 Dr£000 Cr £000

Description Value Value

Pertaining to current year

Aggregate soft error projections from

audit testing affecting:
Expenditure 29
Inventory 14
Payables 43

Pertaining to prior year

BFI reserve reported within Special

Funds not Consolidated Fund

Special Funds 3,340
Consolidated Fund 3,340
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As explained in the paragraph on other matters relating to non-consolidating group entities,
the Financial Statements do not present the financial results of the group as required by IPSAS
6, Consolidated and Separate financial statements. The group entities that should have been
consolidated along with the separate Financial Statements of SHG are:

e Bank of St Helena Ltd

e Connect St Helena Ltd

e St Helena Hotel Development Ltd

e Solomon & Company (St Helena) PLC
e St Helena Line Ltd

e St Helena Currency Fund

e St Helena Fisheries Corporation

e Enterprise St Helena

The lack of consolidation means that | am unable to report on the internal control
arrangements of group entities. | have not carried out such audit work on the group entities
which | act for, nor communicated with other component auditors.










