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As a practising member firm of the Institute of Chartered Accountants in England and Wales (ICAEW), we are subject to its ethical and other 
professional requirements which are detailed at http://www.icaew.com/en/members/regulations-standards-and-guidance. 
 
The matters raised in this report are only those which came to our attention during the course of our review and are not necessarily a 
comprehensive statement of all the weaknesses that exist or all improvements that might be made. Recommendations for improvements should be 
assessed by you for their full impact before they are implemented.  This report, or our work, should not be taken as a substitute for management’s 
responsibilities for the application of sound commercial practices. We emphasise that the responsibility for a sound system of internal controls rests 
with management and our work should not be relied upon to identify all strengths and weaknesses that may exist. Therefore, the most that the 
internal audit service can provide is reasonable assurance that there are no major weaknesses in the risk management, governance and control 
processes reviewed within this assignment.  Neither should our work be relied upon to identify all circumstances of fraud and irregularity should 
there be any. 
 
This report is supplied on the understanding that it is solely for the use of the persons to whom it is addressed and for the purposes set out herein.  
Our work has been undertaken solely to prepare this report and state those matters that we have agreed to state to them. This report should not 
therefore be regarded as suitable to be used or relied on by any other party wishing to acquire any rights from RSM Risk Assurance Services LLP 
for any purpose or in any context. Any party other than the Board which obtains access to this report or a copy and chooses to rely on this report (or 
any part of it) will do so at its own risk. To the fullest extent permitted by law, RSM Risk Assurance Services LLP will accept no responsibility or 
liability in respect of this report to any other party and shall not be liable for any loss, damage or expense of whatsoever nature which is caused by 
any person’s reliance on representations in this report. 
 
This report is released to our Client on the basis that it shall not be copied, referred to or disclosed, in whole or in part (save as otherwise permitted 
by agreed written terms), without our prior written consent. 
 
We have no responsibility to update this report for events and circumstances occurring after the date of this report. 
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1.1 Introduction 

As part of the approved internal audit periodic plan for 2015/16 we have undertaken a review to follow up progress 

made by Essex Fire Authority to implement previous internal audit recommendations made within the advisory audit of 

the Authority’s VAT Return procedures as part of the audit plan of 2013/14. 

We have only concentrated on the four issues identified in the previous review dated April 2014, although we have 

also commented on a couple of additional items which arose during the review. 

1.2 Conclusion 

Whilst some of the previous recommendations have been actioned there is still a need to address the remaining in 

order to maintain an appropriate level of control over the VAT consequences of both income and expenditure.  

We have reiterated management actions which have not yet been fully implemented and revised management actions 

where appropriate. These are detailed in Section 2 of this report. 

Given the relationship with EFA Trading Ltd there may be merit reviewing its activities as well so that best practice can 

be shared by both organisations where appropriate. 

1.3 Progress on Actions  

1 EXECUTIVE SUMMARY 

Implementation 

status  

Number of 

actions 

agreed 

Status of management actions  

Implemented 

(1) 

Implementation 

ongoing (2) 

Not 

implemented 

(3) 

Superseded 

(4) 

Confirmation as 

completed or no 

longer necessary 

(1)+(4) 

VAT 4 1 2 1 0 1 
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2 FINDINGS AND MANAGEMENT ACTIONS 

Each action followed up has been categorised in line with the following: 

Status Detail 

1 The entire action has been fully implemented. 

2 The action has been partly though not yet fully implemented. 

3 The action has not been implemented. 

4 The action has been superseded and is no longer applicable. 

 

VAT Advisory 7.13/14 

Ref Management action Original date Original 

priority 

Current 

status 

Comments / Implications / 

Recommendations 

Priority 

issued 

Revised 

date 

Owner 

responsible 

1 Partial Exemption  

The existing methodology does not 

comply with HMRC requirements as 

set out in VAT Notice 749 parts 8 

and 9.  

We have however only recorded 

this as a medium priority because it 

is unlikely that the Service will 

breach its de-minimis limits.  

Steps should be taken to review the 

methodology and either use a 

recognised procedure or seek the 

approval of HMRC to use that which 

is currently deployed. 

30 June 14 Medium 

 

2 We witnessed a draft calculation 

performed by the Deputy Director of 

Finance for the period 2014/15 which 

more closely resembles the model 

suggested by HMRC. If this is replicated 

in 2015/16 it should allow the Authority 

to demonstrate its position in terms of 

its partial exemption threshold. 

Recommendation  

A ‘process note’  should be produced so 

that other Finance staff can follow the 

calculations in future years. 

 

Medium May 2016 Deputy 

Director of 

Finance 

2 Capital  

Whilst it is stated that capital 

projects are reviewed to ensure 

VAT compliance such checks are 

not evidenced.  

It is recommended that any new 

31 July 14 Medium 3 No formal procedure has been 
established, and although we are 
satisfied that there are no current VAT 
issues arising from recent capital 
projects.  

Our findings are based on the Deputy 

Medium June 2016 Deputy 

Director of 

Finance 
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capital project is reviewed by those 

responsible for posting VAT 

transactions to ensure that the 

correct VAT status has been 

applied and that any partial 

exemption implications have been 

recognised.  

Confirmation that such checks have 

been performed should be 

evidenced through file notes or 

other records. 

Director of Finance’s hands on 
knowledge of the capital programme.   

 

Recommendation 

‘Seat notes’ should be prepared 
explaining the checks necessary to 
review the VAT consequences of capital 
schemes so that if the current Deputy 
Director of Finance is unavailable, the 
Authority has a mechanism to deal with 
potential VAT consequences. 

3 Debtor Invoices  

Owing to the relatively high level of 

services provided to the Trading 

company, EFA Trading Ltd a review 

of the contracts between the Fire 

Service and the Trading company 

should be performed in order to 

establish whether they should be 

treated as Exempt/Taxable or Non-

Business, as this could have an 

impact upon the partial exemption 

position. 

31 May 14 Medium 

 

1 These liabilities have been reviewed 

and amended where necessary. 

 

Recommendation 

Although not part of the remit for this 

review, the introduction of a cost 

sharing exemption by legislation under 

Group 16 of Schedule 9, VAT Act 1994 

could mean that certain supplies 

between the Fire Authority and EFA 

Trading Ltd would be exempt rather 

than Taxable.  

This would clearly have a detrimental 

impact on one or both parties’ ability to 

recover VAT on relevant costs. 

Consequently the status of EFA Trading 

Ltd should be reviewed to see whether 

or not it meets the conditions of the 

aforementioned legislation. 

Accepted 

Medium July 2016 Deputy 

Director of 

Finance 

4 Secondments  

In conjunction with a review of VAT 

liabilities generally it would be 

prudent to examine all contracts 

31 May 14 Medium 

 

2 Although the errors relating to the 

DCLG and Fire Training college have 

been rectified, a review of all 

secondments has not been undertaken 

as two apparent secondments have not 

Medium September 

2016 

Deputy 

Director of 

Finance 
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which are referred to as 

secondments as the mistreatment 

could lead to financial penalties; 

e.g. the secondment to the DCLG 

where the VAT on the sample 

invoice is either £2,500 or £3,000 

under declared. 

been subject to VAT. 

Recommendation  

The relationship between the Authority 

and Fire Brigades Union and the Essex 

Fire & Rescue Recreation Fund need to 

be established as VAT has not been 

declared on employees working on 

behalf of those organisations. 

We will look into this, I think we have a 

lack of clarity in paperwork on 

recreation fund although transactions 

minimal. 
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Additional findings which arose during our review 

Ref Comments / Implications Recommendations Priority 

issued 

Revised 

date 

Owner 

responsible 

5 Cycle scheme 

From sample agreements reviewed there is an apparent 

supply of goods made by ‘cycle scheme’ to the Fire Service, 

for which VAT recovery is appropriate. 

There is then a supply of services by the Fire service to 

employees under a salary sacrifice scheme for which output 

tax appears to have been declared. 

After the agreed ‘hire’ period, the Fire Service is able to sell 

the cycle to the employee, or transfer ownership back to 

cycle scheme for nil consideration.   

Current VAT treatment appears correct. 

Observation identified, no further action required. 

 

   

6 Importations 

Whilst it appears to be more common for the trading 

company to have more importations than the Fire Service, a 

purchase card payment relating to Customs clearance 

evidenced the fact that the Fire Service does also import 

goods. Subsequent examination of supporting 

documentation suggests that VAT of £2,244.44 may have 

been incurred, although this could not be confirmed at the 

time. 

 

It would be prudent to review procedures for ordering goods and 

services from non-UK suppliers so that a more effective system 

can be implemented to safeguard the correct VAT recovery and 

reporting requirements. 

We have recorded this as a ‘high’ priority issue for three 

reasons; 

(i) Risk for the Authority in not recovering VAT to which it is 

entitled. 

(ii) Not accounting for output tax on reverse charge transactions 

(for which penalties could apply) and 

(iii) Higher propensity for such transactions by EFA Trading Ltd.  

Any VAT on imports must be supported by a form C79 – 

Certificate of VAT paid on Importation. If the VAT is paid by a 

freight forwarder, then their disbursement invoice will show the 

import VAT and Import duty. This document should not be used 

as proof of import tax paid. Any import duty paid is not 

recoverable on the VAT return. 

   High September 

2016 

Deputy 

Director of 

Finance 
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APPENDIX A: LIMITATIONS 

 

Scope of the review 

When planning the audit, the following limitations were agreed: 

Limitations to the scope of the audit assignment:  

• Our review has been undertaken as a follow up of previous recommendations and does not intend to review the 

entire control framework.  

• Our work does not replace the need for a VAT advisory.  

• Any testing undertaken as part of this audit was performed on a sample basis for the financial year 2015/16 only. 

• In addition, our work does not provide an absolute assurance that material error; loss or fraud does not exist. 
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