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Audit Committee
Hampshire County
Council
The Castle
Winchester
Hampshire
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20 February 2026

Dear Audit Committee Members

2024/25 Auditor’s Annual Report

We are pleased to attach our Auditor’s Annual Report including the commentary on the Value for Money (VFM) arrangements for Hampshire County Council.
This report and commentary explains the work we have undertaken during the year and highlights any significant weaknesses identified along with
recommendations for improvement. The commentary covers our findings for audit year 2024/25. This report was issued in draft in November 2025 as
required by the Code of Audit Practice and has now been finalised following the issuing the 2024/25 audit opinion.

This report is intended to draw to the attention of the Council any relevant issues arising from our work up to the date of issuing the report.  It is not
intended for, and should not be used for, any other purpose.

We welcome the opportunity to discuss the contents of this report with you at the Audit Committee meeting on 5 March 2026.

The 2025 Transparency Report for EY UK provides details regarding the firm’s system of quality management, including EY UK’s system of quality
management annual evaluation conclusion as of 30 June 2025.

Yours faithfully

Andrew Brittain

Partner, For and on behalf of Ernst & Young LLP

Enc
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Public Sector Audit Appointments Ltd (PSAA) issued the “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website (https://www.psaa.co.uk/managing-audit-
quality/statement-of-responsibilities-of-auditors-and-audited-bodies/statement-of-responsibilities-of-auditors-and-audited-bodies-from-2023-24-audits)
The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of auditors and audited
bodies begin and end, and what is to be expected of the audited body in certain areas.
The “Terms of Appointment and further guidance (updated July 2021)” issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National
Audit Office Code of Audit Practice (the Code), and in legislation, and covers matters of practice and procedure which are of a recurring nature.
This report is made solely to the Audit Committee and management of Hampshire County Council in accordance with the statement of responsibilities. Our work has been undertaken so that we might
state to the Audit Committee and management of Hampshire County Council those matters we are required to state to them in this report and for no other purpose. To the fullest extent permitted by law
we do not accept or assume responsibility to anyone other than the Audit Committee and management of Hampshire County Council for this report or for the opinions we have formed. It should not be
provided to any third-party without our prior written consent.
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Executive Summary

The Auditor’s Annual Report summarises the year’s audit work, including value for money commentary and confirmation of the financial statement opinion. It also
references any use by the auditor of their additional powers and duties under the Local Audit and Accountability Act 2014. In line with the NAO Code of Audit
Practice 2024 (“the 2024 Code”) and Auditor Guidance Note 03 (AGN 03), this report provides an overview to Hampshire County Council and the public, detailing
current recommendations and a review of prior years’ actions, including our assessment of whether they have been satisfactorily implemented.

Auditors must issue their draft annual report to those charged with governance by 30 November each year, reflecting the audit position and value for money
assessment at that time, even if the 2024/25 audit is ongoing.

Responsibilities of the appointed auditor

We have undertaken our 2024/25 audit work in accordance with the Audit Plan that we issued on 30 April 2025. We have complied with the  2024 Code, other
guidance issued by the NAO and International Standards on Auditing (UK).

As auditors we are responsible for:

Expressing an opinion on:

• whether the financial statements give a true and fair view of the financial position of the Council and its expenditure and income for the year; and

• have been prepared properly in accordance with the relevant accounting and reporting framework.

Reporting by exception:

• if the annual governance statement does not comply with relevant guidance or is not consistent with our understanding of the Council;

• the use of additional powers and duties, for example making written recommendations under Section 24 and Schedule 7 of the Act or making a report in the
public interest; and

• if we identify a significant weakness in the Council’s arrangements in place to secure economy, efficiency and effectiveness in its use of resources.

Responsibilities of the Council

The Council is responsible for the preparation of the financial statement, including the narrative statement and governance statement, in accordance with the
CIPFA Code and for having internal controls in place to ensure these financial statements are free from material error. It is also responsible for putting in place
proper arrangements to secure economy, efficiency and effectiveness in its use of resources.

Purpose

XYZ Auditor’s Annual

Hampshire County Council Auditor’s Annual Report 5
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Executive Summary (cont’d)

2024/25 conclusions

Hampshire County Council Auditor’s Annual Report 6

As reported in our January 2025 Audit Results Report we issued a disclaimer of opinion on the Council’s 2023/24 financial
statements in addition to the disclaimer opinion on the 2022/23 financial statements, under the arrangements to reset
and recover local government audit.

In 2024/25, we have continued to audit the closing balance sheet and in-year transactions. Although the level of assurance
gained has increased, we have not yet obtained sufficient evidence to have reasonable assurance over all in-year
movements and closing balances. As a result of the disclaimer of opinion on the 2023/24 financial statements, we do not
have assurance over some brought forward balances from 2023/24 where we did not gain assurance (the opening
balances). This means we do not have assurance over all 2024/25 in-year movements and the comparative prior year
movements. We also do not have assurance over all the 2023/24 comparative balances disclosed in the 2024/25 financial
statements. Taking into account the requirement to conclude our work by the 2024/25 backstop date, we will not be able
to rebuild assurance over these balances as part of the 2024/25 audit. As a result of the above factors, we issued a
disclaimer of opinion for 2024/25 on 12 February 2026.  This is consistent with LARRIG01 and the illustrative timescale
for progress to full assurance, which sets out that there is potential for qualified except for opinion, but more likely to be
disclaimed.

Financial statements

As a result of our disclaimer of opinion for 2024/25, we did not provide an opinion in relation to going concern.Going concern

Financial information in the narrative statement and published with the financial statements was consistent with the
audited accounts.

Consistency of the other
information published with the
financial statements

We had no matters to report by exception on the Council’s VFM arrangements. We have included our VFM commentary in
Section 03.

Value for money (VFM)

We were satisfied that the annual governance statement was consistent with our understanding of the Council.Consistency of the annual
governance statement
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Executive Summary (cont’d)

2024/25 conclusions (cont’d)

Hampshire County Council Auditor’s Annual Report 7

We had no reason to use our auditor powers.Additional powers and duties

Our work to complete the procedures required by the National Audit Office (NAO) on the Whole of Government Accounts
submission is in progress. In addition, the NAO have not yet confirmed the final reporting position and whether any
questions will be raised on individual returns. We cannot issue our Audit Certificate until these procedures are complete.

Whole of Government Accounts

We will issue our certificate once we have completed our Whole of Government Accounts (WGA) procedures.

We cannot conclude on WGA work until the NAO confirms if they would like any additional procedures performed.

Certificate
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Executive Summary (cont’d)

Under the 2024 Code, we are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on
its use of resources. The Code requires the auditor to design their work to provide them with sufficient assurance to enable them to report to the Council a
commentary against specified reporting criteria (see below) on the arrangements the Council has in place to secure value for money through economic, efficient
and effective use of its resources for the relevant period.

We do not issue a ‘conclusion’ or ‘opinion’, but where significant weaknesses are identified we will report by exception in the auditor’s report on the financial
statements.

The specified reporting criteria are:

 Financial sustainability - How the Council plans and manages its resources to ensure it can continue to deliver its services.

 Governance - How the Council ensures that it makes informed decisions and properly manages its risks.

 Improving economy, efficiency and effectiveness - How the Council uses information about its costs and performance to improve the way it manages and delivers
its services.

Value for money scope

Hampshire County Council Auditor’s Annual Report 8

Arrangements for
securing value for money

Financial
Sustainability

Improving
Economy,

Efficiency &
Effectiveness

Governance

Arrangements
for securing

value for money

In undertaking our procedures to understand the body’s arrangements against the specified
reporting criteria, we identify whether there are risks of significant weakness which require us
to complete additional risk-based procedures. AGN 03 sets out considerations for auditors in
completing and documenting their work and includes consideration of:

• our cumulative audit knowledge and experience as your auditor;

• reports from internal audit which may provide an indication of arrangements that are not
operating effectively;

• our review of Council committee reports;

• meetings with the Chief Financial Officer;

• information from external sources; and

• evaluation of associated documentation through our regular engagement with Council
management and the finance team.
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Executive Summary (cont’d)

Our commentary for 2024/25 is presented in Section 03. This section provides a summary of our understanding of the arrangements at the Council, as determined
from our evaluation of the evidence obtained in relation to the three reporting criteria (see table below) throughout 2024/25 and up to the date of issuing this
Auditor’s Annual Report. The recommendations we have agreed upon with the Council are included in Appendices A and B.

In compliance with the 2024 Code, we are required to provide commentary against the three specified reporting criteria. The table below outlines these criteria,
indicates whether a significant risk of weakness was identified during our planning procedures, and details our current conclusions regarding any significant
weaknesses within your arrangements.

Reporting

Hampshire County Council Auditor’s Annual Report 9

Actual significant weaknesses in
arrangements identified?

Risks of significant weaknesses in
arrangements identified?Reporting criteria

No significant weakness identifiedRisk of significant weakness identified
(see Section 03)

Financial sustainability: How the Council plans and manages its resources to
ensure it can continue to deliver its services

No significant weakness identifiedNo significant risks identifiedGovernance: How the Council ensures that it makes informed decisions and
properly manages its risks

No significant weakness identifiedNo significant risks identifiedImproving economy, efficiency and effectiveness: How the Council uses
information about its costs and performance to improve the way it manages and
delivers its services
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Executive Summary (cont’d)

The FRC Ethical Standard requires that we provide details of all relationships between Ernst & Young (EY) and the Council, and its members and senior management
and its affiliates, including all services provided by us and our network to the Council, its members and senior management and its affiliates, and other services
provided to other known connected parties that we consider may reasonably be thought to bear on the our integrity or objectivity, including those that could
compromise independence and the related safeguards that are in place and why they address the threats.

We highlight the following relationships that may be reasonably considered to bear upon our objectivity and independence. However we have adopted the
safeguards noted below to mitigate these threats.

Independence

Hampshire County Council Auditor’s Annual Report 10

Safeguards adopted and reasons considered to be effectiveRelated independence threatDescription of relationship

• The work was led and delivered by a separate Service
Organisation Controls (SOC) reporting team. Members of
the existing audit team at Hampshire County Council did not
work on this project. The remuneration of the Engagement
Lead and the audit team are not impacted by this project.

• The estimated fee is in line with market rates for this type of
engagement. The engagement had a clearly defined scope,
as set out in the scope of work and this work will not
influence our conduct of or the outcome of the audits.

• The SOC report issued was generic in nature and not
specific to a particular customer or IBC. The controls
reviewed were homogenous controls.

• The work was limited to review of controls within the end
processes at the IBC. It did not include any aspects of
decision-making on behalf of the IBC or the Council. It did
not involve giving any advice in relation to decisions the
IBC/Council may take.

Self-Interest threat, as a result of this work being
undertaken by EY

Independent Service Organisation
Controls Type 2 Assurance Report for the
Hampshire Integrated Business Centre
(IBC).
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Executive Summary (cont’d)

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity,
independence and integrity are maintained.
Details of the key policies and processes in place within EY for maintaining objectivity and independence can be found in our annual Transparency Report which the
firm is required to publish by law. The most recent version of this Report is for the year end 30 June 2025:
EY UK 2025 Transparency Report

EY Transparency Report 2025

Hampshire County Council Auditor’s Annual Report 11
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Audit of financial statements02
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Audit of financial statements

The Statement of Accounts is an important tool for the Council to show how it has used public money and how it can demonstrate its financial management and
financial health.

Our audit of the 2024/25 financial statements is now complete. We issued a final Audit Results Report on 9 February 2026 which reported the findings and
conclusions from our audit. Our findings in respect of areas of audit risk are summarised below.

Key findings

Hampshire County Council Auditor’s Annual Report 13

Status of our workRisk

We did not identify any indications of fraud or other misstatements through our work on this risk.Misstatement due to fraud or error

We did not identify any misstatements or instances of inappropriate capitalisation of revenue expenditure.Inappropriate capitalisation of revenue expenditure

We identified one non-material disclosure misstatement through our work on pensions, which was corrected by
management.

Pension Liability Valuation

We identified one non-material misstatement in an individual asset valuation through our testing, which was corrected
by management.

Property, Plant & Equipment (PPE) Valuation

We identified two misstatements related to IFRS 16, and one further judgmental misstatement in our PFI work. One of
these was corrected by management; it was agreed that the others could remain unadjusted, as none of the
differences was material to the financial statements.

IFRS 16 Adoption - Leases

We did not identify any misstatements through our testing of Mosaic children’s services accruals.Mosaic children’s services accruals

We identified one non-material misstatement, which was corrected by management, through our work on group
accounts.

Group Accounts Considerations - Manydown Garden
Communities Limited Liability Partnership (MGCLLP)
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Audit of financial statements

Financial Statement reporting assessment

Hampshire County Council Auditor’s Annual Report 14

Management, and the Audit Committee, as the Council’s body charged with governance, have an essential role in supporting the delivery of an efficient and
effective audit. Our ability to complete the audit is dependent on the timely formulation of appropriately supported accounting judgements, provision of accurate
and relevant supporting evidence, access to the finance team and management’s responsiveness to issues identified during the audit. The table below sets out our
views on the effectiveness of the Council’s arrangements to support external financial across a range of relevant measures.

In addition, the illustrative timescale for the process of re-building assurance set out in the NAO’s Local Audit Reset and Recovery Implementation Guidance
(LARRIG) 01, together with our view of the Council’s actual progress against that timescale, the reasons for that and what still needs to be done to successfully
rebuild assurance is set out on page 18. The timetable set out in LARRIG 01 assumes that disclaimers for 2022/23 and all prior open audit years were issued by the
statutory backstop date of 13 December 2024.

Further detailExplanation
Status

Area
GAR

N/AThe financial statements were published by the 30th June 2025 deadline
set out in the Accounts and Audit Regulations.EffectiveTimeliness of the draft financial

statements

N/A

Whilst a small number of trivial casting, consistency and presentational
issues were identified in the draft financial statements, we did not identify
material errors that should have been detected through internal quality
review prior to publication.

Effective
Quality and completeness of the
draft financial statements

N/AWorking papers were provided to the agreed timetable.Effective
Delivery of working papers in
accordance with agreed client
assistance schedule

The audit team and officers
will work together in
2025/26 to build an action
plan to address these issues
as far as possible.

We expect to charge
additional scale fee in respect
of the additional work
required in these areas in
2024/25.

Working papers and supporting evidence were generally of a good
standard. However, we encountered some limited issues around the
sufficiency and timeliness of responses provided by officers outside the
main Finance team. Examples were in our testing of exit packages,
education expenditure and creditors. Further queries were also required
to support our work on PPE valuations, where responses did not fully
cover the initial questions raised. Due to the limitations of the ledger
system, a higher than normal degree of manual work was also required to
be performed by the audit team on transaction listings prior to sampling
for debtors, creditors, income and expenditure.

Requires
Improvement

Quality of working papers and
supporting evidence

N/ASupporting evidence for key accounting estimates was received in a timely
manner and was generally of a good standard.EffectiveTimeliness and quality of evidence

supporting key accounting estimates
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Audit of financial statements

Financial Statement reporting assessment
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Further detailExplanation
Status

Area
GAR

N/A

Some delays were experienced in relation to some audit requests
however, this did not impact the overall delivery of the audit for this
year. Delays were mainly experienced where requests needed to be
routed outside of the main Finance team, and this may be something for
future consideration. However, our core audit contacts were helpful and
responsive and the majority of requests were responded to timely.

Effective
Access to finance team and
personnel to support the audit in
accordance with agreed project plan

Further details of the errors
identified during the audit were
reported within our final Audit
Results Report.

IFRS 16 and Group Accounts
were outside the scope of the
2024/25 scale fee and due to
the additional work in these
areas, we expect to charge
additional scale fee.

Our testing identified non-trivial errors in Right of Use Assets and
corresponding Lease Liabilities, non-schools PPE depreciated
replacement cost valuations, PFI IFRS 16 transition adjustments, Group
accounts, and a projected overstatement of creditors balances.

Requires
Improvement

Volume and value of identified
misstatements

N/A

Whilst a number of disclosure misstatements were identified as part of
our work, a significant proportion of these were related to minor internal
consistencies and immaterial variances, therefore this is not deemed to
be a significant issue to the audit.

EffectiveVolume of misstatements in
disclosures
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Audit of financial statements

Set out below is the illustrative timescale for the process of re-building assurance set out in the NAO’s Local Audit Reset and Recovery Implementation Guidance
(LARRIG) 01, together with our view of the Council’s actual progress against that timescale, the reasons for that and what still needs to be done to successfully
rebuild assurance. The timetable set out in LARRIG 01 assumes that disclaimers for 2022/23 and all prior open audit years were issued by the statutory backstop
date of 13 December 2024.

Hampshire County Council Auditor’s Annual Report 16

Progress to full assurance

Current audit year
2024/252023/24 2025/26 2026/27

CURRENT AUDIT STATUS OF HAMPSHIRE COUNTY COUNCIL
 The Council’s progress is in line with the expected timescales for rebuilding assurance set out in LARRIG 01.
 The main areas where further work is necessary to rebuild assurance are reserves, property, plant and equipment, developers’ contributions, capital grants receipts in advance, and the CIES and

some disclosure notes as a result of incomplete assurance over the referenced areas of the balance sheet.
 More detail in relation to the assurances we have gained by accounts area was included in our Audit Results Report.

Unqualified opinion

 Expectation that all items resolved.
 Auditor will need to reassess the PPE

cyclical valuation impact - but may be
able to work with the authority to
ensure that items previously valued in
2022/23 were revalued by this time
or would be immaterial.

Qualified (except for) opinion

 Assurance in place over opening and
closing balances, and assurance
gained over each in-year movement.

 Likely gap over specific comparator
balances may remain on PPE due to
the extent items have not been valued
since 2022/23. The impact on the
CIES & reserves would require to be
assessed.

 However, with the anticipation of
incorporating build-back guidance
focusing on reserves, there is
increasing probability that gaps in
assurance can be specifically
identified, leading to higher likelihood
of a qualified report (not disclaimed).

Disclaimer or qualified opinion

Continuing impact from 2023/24:
 Lack of assurance over all the

comparator I&E transactions, PPE and
reserves.

 Due to gaps in PPE assurance, there is
a likely lack of assurance over related
in-year transactions.

 Potential for qualified except for, but
more likely to be disclaimed

Disclaimer opinion

 Pervasive gaps over opening
balances, comparators, and in-year
movements.

 Lack of assurance over PPE valued on
a cyclical basis, from the 22/23 audit
Lack of assurance over Reserves
(cumulative nature)

EX
PE

C
TE

D
 S

TA
TU
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Value for Money commentary03
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Other matters identifiedSignificant weakness identifiedSignificant risk identified

 No other matters
identified

 No significant weaknesses in
arrangements were identified as a
result of our procedures to address
the identified risk

 The Council faces significant
challenges to its financial
sustainability as a result of
ongoing funding constraints
and increased demand for
services

Financial sustainability

How the Council plans and manages
its resources to ensure it can
continue to deliver its services.

 No other matters
identified

 No significant weaknesses identified No significant risks identifiedGovernance

How the Council ensures that it
makes informed decisions and
properly manages its risks.

 No other matters
identified

 No significant weaknesses identified No significant risks identifiedImproving economy, efficiency and
effectiveness

How the Council uses information
about its costs and performance to
improve the way it manages and
delivers its services.

Value for Money

The Council is required to maintain an effective system of internal control that supports the achievement of its policies, aims and objectives while safeguarding and
securing value for money from the public funds and other resources at its disposal.

As part of the material published with the financial statements, the Council is required to bring together commentary on the governance framework and how this has
operated during the period in a governance statement. In preparing the governance statement, the Council tailors the content to reflect its own individual
circumstances, consistent with the requirements of the relevant accounting and reporting framework and having regard to any guidance issued in support of that
framework. This includes a requirement to provide commentary on arrangements for securing value for money from the use of resources.

The Council’s responsibilities for value for money

Under the revised NAO Code we are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy, efficiency and
effectiveness on its use of resources. The Code requires the auditor to design their work to provide them with sufficient assurance to enable them to report to the
Council a commentary against specified reporting criteria on the arrangements the Council has in place to secure value for money through economic, efficient and
effective use of its resources for the relevant period.  Our summary is below:

Our responsibilities

Hampshire County Council Auditor’s Annual Report 18
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VFM commentary: Financial Sustainability

Our audit procedures obtained assurance over the arrangements in place for the Financial Sustainability sub-criteria set out in AGN03:

 How the body ensures that it identifies all the significant financial pressures that are relevant to its short and medium-term plans and builds these into them;

 How the body plans to bridge its funding gaps and identifies achievable savings;

 How the body plans finances to support the sustainable delivery of services in accordance with strategic and statutory priorities;

 How the body ensures that its financial plan is consistent with other plans such as workforce, capital, investment, and other operational planning which may
include working with other local public bodies as part of a wider system; and

 How the body identifies and manages risks to financial resilience, e.g. unplanned changes in demand, including challenge of the assumptions underlying its plans.

Financial sustainability: Our audit procedures

As part of our audit planning procedures, we identified a risk of a significant weakness in the Council’s arrangements for achieving financial sustainability.  In the
prior year, no significant weaknesses were identified and there are no outstanding recommendations relating to 2023/24 or earlier years. The Council’s underlying
arrangements in relation to financial sustainability are not significantly different in 2024/25.

Significant risks identified during planning procedures

Hampshire County Council Auditor’s Annual Report 19

Overview of our conclusions

We undertook a programme of work to assess the identified risk of significant weakness in respect of financial sustainability. The main areas reviewed, and
conclusions reached, are set out on the following pages, alongside our wider understanding of related arrangements and reported outcomes/forecasts.

Based on the work performed, the Council had proper arrangements in place in 2024/25 to plan and manage its resources to ensure it can continue to deliver its
services.
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Financial Sustainability considerations

The Council produces a Medium-Term Financial Strategy (MTFS) every year on a rolling basis. This includes an update on the current budget and sets out financial
estimates for the following two years, with the main focus on the budget for the following year. The current MTFS highlights the significant challenges which the
Council faces in maintaining its financial sustainability beyond the immediate short term.  Key challenges outlined within the Council’s planning include:

• Ongoing austerity measures stemming from reduced central government spending
• Increased demand for social care services

• Increased demand for children’s services including Special Educational Needs services and children with disabilities

• Growing school transport costs

• Ongoing inflation and the high cost-of-living knock-on effects

• Sharp increases in the costs of energy

• Higher than expected nationally set pay awards

• Rising interest rates impacting on contractual costs and other costs arising from the capital programme

The Council identified a budget gap of £98m in setting its budget for 2025/26 (reduced from £116m per the November 2024 MTFS update). Whilst the Council was
able to bridge this gap through savings schemes and a £65m draw on usable reserves, they made clear in their reporting that this was not a sustainable position for
2026/27 onwards.

The graph on the following page sets out the size of the net budget gaps reports in November MTFS updates for 2024 and 2025. Subsequent pages illustrate the
reducing position of the Council’s reserves available to support the revenue budget. These figures should also be seen in the context of reduced scope for
identification of savings given the cumulative quantum already identified in prior years (£640m since 2008, up to 2023/24).

Medium Term Financial Strategy and 2025/26 budget forecast

Hampshire County Council Auditor’s Annual Report 20
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Financial Sustainability considerations
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Illustration of the Forecast Budget Gaps in recent MTFS updates
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As the graph clearly shows, annual forecast budget gaps are steadily increasing. The Council has undertaken detailed work to identify potential savings and
opportunities to increase income (further detail on this is shown later in this report). It has also tried to make use of reserves to support the budget a last resort, but
this option has needed to be used increasingly over the last 5 years. The Council has been clear in its published reports, and in its communications with central
government, that these efforts cannot keep pace with the ongoing increases in demand for key services, in particular adults and children’s social care, or fully
mitigate the impact of reduced government funding since the introduction of austerity in 2010.
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Financial Sustainability considerations

The 2024/25 outturn report was presented to the Cabinet and Full Council in July 2025. This showed the performance of the Council against both its revenue and
capital budgets. The overall position against the approved budget was an underspend of £5.6m. However, this was in the context that the budget was only balanced
by a draw from the Budget Bridging Reserve (BBR), and it was not therefore an underspend against in-year funding. Instead, it meant that the net draw from the
BBR for 2024/25 was £5.6m less than planned, at £68.5m.

The graph below shows the monitoring of the budget for 2024/25 across the year (reports were issued as at August, November and Q4), and for 2025/26 to date.
The position for 2024/25 was forecast to be an overspend for the majority of the year, before crystalising at year-end as a small underspend (after use of reserves)
as noted above. For 2025/26, the forecast at the end of Q2 is for an annual underspend of £32.4m which, if achieved, would reduce the draw on the BBR for
2025/26 to £32.5m. This figure includes the full amount of corporate contingency from the budget, and a net forecast Directorate underspend of £6.4m. It should
be noted that this excludes schools spend and a forecast overspend on High Needs pupils from the Dedicated Schools Grant (DSG), due to the statutory override in
this area. Further information relating to the DSG is included in our review of reserves later in our report.

2024/25 Outturn Position and 2025/26 Budget Monitoring

The Council’s budget monitoring reports outlined a small underspend at the end of 2024/25 and a forecast underspend for
2025/26 as at Q2

Hampshire County Council Auditor’s Annual Report 22
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Financial Sustainability considerations

The Council has needed to make over £640m cumulative savings since 2008, through to 2023/24. The Council has followed an approach of setting budgets over a
two-year timeframe to try to ensure they are properly considered and that the impact of changes is not unrealistic in any single year. As part of the 2024/25 budget
setting process, the Council therefore prepared a series of savings proposals over a two-year horizon covering 2024/25 and 2025/26. Given the size of the financial
challenge faced, Departments were asked to identify savings based on delivering statutory and critical services, with discretionary services only continuing where
there was a clear longer-term value for money case for doing so. Each budget line was reviewed to understand where:

• Further efficiencies could be achieved through changes to working practices or service management

• Investment in new technology could enable services to be delivered more efficiently

• Income generation could be increased through expanding the potential for sales or charging fees for certain services

• Non-statutory or discretionary services could be reduced, ceased or moved to a cost neutral position

As a result, £90.4m of savings were identified, with £75.1m of these expected to be achieved by 2025/26. This would bring total savings since 2008 to in excess of
£730m. The breakdown of savings by Directorate and year is shown in the table below.

Savings plans
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% of 2023/24 BudgetFull Year2025/262024/25
£000£000£000

9.1%47,90034,6507,683Adult's Health and Care
3.5%11,09511,0952,390Children's - Non-schools

13.1%19,27919,2791,160Universal Services
32.8%5,0372,968632Hampshire 2050
13.7%5,1165,1164,509Corporate Operations
12.3%2,0072,007731People and Organisation

8.6%90,43475,11517,105Total
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Financial Sustainability considerations

The chart below illustrates the split of the £90.4m savings by type:

Savings plans (continued)
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As the chart shows, just over half of the identified savings were expected to be found from service reductions, with 40% expected from service efficiencies. As noted
on the previous page, the Council had already identified £640m of savings in prior years, meaning the opportunity for further efficiencies and new sources of income
generation was significantly reduced. This is expected to be even more so the case after 2025/26, given the scope and granular nature of the exercise to identify
these most recent savings.

The Council’s small net underspend outturn position for 2024/25 indicates broadly successful delivery of planned savings. The Quarter 2 financial monitoring report
for 2025/26 shows that £93.9m of the updated forecast of £99.9m full-year savings are expected to be achieved (94%). Delayed savings in Adults social care are
the main driver of the £6m shortfall. The expected savings requirement rises to £126.2m in 2026/27 and £134.1m in 2027/28, emphasising the growing scale of
the financial challenge and the need for continuous focus on identification and achievement of savings.

Even with the achievement of the 2024/25 – 2025/26 savings plans, the Council remained reliant on use of its reserves to balance its 2024/25 and 2025/26
budgets, and expects to be more acutely so in 2026/27. The impact of the financial position on usable reserves is analysed further on the next page.
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Financial Sustainability considerations

The Council uses its Budget Bridging Reserve (BBR) to achieve balanced budgets, once all savings and changes in external funding have been taken into account. As
budgetary pressures – resulting from increased demand for core services and significant reductions in Government grants – have grown in recent years, the
requirement to draw on the BBR has increased. Annual budgeted use of the BBR is shown in the table and graph below.

Reserves position
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As noted in our review of current budget forecasts, the Q2 forecast for 2025/26 suggests a surplus position and therefore a positive impact on the planned draw on
the BBR in-year, reducing this to £32.5m. However, it is important to note that the forecast balance remaining on the BBR at the end of 2025/26, should the
underspend remain as currently expected, would be £109.5m. The 2026/27 budget gap is expected to be £136m, which would therefore exceed the remaining
balance on the BBR, should it need to be funded entirely from reserves. This highlights the unsustainable nature of the Council’s position without significant changes
either to other sources of funding or service delivery requirements, as it has been signalling to Government and reporting publicly in recent years.

As an upper-tier Authority, the Council is allocated Dedicated Schools Grant (DSG) by central government, as the key component of funding for schools provision. In
common with many other Councils with education responsibilities, schools’ costs have outstripped DSG receipts in recent years due to a number of factors, including
large increases in costs related to special educational needs and disabilities (SEND). The Council has been permitted, through a statutory override, to hold a negative
reserve for the difference between costs and DSG funding, so that this does not adversely impact its overall general fund position. However, the costs are real, and
have therefore placed significant strain on the Council’s cash balances to meet the shortfalls. The statutory override is currently in place until 31 March 2028.
Recent announcements have confirmed that Central Government will assume responsibility for SEND costs from 2028/29 onwards and will fund 90% of Councils’
DSG deficits. Clearly this removes a significant part of the risk associated with the deficit from the Council’s financial position, but the current cash pressures remain
marked, and there is ongoing uncertainty around the funding for the remaining 10% of the deficit.
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Financial Sustainability considerations

From the above considerations, it is clear that Hampshire County Council faces very significant challenges in respect of its financial sustainability. It is apparent that
even if the Council were to operate at legal minimum service levels and pursue the savings, efficiencies and income generation opportunities highlighted above, it is
highly unlikely that there will be sufficient recurring resources to balance the budget on a sustainable basis in the medium and longer term. At this point, should
other approaches not be available to the Council, such as approval from central government for Exceptional Financial Support (EFS), a Section 114 notice, formally
confirming that the budget cannot be balanced, will become increasingly likely. It should be noted that the Council requested EFS, in the form of a 14.99% Council
Tax increase, for 2025/26 but this was denied; engagement with MHCLG is ongoing.

However, in our judgment, the Council has demonstrated that its own internal arrangements are not the cause of the challenges it faces. The Council has in place
procedures to identify and manage cost pressures, to identify and deliver savings, and to maximise the use of reserves. The Council has a good track record of
delivering planned savings, and of meeting budgetary targets. As an upper tier authority, the Council is subject to severe cost pressures arising from demand-led
services, and in particular adult social care and children’s services. The residual risks presented by the negative DSG position are also present across other upper
tier Councils. The Council’s ability to mitigate increases in costs in these areas is limited, and the impact of reductions in government funding has been marked. The
Council has also been constrained in its ability to raise significant additional revenue, for example through EFS, as mentioned above. Nevertheless, the Council
continues to transparently report (including publicly) its position and related concerns, and to make its case robustly to Government for meaningful measures to
improve its financial sustainability going forward.

Therefore, whilst the risk of a Section 114 notice in the medium term is pronounced, and the options open to the Council to produce a balanced budget for 2026/27
and later years are increasingly limited, this is not judged to be as a result of a significant weakness in the Council’s own arrangements during the 2024/25 financial
year and up to the date of issuing this Auditor’s Annual Report.

We would recommend that the Council continue to review regularly any further opportunities for savings or income generation which may arise, as well as
opportunities to increase the efficiency through which services are delivered such as the use of new technologies, where the cost/benefit of doing so is favourable.
We would also recommend the Council continue the ongoing dialogue it has with central government in respect of funding and ways in which the underlying causes
of some of its cost pressures can be addressed. The Council should also continue to be clear in its public reporting with respect to its financial position, so that this
can be understood and challenged by the local electorate as appropriate.

Conclusions regarding identified risk of significant weakness in respect of Financial Sustainability
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VFM commentary: Governance

Our audit procedures obtained assurance over the arrangements in place for the Governance sub-criteria set out in AGN03:

 How the body monitors and assesses risk and how the body gains assurance over the effective operations of internal controls, including arrangements to prevent
and detect fraud;

 How the body approaches and carries out its annual budget setting process;

 How the body ensures effective processes and systems are in place to ensure budgetary control; to communicate relevant, accurate and timely management
information (including non-financial information where appropriate); supports its statutory financial reporting requirements; and ensures corrective action is
taken where needed, including in relation to significant partnerships;

 How the body ensures it makes properly informed decisions, supported by appropriate evidence and allowing for challenge and transparency. This includes
arrangements for effective challenge from those charged with governance/audit committee; and

 How the body monitors and ensures appropriate standards, such as meeting legislative/regulatory requirements and standards in terms of officer and member
behaviour (such as gifts and hospitality or declarations/conflicts of interests), and for example where it procures or commissions services.

Governance: Our audit procedures

As part of our audit planning procedures, we identified no risks of a significant weakness in the Council’s governance arrangements.  In prior years, no significant
weaknesses were identified and there are no outstanding recommendations relating to prior years. The Council’s underlying arrangements in relation to
governance are not significantly different in 2024/25.

Significant risks identified during planning procedures
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Based on the work performed, the Council had proper arrangements in place in 2024/25 to make informed decisions and properly manage its risks.

Overview of our conclusions
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Governance considerations

Hampshire County Council's Annual Governance Statement (AGS) for 2024/25 sets out its commitment to delivering Value for Money (VFM) across its operations.
The Council's governance framework, aligned with the CIPFA/SOLACE principles, integrates VFM considerations into decision-making processes, aiming to ensure
that public funds are used economically, efficiently, and effectively.

A key aspect of the Council's approach to VFM is the use of benchmarking and performance data. Officers utilise this information to facilitate discussions around
balancing the budget while retaining outcomes, allowing the Council to identify areas for improvement and implement strategies that enhance efficiency and
effectiveness in service delivery. The Council also emphasises the importance of collaborative arrangements to secure VFM. By working in partnership with other
authorities and stakeholders, the Council aims to achieve economies of scale, share best practices, and deliver services more efficiently, thereby working to
maximise the value derived from public resources.

The Council also focuses on transformational service redesign where possible, as a means to achieve VFM. This approach involves rethinking and restructuring
services to achieve the same or improved outcomes at reduced costs, to try to ensure that public funds are used to their fullest potential.

The AGS for 2024/25 therefore highlights a wide ranging and proactive approach aimed at securing VFM, intended to try to ensure that public resources are
managed responsibly and effectively to meet the needs of residents.

The AGS also includes an update on the prior year actions to address governance matters, demonstrating both transparency and a focus on continued improvement
at the Council.

Annual Governance Statement
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Risk Management

The Council maintains a Corporate strategic risk register to identify risks to its operations, and related control measures to mitigate these risks as far as possible.

The key risk identified relating to value for money is around the potential inability to maintain the financial resilience of the Council’s services. This risk is consistent
with the prior year and remains the highest rated risk. This is within expectations and is consistent with our assessment of financial sustainability as set out earlier in
this report. The other risk rated as High relates to protecting the safety of the workforce and public, and is a general risk of the sort which would be expected for an
organisation of this type. The mitigations for this risk rely on the overall framework for risk management throughout the organisation.

Other risks, judged less likely/less potentially severe, are focussed mainly on specific areas of safeguarding, failure to maintain property and IT assets, and risks
around workforce resilience, climate change and terrorist threats. These risks appear appropriately identified and are consistent with those we would expect for an
upper tier local authority. The mitigating control measures appear reasonable and appropriate to the identified risks.

The Council therefore has in place appropriate arrangements to identify and monitor strategic risks, and to identify reasonable mitigations to those risks.
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Governance considerations

The Council has an internal audit service to help gain assurance over the effective operation of internal controls. The Audit Committee is responsible for ensuring
that internal audit’s programme of work considers the Council’s risks and has an appropriate annual scope. Management is responsible for responding to the internal
audit findings appropriately and in a timely manner, with monitoring and challenge provided by the Audit Committee.

Quarterly reports are received from the internal auditors highlighting work carried out, including a breakdown of fraud investigations, with any significant issues set
out in summary format. A live tracker of outstanding management actions, categorised as High, Medium or Low priority, is also reported quarterly to the Audit
Committee, with responsible officers attending the Committee’s meetings to update on findings and actions as necessary.

The internal audit plan sets out the agreed areas for review in each year, and incorporates both reactive and proactive fraud work along with thematic reviews to
identify and mitigate fraud risk. The 2024/25 Internal Audit Opinion stated that sufficient assurance work had been carried out to form a conclusion on the
adequacy and effectiveness of the internal control environment at the Council, and confirmed that “Reasonable” assurance could be given (the gradings used by
internal audit are Substantial, Reasonable, Limited, and No Assurance).

There was one “No Assurance” report issued during the year, in respect of Hampshire Transport Management (HTM) – Health and Safety Compliance. Limited
Assurance was given in 11 instances, with Reasonable Assurance given in 30 areas and Substantial Assurance in 7.

Our review of each of the No and Limited assurance reports has not identified any risks relevant to our VFM responsibilities. The issues identified in the reports
appear limited to the specific areas they relate to, and do not have significant implications on the wider arrangements at the Council.

To manage fraud risks, the Council maintains policies including the Anti-Fraud & Corruption Strategy, Whistleblowing Policy, and Anti-Bribery Policy, which support
the prevention, detection, and investigation of fraud and corruption. Counter-fraud activity is integrated within the internal audit strategy and focuses resources on
assessed fraud risks, including new and emerging threats. As noted above, internal audit undertakes both reactive and proactive counter fraud work, investigating
allegations of fraud, and completing proactive work in areas which are judged susceptible to fraud risks. The Council participates in the National Fraud Initiative,
which matches electronic data across public and private sector bodies to prevent and detect fraud. Match reports are issued across pensions, payroll, blue badges,
concessionary travel, creditors, VAT, and Companies House data. Any matches identified are then investigated as judged necessary.

Internal audit arrangements
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Governance considerations

The Council has a number of arrangements in place aimed at ensuring that appropriate decisions are made and that there is robust Member challenge of officers’
recommendations. Council decisions may be made either at meetings of Full Council, at committees of Council, at a meeting of all executive members (the Cabinet)
or by individual executive members at 'decision days'. Decisions made by Cabinet or at decision days may be held to account by Select Committees. Advisory panels
and committees support and inform the decision making process.

The Council’s decision making structure and allocation of responsibilities, as set out in its Constitution, are elaborated further below.

County Council:
The Full Council is responsible for specified major decisions, such as setting the budget, and debates topical issues. It also receives reports from the Executive, and
members are able to question the Executive on their areas of business.

Leader and Cabinet:
Since 2001 Hampshire has operated with a Leader and Cabinet structure. Hampshire’s Cabinet is made up of the Leader and executive members who each have a
portfolio of responsibilities. The Cabinet make decisions together on strategic issues and individual executive members can take decisions on issues relating directly
to their portfolio areas.

Select Committees:
Select Committees (Overview and Scrutiny) hold the executive members to account on the decisions they make both collectively as Cabinet and individually. They
can assist the Cabinet and executive members to make effective decisions by examining issues beforehand and making recommendations – this is called ‘pre-
scrutiny’. The Select Committees can also challenge decisions before they are implemented, review decisions after they have been implemented to see if they
achieved what was intended, and suggest new policy areas or review the effectiveness of existing policies.

Audit Committee:
The purpose of the Audit Committee is to monitor, review and report on the governance arrangements of the County Council. The committee meets quarterly and
the regulatory framework that it follows is shown below:
• To monitor the roles, processes and behaviour that affect the way that governance is exercised within the County Council
• To review and consider reports from the Chief Finance Officer on the treasury management function
• To consider the effectiveness of the County Council’s risk management arrangements, the control environment and associated anti-fraud and anti-corruption

arrangements
• To receive and form a view on internal assurances around governance practices, including the Annual Governance Statement
• To consider the County Council’s compliance with its own and other published standards and controls
• To make recommendations for the making or amending of standing orders and regulations related to the conduct of the Council’s business.

Informed decision making and member challenge
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Governance considerations

Monitoring Officer:
The Council also has a Monitoring Officer in place. The function and role of the Monitoring Officer is shown within the Constitution. The functions of the Monitoring
Officer include:

• Maintaining the Constitution
• Ensuring lawful and fair decision making
• Supporting the Conduct Advisory Panel, including conducting investigations
• Ensuring that records of decisions, together with the reasons for those decisions and relevant officer reports and background papers, are made publicly available

as soon as possible
• Checking whether executive decisions are within the budget and policy framework
• Providing advice to members and offices on relevant matters
• Giving guidance to the Audit Committee on matters pertaining to the governance of the County Council’s affairs

In our judgment, as set out above, the Council has appropriate arrangements in place to enable informed decision making and Member challenge.

Informed decision making and member challenge (continued)
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Local Government Reorganisation is expected to pose challenges for local authorities over the next year. During this period of change, the Council must maintain
essential services and fulfil statutory duties. According to MHCLG guidance issued in July 2025, decisions made by the Council prior to reorganisation regarding
ongoing service delivery and the medium-term financial strategy should focus on providing value for money for taxpayers and avoid limiting future decisions or the
sustainability of new councils.

The government has stated that it will issue directions under section 24 of the 2007 Act after Structural Changes Orders are made, specifying a person authorized
to give consent on relevant matters and outlining how this authority should be exercised. MHCLG has noted these directions will follow previous precedents,
requiring written consent from the successor council for land disposals and contracts exceeding a specified value.

To comply with MHCLG guidance and forthcoming directions, councillors and statutory officers need to be aware of their responsibilities and ensure that
appropriate accounting and governance systems are maintained.

Local Government Re-organisation

Failure to prevent fraud legislation

The offence of failing to prevent fraud, as introduced by the Economic Crime and Corporate Transparency Act 2023, became effective on 1 September 2025. The
Home Office has published statutory guidance (most recently updated in October 2025) which organisations must consider. This guidance outlines the core principles
for establishing, reviewing, or enhancing anti-fraud procedures.

It is recommended that authorities review existing fraud policy and procedures against the latest Home Office guidance. If this review has not yet taken place, it
should be prioritised to ensure compliance with the Act and to mitigate the risk of enforcement action.

Governance considerations
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VFM commentary: Improving economy, efficiency and
effectiveness

Our audit procedures include:

 How financial and performance information has been used to assess performance to identify areas for improvement;

 How the body evaluates the service it provides to assess performance and identify areas for improvement;

 How the body ensures it delivers its role within significant partnerships and engages with stakeholders it has identified, in order to assess where it is meeting its
objectives; and

 Where the body commissions or procures services, how it assesses whether it is realising the expected benefits.

Improving economy, efficiency and effectiveness: Our audit procedures

As part of our audit planning procedures, we identified no risks of a significant weakness in the Council’s arrangements for improving economy, efficiency and
effectiveness.  In prior years, no significant weaknesses were identified and there are no outstanding recommendations relating to prior years. The Council’s
underlying arrangements in relation to improving economy, efficiency and effectiveness are not significantly different in 2024/25

Significant risks identified during planning procedures
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Based on the work performed, the Council had proper arrangements in place in 2024/25 in terms of how it uses information about its costs and performance to
improve the way it manages and delivers its services.

Overview of our conclusions
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Improving economy, efficiency and effectiveness considerations

The Council is currently operating under the “Serving Hampshire – Strategic Plan for 2021-2025”. The Plan has 4 strategic aims:
• Hampshire maintains strong and sustainable economic growth and prosperity
• People in Hampshire live safe, healthy and independent lives
• People in Hampshire enjoy a rich and diverse environment
• People in Hampshire enjoy being part of strong, inclusive communities

Each year the Council produces performance reports which detail the Council’s performance throughout the year, both financial and non-financial. We have
reviewed the key financial reports in compiling our work on financial sustainability, as reported in the relevant section above.

At the end of 2024/25 the Council produced an Annual Corporate Performance Assurance Report.  This report provides strategic oversight of the Council’s
performance in-year against the “Serving Hampshire” plan, and sets out the sources of assurance for the Council’s revised Performance Management Framework
which was agreed at Cabinet in July 2023.

The report references to other ongoing sources of assurance, and reports against a focused set of performance measures. An officer overview comment for each
directorate is included. Our review of the report did not identify risks of significant weakness for our VFM work. Performance against the reported measures was
generally good, and this was corroborated by the findings of external reviews by regulators, and assurances provided by internal and external auditors.

Financial and performance information

The Constitution of the Council in Part 3, Chapter 6, sets out the Standing Orders on Procurement and Contracts. This includes procedures and statutory
requirements in terms of the procurement of services, and how contracts should be managed.

The Council has also developed a Procurement Strategy which sets the framework in which it will work to try to ensure that procurement delivers value for money
across all services and directly contributes to the achievement of their strategic goals.

Procurement, commissioning of services, and contract management
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Improving economy, efficiency and effectiveness considerations

The Council has a number of collaborative working arrangements which are all disclosed within the Statement of Accounts. The Council has pooled budget
arrangements with NHS bodies and joint working agreements with Hampshire Constabulary, Hampshire Fire and Rescue Service, Oxfordshire County Council,
Westminster City Council, London Borough of Hammersmith and Fulham and the Royal Borough of Kensington and Chelsea.  These involve joint use of the assets
and resources of each organisation rather than the establishment of a separate entity.

The Statement of Accounts also identifies the companies where the Council has interests which are shared with Reading Borough Council, Basingstoke and Deane
Borough Council, and Kent County Council.

Integrated Business Centre:
The Integrated Business Centre (IBC) is hosted by Hampshire County Council and was launched in 2014/15 for the provision of shared financial and HR services.
The IBC has since extended its services to Oxfordshire County Council, London Borough of Hammersmith and Fulham, City of Westminster Council and Royal
Borough of Kensington and Chelsea. A summary of the services offered by the IBC is shown below:

Performance of partnership arrangements is formally reviewed on a quarterly basis, and this includes a range of performance measures, overlaid by detailed service
performance reports, and agreed actions aimed at driving continued collective performance improvement.

The IBC provides an ISAE 3402 Type 2 report in relation to the control environment. This allows HCC to monitor the control environment and follow up on any
control weaknesses noted. The overall opinion for 2024/25 raised no significant issues and did not indicate any risks for our VFM work.

Partnership working
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