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This paper provides the Audit Committee with a report on progress in
delivering our responsibilities as your external auditors.

The paper also includes a summary of emerging national issues and developments that may be relevant to you as a
Council.

Members of the Audit Committee can find further useful material on our w ebsite, w here w e have a section dedicated
to our workin the public sector. Here you can dow nload copies of our publications w ww.grantthornton.co.uk .

If you wouldlike further information on any items in this briefing, or would like to register with Grant Thornton to
receive regular email updates on issues that are of interest to you, please contact either your Engagement Lead or
Engagement Manager.
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Progress at March 2021

2019/20 audit

Financial statements

We have completed our audit of the Council's 2019/20 financial statements. Our audit
opinion, including our value for money conclusion and certificate of audit closure, w as
issued on 27 November 2020. Our Annual Audit Letter summarising the outcomes of our
audit is included as a separate item on today’s agenda.

Housing Benefit subsidy claim

Our w orkto certify the Council's 2019/20 housing benefit subsidy claim is currently in
progress. We anticipate that our workw ill be completed to allow certification of the claim by
28 February 2021, the extended deadline agreed with DWP. The outcomes from our w ork
w ill be reported to the July 2021 Audit Committee.

2020/21 audit

Audit planning

Our planning for the 2020/21 financial statements audit will commence in March 2021. Our
workwi ll include;

* review of relevant sector information to capture any emerging issues and consider these
as part of audit planning.

» discussions with management and review of key agenda papers and minutes to inform
our risk assessment;

» updating our understanding of the Council's control environment and financial systems,
including w alkthrough testing to confirm that the design of systems is in accordance w ith
our understanding; and

» understanding and assessing the Council’'s internal controls over accounting estimates
as required under revised ISA540.

Due to the pandemic significantly more time has been required to complete our workon
2019/20 audits across the public sector. The pandemic willhave a continuing impact on the
timing of our workfor 2020/21 audits, with planning w orkcommencing later than in previous
years and with some testing performed at yearend rather than as part of interim procedures.
Our 2020/21 audit planning workw illagain be performed remotely due to the impact of the
pandemic. We will liaise with management on any relevant issues.

Our 2020/21 audit plan will be presented to the July 2021 Audit Committee.

© 2021 Grant Thornton UK LLP.

Public

Accounts w orkshops for local government

In 2020/21 Grant Thornton are again running technical w orkshops for the preparers of
local government accounts.

An invitation to the w orkshops willbe sent to the Council's finance team

Value for Money

On 1 April 2020 the National Audit Office introduced a new Code of Audit Practice w hich
comes into effectfrom audit year 2020/21. The Code introduced a revised approach to
the audit of Value for Money. (VFM)

There are three main changes arising from the NAO’s new approach:

« A new setof key criteria, covering financial sustainability, governance and
improvements in economy, efficiency and effectiveness

* More extensive reporting, with a requirement on the auditor to produce a commentary
on arrangements across all of the key criteria, rather than the current ‘reporting by
exception’ approach

* The replacement of the binary (qualified / unqualified) approach to VFM conclusions,
with more sophisticated judgements on performance, as w ellas key
recommendations on any significant w eaknesses in arrangements identified during
the audit.

Further detail on the NAO’s revised approach to VFM w orkcan be found in the “Sector
Update” section, and at: https://w w w.nao.org.uk/code-audit-practice/w p-
content/uploads/sites/29/2019/12/AGN-03-Auditors-Work-on-Value-for-Money-
Arrangements.pdf

The new Code of Audit Practice issued by the NAO can be found here:
https://w ww.nao.org. -audit-practice/w p-
ntent/upl ites/29/2020/01 f it_practice 2020.pdf
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Audit Deliverables

2020/21 Deliverables Planned Date Status
Accounts Audit Plan July 2021 Not yet due
We are required to issue a detailed accounts audit plan to the Audit Committee settingoutour proposed approachin order to

give an opinion on the Council’s 2020-21 financial statements.

Audit Findings (ISA260) Report September2021 Not yet due
The Audit Findings Reportwill be reported to the September Audit Committee.

Auditor’s Annual Report September2021 Not yet due
The key outputfrom local auditwork on arrangements to secure VFM is an annual commentaryon arrangements, which will

be published as partofthe Auditor's Annual Report (AAR). The final version of the AAR will be publishedatthe same time as

the Auditor’'s Report.

Auditor’s Report September2021 Not yet due

This is the opinion on your financial statementand Annual Governance Statement.

© 2021 Grant Thornton UK LLP.
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Sector Update

Councils continue to try to achieve greater
efficiency in the delivery of public services, whilst
facing the challenges to address rising demand,
ongoing budget pressures and social inequality.

Our sector update provides you withan up to date summary of emerging
national issues and developments to support you. We cover areas w hich
may have an impact on your organisation, the wider local government
sector and the public sector as a w hole. Links are provided to the detailed
report/briefing to allow you to delve further and find out more.

Our public sector team at Grant Thornton also undertake research on
service and technical issues. We will bring you the latest research
publications in this update. We also include areas of potential interest to
start conversations w ithin the organisation and w ith audit committee
members, as well as any accounting and regulatory updates.

© 2021 Grant Thornton UK LLP.

e Grant Thornton Publications

* Insightsfrom local government sector
specialists

 Reportsofinterest
« Accounting and regulatory updates

More information can be found on our dedicated public sector and local
government sections on the Grant Thornton w ebsite by clicking on the logos
below :

Local

Public Sector
government

Public
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he Redmond Review

The Independent Review into the Oversight of Local Audit
and the Transparency of Local Authority Financial Reporting —
“The Redmond Review” was published on 8 September 2020.

The review has examined the effectiveness of local audit and its ability to demonstrate
accountability for audit performance to the public. It also considered w hether the current
means of reporting the Authority’s annual accounts enables the public to understand this
financial information and receive the appropriate assurance that the finances of the authority
are sound.

The Review received 156 responses to the Calls for View s and carried out more than 100
interview s. The Review notes “A regular occurrence in the responses to the calls forview s
suggests that the current fee structure does not enable auditors to fulfil the role in an entirely
satisfactory w ay. To address this concern an increase in fees must be a consideration. With
40% of audits failing to meet the required deadline for report in 2018/19, this signals a
serious w eakness in the ability of auditors to comply w iththeir contractual obligations. The
current deadline should be review ed. A revised date of 30 September gathered considerable
support amongst respondents w ho expressed concern about this current problem. This only
in part addresses the quality problem. The underlying feature of the existing framew orkis the
absence of a body to coordinate all stages of the audit process.”

Key recommendations inthe reportinclude:

* A new regulator - the Office of Local Audit and Regulation (OLAR) to replace the
Financial Reporting Council's (FRC) role and that of Public Sector Auditor Appointments
(PSAA)

» Scope torevise fees - the current fee structure for local audit be revised to ensure that
adequate resources are deployed to meet the full extent of local audit requirements

* Move backto a September deadline for Local Authorities -the deadline for publishing
audited local authority accounts be revisited with a view to extending it to 30 September
from 31 July each year

* Accounts simplification - CIPFA/LASAAC be required to review the statutory accounts to
determine w hether there is scope to simplify the presentation of local authority accounts.

© 2021 Grant Thornton UK LLP.
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The OLAR would manage,overseeand regulate local audit with the following key
responsibilities:

» procurement of local audit contracts;

» producing annual reports summarising the state of local audit;
+ management of local audit contracts;

+ monitoring and review of local audit performance;

+ determining the code of local audit practice; and

* regulating the local audit sector.

The current roles and responsibilities relating to local audit discharged by the Public Sector
Audit Appointments (PSAA); Institute of Chartered Accountants in England and Wales
(ICAEW); FRC; and The Comptroller and Auditor General (C&AG) to be transferred to the
OLAR.

How you can respond tothe Review
One of the recommendations w as for local authorities to implement:

The governance arrangements w ithin local authorities be review ed by local councils with the
purpose of:

+ an annual report being submitted to Full Council by the external auditor;

+ consideration being given to the appointment of at least one independent member,
suitably qualified, to the Audit Committee; and

« formalising the facility for the CEO, Monitoring Officer and Chief Financial Officer (CFO)
to meet withthe Key Audit Partner at least annually.

Whilst Redmond requires legislation, in practice the second and third bullets are things w hich
authorities could start doing now .

The full report can be obtained fromthe gov.uk w ebsite:
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Scope
* Launched September 2019.
* Led by Sir Tony Redmond, former President of CIPFA.

Purpose
To assess the:
« Effectiveness of audit in local authorities; and

* Transparency of financial report.

Context — Why the need for a review?

Local audit is facing an unprecedented set of challenges:

» Accounts have grow nfar more complex

» Authorities are engaging in more innovative/unusual transactions

* Austerity has reduced the ability of many authorities to prepare high quality accounts and

w orking papers

» Audit fees have fallen to an unsustainably low level

* The sign off date of 31 July is too tight, even w ithout Covid-19 pressures

* Retention of audit staff is very difficult in this environment

* Authorities are not getting the service they deserve

* Radical and urgent reform is needed

Areas of focus — It is a wide-ranging review

* The expectations gap

* Audit and wider assurance

* Audit quality

» The financial reporting framew ork

* Auditor reporting

© 2021 Grant Thornton UK LLP.

he Redmond Review — Local Government audit
and financial reporting

The review had 156 responses, over 100 interview s w ere held, the report runs to 83 pages
w ith 23 recommendations.

The system is not working

The current local audit arrangements fail to deliver, in full, policy
objectives underpinning the 2014 Act.

As a result, the overriding concern must be a lack of coherence and
public accountability within the existing system.

The local audit market is very fragile. The current fee structure does
not enable auditors to fulfil the role in an entirely satisfactory way.

Without prompt action to implement the recommendations, there is a
significant risk that the firms currently holding local audit contracts will
withdraw from the market.

Covering letter to the Secretary of State

* The local audit market is very fragile. The current fee structure des not enable auditors to
fulfil the role in an entirely satisfactory way.

*  With 40% of audits failing to meet the required deadline for reportin 2018/19 this signals
a serious w eakness in the ability of auditors to comply w iththeir contractual obligations.

* In addition, the ambition of attracting new firms to the local authority market has not been
realised.
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and financial reporting

Detailed findings

Systems leadership is lacking

» The structure is fragmented and piecemeal. Public sector specialist expertise is now
dispersed around different bodies. No one body is looking for systematic problems, and
there is no apparent co-ordination betw een parties to determine and act on emerging
risks (Sir John Kingman).

* There is a need fora new organisation withthe clarity of mission and purpose to act as
the systemleader forthe local audit framew ork; and for a standardised statement of
service information and costs, compared to the annual budget, that is aimed at taxpayers
and service users.

Procurementhas resulted in fees which are too low

* PSAA adopted the same procurement framew orkin 2017 as the Audit Commission had
done previously in 2014. No assessment of the amount it would costto audit each local
authority, based on their level of audit risk, has been made in the past ten years.

» Audit fees in the local authority sector have dropped significantly at the same time that
audit fees in other sectors, including other parts of the public sector, have significantly
risen.

* Firms stated that the lack of profitability changes the way that local audit w orkis
perceived w ithin the firm. Specialising in this area is seen by many auditors as having a
detrimental impact on career prospects.

The audit timescale is unrealisticand unhelpful

* The compression of the audit timetable was mentioned as an issue by every audit firm.
Firms raised concerns about the resulting peaks in workload, pressures on staff during
summer months, and knock-on effects w hentarget dates are not met. These pressures
contribute to making w orkunpopular withlocal audit staff.

© 2021 Grant Thornton UK LLP.
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he Redmond Review — Local Government audit

Financial reporting is overly complex/not alw ays relevant

>

Local authority accounts are arguably more complex and more challenging for a service
user to understand than accounts produced by other parts of the public sector.

Scope identified to improve transparency and relevance of reporting, e.g.:

Assetvaluations: accounting is complex and the perception of many stakeholders is that
it does not add value.

Going concern disclosures are perceived to be less relevant in a local authority context
than financial resilience.

Governance and transparency of reporting needs improvement

The ability of audit committees, w hich mostly lack independent, technically qualified
members, to consider effectively audit reports has been challenged in responses to the
call forviews.

Transparency and accountability of audit reports, from a public perspective, is lacking.

There needs to be a greater role for full council and a stronger interface betw een
statutory officers and audit.

Thereis too much focus on Property and Pension Valuations

Authorities concerned that auditors are spending significant time on fixed asset and
pension valuations, rather than on major areas of expenditure and usable reserves.
Auditors coming through the systemare not developing wider understanding of LG
context.

Firms would prefer to do less workon asset and pension valuations but explained that
these areas are given more attention to secure a positive assessment from the FRC.

The FRC believes that if a focus on asset and pension valuations is inappropriate, this is
the responsibility of CIPFA/LASAAC.
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and financial reporting

Sir Tony’s recommendations

A call for action

* Anew regulator —The Office of Local Audit and Regulation to replace the FRC and
PSAA.

* Scope toincrease fees—The current fee structure for local audit to be revised (i.e.
increased) to ensure that adequate resources are deployed to meet the full extent of local
audit requirements.

« Move back toa September deadline —The deadline for publishing audited local
authority accounts be revisited with a view to extending it to 30 September from 31 July
each year.

* Accounts simplification — CIPFA/LASAAC be required to review the statutory accounts
to determine w hether there is scope to simplify the presentation of local authority
accounts.

* Recognition of the role of authorities inimproving governance and reporting;and

* Development of audited and reconciled accounts summaries.

Where next?

« Consultation
* Legislation
* Immediate actions

Given the urgency, it is imperative to introduce change w here possible now, even ahead of
legislation.

© 2021 Grant Thornton UK LLP.

he Redmond Review — Local Government audit

Grant Thornton’s View

Sir Tony Redmond’s report provides a clear road map to secure
appropriate scrutiny and a sustainable future for local government audit.
Reinforcing transparency and accountability is critical in protecting the

interests of citizens who both fund and rely on the services delivered by
local authorities. Introducing an Office of Local Audit and Regulation will
help simplify and re-energise this vital public function at a time when local
finances and governance are in need of effective oversight. We look
forward to supporting Sir Tony and Government as this report progresses
from recommendation to reality.
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Value for Money

Revised approach to Value for Money
work for 2020/21

On 1 April 2020 the National Audit Office introduced a
new Code of Audit Practice w hich comes into effect from
audit year 2020/21. The Code introduced a revised
approach to the audit of Value for Money. (VFM)

There are three main changes arising from the NAO'’s
new approach:

* A new setof key criteria, covering financial
sustainability, governance and improvements in
economy, efficiency and effectiveness

» More extensive reporting, with a requirement on the
auditor to produce a commentary on arrangements
across all of the key criteria, rather than the current
‘reporting by exception’ approach

+ The replacement of the binary qualified/unqualified
approach to VFM conclusions, with far more
sophisticated judgements on performance, as wellas
key recommendations on any significant w eaknesses
in arrangements identified during the audit.

The Code require auditors to consider w hether the body
has put in place proper arrangements to secure
economy, efficiency and effectiveness in its use of
resources. When reporting on these arrangements, the
Code requires auditors to structure their commentary on
arrangements under three specified reporting criteria.
These are as set out to the right:

© 2021 Grant Thornton UK LLP.
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Financial Sustainability

Arrangements for ensuring the
body can continue todeliver
services. This includes planning
resources to ensure adequate
finances and maintain
sustainable levels of spending
over the medium term (3-5 years)

Governance

Arrangements for ensuring that
the body makes appropriate
decisions in the right way. This
includes arrangements for budget
setting and management, risk
management, and ensuring the
body makes decisions based on
appropriate information
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Auditor’s Annual Report

A new Auditor’s Annual Report presented at the same time
as the audit opinion is the forumfor reporting the outcome of
the auditor’s workon Value for Money. It is required to
contain:

Progress in
Recommendationd implementing
recommendations

Commentary on
arrangements

Opinion on the
financial
statements

Use of additional
powers

« Commentary on arrangements: This will include a
summary under each of the three specified reporting
criteria and compared to how the results of VfMw ork
w ere reported in previous years, the commentary will
allow auditors to better reflect local context and also to
draw attention to emerging or developing issues w hich
may not represent significant w eaknesses, but w hich
may nevertheless require attention fromthe body itself.
The commentary will not simply be a description of the
arrangements in place, but an evaluation of those
arrangements.

« Recommendations:Where an auditor concludes there
is a significant w eakness in a body’s arrangements, they
report this to the body and support it witha
recommendation forimprovement.

* Progressinimplementingrecommendations: Where
an auditor has reported significant w eaknesses in
arrangements in the previous year, the auditor should
follow up recommendations issued previously and
include their view as to w hether the recommendations
have been implemented satisfactorily

* Use of additional powers: Where an auditor uses
additional pow ers, such as making statutory
recommendations or issuing a public interest report, this
needs to be reported in the auditor’'s annual report.

* Opinion onthe financial statements: The auditor’s
annual report also needs to summarise the results of the
auditor's w orkon the financial statements. This is not a
replacement forthe AFR, or a verbatim repeat of it — it is
simply a summary of w hatthe opinion audit found.

© 2021 Grant Thornton UK LLP.

Risks of significant VFM weaknesses

As part of our planning work, w e w llconsider w hether there
are any risks of significant w eakness in the body’s
arrangements for securing economy, efficiency and
effectiveness in its use of resources that w e needed to
perform further procedures on.

The risks w eidentify will be detailed in our Audit Plan, along
w ith the further procedures w e will perform.

Potential types of recommendations

A range of different recommendations could be made
follow ing the completion of w orkon risks of significant
w eakness, as follow s:

Statutory recommendation

Written recommendations to the body under
Section 24 (Schedule 7) of the Local Audit and
Accountability Act 2014. A recommendation

under schedule 7 requires the body to discuss
and respond publicly to the report.

Key recommendation

The Code of Audit Practice requires that where
auditors identify significant weaknesses in
arrangements to secure value for money they
should make recommendations setting out the
actions that should be taken by the body. We
have defined these recommendations as ‘key
recommendations’.

Improvement recommendation

These recommendations, if implemented should
improve the arrangements inplace at the body,
but are not made as a result of identifying
significant weaknesses in the body’s
arrangements

Further information

To review the new Code and AGNO3, visit the NAO'’s
w ebsite using the link below :
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Accounting estimates and related disclosures

The Financial Reporting Introduction rr .
Councilissued an updoted Under ISA (UK) 540 (Revised December 2018) auditors are required to

. understand and assess an entity’s internal controls over accounting estimates, ~
ISA (UK) B4O (revised): including: Y o N

AUditing Accounting » The nature and extent of oversight and governance over management’s
Estimates and Related financial reporting process relevant to accounting estimates;
Disclosures which includes « How management identifies the need for and applies specialised skills or
signiﬁcont enhancements know ledge related to accounting estimates;
in respect of the audit risk
assessment process for

accounting estimates.

* How the entity’s risk management process identifies and addresses risks
relating to accounting estimates;

» The entity’s information system as it relates to accounting estimates;
» The entity’s control activities in relation to accounting estimates; and
* How management review s the outcomes of previous accounting estimates.

As part of this process auditors also need to obtain an understanding of the
role of those charged with governance, w hichis particularly important w here
the estimates have high estimation uncertainty, or require significant
judgement.

Specifically do Audit Committee members:

* Understand the characteristics of the methods and models used to make
the accounting estimates and the risks related to them;

» Oversee management’'s process for making accounting estimates,
including the use of models, and the monitoring activities undertaken by
management; and

» FEvaluate how management made the accounting estimates?

© 2021 Grant Thornton UK LLP. Audit Progress Report and Sector Update | March 2021 13



Additional information that will be required

To ensure our compliance w ith this revised auditing
standard, wewillbe requesting further information from
management and those charged with governance during our
audit for the year ended 31 March 2021.

The Council’s Information systems

In respect of the Council's information systems we are
required to consider how management identifies the
methods, assumptions and source data used for each
material accounting estimate and the need for any changes
to these. This includes how management selects, or
designs, the methods, assumptions and data to be used and
applies the methods used in the valuations.

When the models used include increased complexity or
subjectivity, as is the case for many valuation models,
auditors need to understand and assess the controls in
place over the models and the data included therein. Where
adequate controls are not in place we may need to report
this as a significant control deficiency and this could affect
the amount of detailed substantive testing required during
the audit.

If management has changed the method for making an
accounting estimate wew illneed to fully understand
management’s rationale forthis change. Any unexpected
changes are likely to raise the audit risk profile of this
accounting estimate and may result in the need for
additional audit procedures.

We are aw are that the Council uses management experts
in deriving some of its more complex estimates, e.g. asset
valuations and pensions liabilities. How ever, it is important
to note that the use of management experts does not
diminish the responsibilities of management and those
charged with governance to ensure that:

* All accounting estimates and related disclosures
included in the financial statements have been prepared
in accordance withthe requirements of the financial
reporting framew ork, and are materially accurate;

* There are adequate controls in place at the Council (and
w here applicable its service provider or management
expert) over the models, assumptions and source data
used in the preparation of accounting estimates.

© 2021 Grant Thornton UK LLP.

Estimation uncertainty

Under ISA (UK) 540 w e are required to consider the
follow ing:

*  How management understands the degree of estimation
uncertainty related to each accounting estimate; and

* How management address this estimation uncertainty
w hen selecting their point estimate.

For example, how management identified and considered
alternative, methods, assumptions or source data that w ould
be equally valid under the financial reporting framew ork, and
w hy these alternatives w ere rejected in favour of the point
estimate used.

The revised standard includes increased emphasis on the
importance of the financial statement disclosures. Under
ISA (UK) 540 (Revised December 2018), auditors are
required to assess w hether both the accounting estimates
themselves and the related disclosures are reasonable.

Where there is a material uncertainty, that is w here there is
a significant risk of a material change to the estimated
carrying value of an asset or liability w ithin the next year,
there needs to be additional disclosures. Note that not all
material estimates will have a material uncertainty and it is
also possible that an estimate that is not material could have
arisk of material uncertainty.

Where there is material estimation uncertainty, wew ould
expect the financial statement disclosures to detail:

*  What the assumptions and uncertainties are;

* How sensitive the assets and liabilities are to those
assumptions, and w hy;

* The expected resolution of the uncertainty and the range
of reasonably possible outcomes for the next financial
year; and

* An explanation of any changes made to past
assumptions if the uncertainly is unresolved.

Public

How can you help

As part of our planning risk assessment procedures, we
routinely make a number of enquiries of management
and those charged with governance, w hichinclude
general enquiries, fraud risk assessment questions,
going concern considerations etc.

Responses to these enquires are completed by
management and confirmed by those charged with
governance at an Audit Committee meeting. For our
2020/21 audit we w illbe making additional enquires on
your accounting estimates in a similar way (w hich will
cover the areas highlighted above).

Further information

Further details on the requirements of ISA (UK) 540
(Revised December 2018) can be found in the auditing
standard on the Financial Reporting Council's w ebsite:

Audit Progress Report and Sector Update | March2021 14


https://www.frc.org.uk/getattachment/0fa69c03-49ec-49ae-a8c9-cc7a2b65382a/ISA-(UK)-540_Revised-December-2018_final.pdf

o Grant Thornton

An instinct for growth’

grantthornton.co.uk

© 2021 Grant Thornton UK LLP. Confidential and information only.

‘Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide assurance, tax and advisory setvices to their clients and/or refers to one or more member firms,
as the context requires. Grant Thornton UK LLP is @ member firm of Grant Thornton International Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. GTIL ond each
member firmis aseparate legal entity. Services are delivered by the member firms. GTIL does not provide services to clients. GTIL and its member firms are not agents of, and do not
obligate, one ancther and are not liable for one ancther’s acts or omissions. This proposal is made by Grant Thornton UK LLP and is in all respects subjct to the negotiation, agreement and
signing of a specific contract/letter of engagement. The client names quoted within this proposal are disclosed on a confidential basis. All information in this proposal is released strictly for
the purpose of this process and must not be disdosed to any other parties without express consent from Grant Thornton UK LLP.



