° Grant Thornton

An instinct for growth’

Audit Progress Report and Sector Update

Folkestone and Hythe Council
Year ending 31 March 2021

22 February 2021




© 2020 Grant Thornton UK LLP.

Contents

Section

Introduction

Progress at February 2021
Audit deliverables

Sector update

Page

D oA

Audit Progress Report and Sector Update | December 2020

2



Introduction
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This paper provides the Audit & Governance 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
local authority.

Members of the Audit & Governance Committee can find further useful material on our website, where we have a
section dedicated to our work in the public sector. Here you can download copies of our publications
www.grantthornton.co.uk.

If you would like 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 Partner or Engagement
Managers.
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Progress at February 2021

Financial Statements Audit 2019/20

In November 2020 we issued our audit opinion on the financial statements. We also
issued our value for money conclusion on both the 2018/19 and 2019/20 financial years.
We have been unable to certify either year as closed as were are still dealing with an
objection to the 2018/19 accounts,

Financial Statements Audit 2020/21

We have now begun to look to the 2020/21 financial year to commence our planning
processes for the audit. We will agree the detailed audit plan in March, setting out our
proposed approach to the Council’s 2020/21 financial statements, with management and
then present the audit plan to the Audit and Governance Committee. We have issued
management with a request.

Our formal work will begin later in the year and in the meantime we will:

» continue to have regular discussions with management to inform our risk assessment
for the 2020/21 financial and value for money audits;

* review board papers and latest financial and operational performance reports;

» update our review of the Council’s control environment and our understanding of the
Council’'s financial systems;

* review Internal Audit reports on core financial systems; and

» Carry out early work on emerging accounting issues.

We expect to issue our audit plan summarising our approach to key risks on the audit in
March.

© 2020 Grant Thornton UK LLP.

Certification of claims and returns

Our work on the certification of the Council’s annual Housing Benefit subsidy claim, in
accordance with procedures agreed with the Department for Work and Pensions (DwP)
was completed in early February 2021.

Our work on the 2019/20 Pooling of Housing Capital Receipts was completed and was
submitted to MHCLG in early February 2021.

Meetings

We met with the Director of Corporate Services earlier this year as part of our regular
liaison meetings. We also met with your Chief Executive in January to discuss the
Council’s strategic priorities and plans and value for money arrangements . These
meetings form part of our planning process for the 2020/21 audit.

Events

Our annual chief accountants’ workshop is scheduled take place in early 2021 and are a
chance for your finance officers to speak to peers and gain further understanding of the
key changes impacting this year’s accounts
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Progress at February 2021

Value for Money

On 1 April 2020, the National Audit Office introduced a new Code of Audit Practice which 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 set of 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 well as key recommendations
on any significant weaknesses in arrangements identified during the audit.

Further detail on the NAO’s revised approach to VFM work can be found here: https://www.nao.org.uk/code-audit-practice/wp-content/uploads/sites/29/2019/12/AGN-03-Auditors-
Work-on-Value-for-Money-Arrangements.pdf

Due to the change in approach, a fee variation will be needed for 2020-21 and your Engagement Team should be in touch shortly to discuss this.

The new Code of Audit Practice issued by the NAO can be found here: https://www.nao.org.uk/code-audit-practice/wp-
content/uploads/sites/29/2020/01/Code of audit practice 2020.pdf
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Audit deliverables

2020/21 Deliverables Planned Date Status
Accounts Audit Plan

We are required to issue a detailed accounts audit plan to the Audit and Governance Committee setting out March 2021 Not yet due
our proposed approach in order to give an opinion on the Council’'s 2020/21 financial statements.

Audit Findings Report

The Audit Findings Report will be reported to the September Audit and Governance Committee. September 2021 Not yet due
Auditors Report

This is the report on your value for money arrangements and the NAO’s new Code of Practice. September 2021 Not yet due
Annual Audit Letter

This letter communicates the key issues arising from our work. October 2021 Not yet due

© 2020 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 with an up to date summary of emerging
national issues and developments to support you. We cover areas which
may have an impact on your organisation, the wider local government
sector and the public sector as a whole. 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 within the organisation and with audit committee
members, as well as any accounting and regulatory updates.

© 2020 Grant Thornton UK LLP.

* Grant Thornton Publications

* Insights from local government sector
specialists

* Reports of interest
 Accounting and regulatory updates

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

Local

Public Sector
government
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New NAO Code of Audit Practice for 2020-21

The NAO issued a new Code of Audit Practice which came
into force on 1 April 2020 and applies to audits of 2020-21.
The key change is an extension to the framework for VfM
work. The NAO has prepared Auditor Guidance Note (AGN
03), which sets out detailed guidance on what VfM work
needs to be performed. Public consultation on this ended 2
September.

The new approach to VfM re-focuses the work of local auditors to:
« promote more timely reporting of significant issues to local bodies;

+ provide more meaningful and more accessible annual reporting on VfM
arrangements issues in key areas;

+ provide a sharper focus on reporting in the key areas of financial sustainability,
governance, and improving economy, efficiency and effectiveness; and

+ provide clearer recommendations to help local bodies improve their arrangements.

Under the previous Code, auditors had only to undertake work on VFM where there
was a potential significant risk and reporting was by exception. Whereas against the
new Code, auditors are required to undertake work to provide a commentary against
three criteria set by the NAO — governance; financial sustainability and improving
economy, efficiency and effectiveness.

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

Progress in
implementing
recommendations

Commentary on
arrangements

Recommendations

Opinion on the
financial
statements

Use of additional

powers
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The ‘Commentary on arrangements’ will include a summary under each of the three
specified reporting criteria and compared to how the results of VfM work were
reported in previous years, the commentary will allow auditors to better reflect local
context and also to draw attention to emerging or developing issues which may not
represent significant weaknesses, but which may nevertheless require attention from
the 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 weakness in a
body’s arrangements, they report this to the body and support it with a
recommendation for improvement.

Progress in implementing recommendations: Where an auditor has reported
significant weaknesses in arrangements in the previous year, the auditor should follow
up recommendations issued previously and include their view as to whether the
recommendations have been implemented satisfactorily

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

Opinion on the financial statements: The auditor’s annual report also needs to
summarise the results of the auditor’s work on the financial statements. This is not a
replacement for the AFR, or a verbatim repeat of it — it is simply a summary of what
the opinion audit found

The new approach is more complex, more involved and will subsequently increase the
cost of audit. We will be discussing this with the Chief Operating Officer shortly.

To review the new Code and AGNO3 click here

NAO
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Value for Money update for
Audit & Governance
Committee on new
arrangements 2020/21




How has the NAO changed value for money work ?

National Audit Office

Code of Audit Practice

H
: Mational Audit Cffice

Auditor Guidance Note 3 (AGN 03)
Auditors’ Work on Value for Money (VFM) Arrangements

Version issued on: xxx

About Auditor Guidance Notes

Auditor Guidance Notes [AGNs) are prepared and published by the National Audit Office [MAO)Y
‘on behalf of the Comptroller and Auditor General [CEAG) who has power bo issue guidance to
auditors under Schedule 6 paragraph % of the Local Audit and Accountabiity Act 2004 [the Ac).

ANz et out guidanoe to which local auditors must have regard under Section 20{6) of the Act.
The guidance in AENs supports Juditors in meeting thesr neguirements under the Act and the
Code of Audit Practics published by the NAD on behalf of the CRAG.

The NAD also issues Weskdy Auditor Communications [WACs] o local suditors to bring to their
‘attention redsvant information to support them in carmying out audit work. The firms that are.
local suditors under the Act may use WACS to update their own internal communications and
reference tools.

AGNs are numbered sequentizlly and published on the NAD's website. Any new or revised AGNs
are brought to the attention of loczd awditors through the WACS.

Thea MACHsrapares Audhor Guidancs Mot [AdNa] solely 1 previde guidance be lecl sudbon s inCerpretieg.
B Code of Auth Mictics mede usder B Local AudE and Accoustebiily A 2014, The contants of AGN
earwrrst by rwarodored, toped o re-utlohed by carlie other B ozl sabion sfttou pereioles ko
e RAG.

The AlASs are desdgned 1o st local esd®on i foerming their own usdarstandisg of the reguimemests of the
Codn Auditnrs e regelred L hive regard bz GRS, which msarm thal they must Labe ke scooam the
wetdmner hsued by the MAG, and, if they decile ol 1o folow it ey mest give cmar [ thesamae of clisctive,
proger, ad 1 why oy e mnt e the gldares.
Alldy amm i an way irmnded e @ suEsttute e ot -
urlmeit o & local asditor in decking bow o spely the BAG" gokdesin or whn pioviging e plasetion o
b winy guechurecs s ot bean felosed,

Locsl setor houkd thirl ALN are o that thery will prowicls o defnBive sy in

mvary cme.
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How is value for money work changing ?
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VFM arrangements commentary and recommendations
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The three criteria have changed...
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A key change in reporting...

Annu: « Audit
L/iter

h

Auditor’s Annual
Report
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So what is in an Auditor’s Annual Report ?

Commentary on

arrangements Recommendations

Progress in Use of additional

powers

Implementing
recommendations

Opinion on the
financial
statements
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Practical implications

The new approach is more complex, more involved and will
lead to better quality working achieving more impact. Before
beginning work, we will discuss with you:

* Timing

 Resourcing



Revised auditing standard: Auditing Accounting
Estimates and Related Disclosures

In the period December 2018 to January 2020 the Financial
Reporting Council issued a number of updated International Auditing
Standards (ISAs (UK)) which are effective for audits of financial
statements for periods beginning on or after 15 December 2019. ISA
(UK) 540 (revised): Auditing Accounting Estimates and Related
Disclosures includes significant enhancements in respect of the audit
risk assessment process for accounting estimates.

Introduction

Under ISA (UK) 540 (Revised December 2018) auditors are required to understand and
assess an entity’s internal controls over accounting estimates, including:

» The nature and extent of oversight and governance over management’s financial
reporting process relevant to accounting estimates;

+ How management identifies the need for and applies specialised skills or knowledge
related to 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 reviews 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, which is particularly important where the estimates have high
estimation uncertainty, or require significant judgement.

Specifically do Audit, Governance and Standards 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

+ Evaluate how management made the accounting estimates?

© 2020 Grant Thornton UK LLP.

Additional information that will be required for our March 2021 audits

To ensure our compliance with this revised auditing standard, we will be requesting
further information from management and those charged with governance during our
audit for the year ended 31 March 2021 in all areas summarised above for all material
accounting estimates that are included in the financial statements.

Based on our knowledge of the Council we have identified the following material
accounting estimates for which this is likely to apply:

* Valuations of land and buildings

* Depreciation

* Year end provisions and accruals

* Credit loss and impairment allowances

* Valuation of defined benefit net pension fund liabilities
* Fair value estimates

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 we will
need to fully understand management’s rationale for this 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.
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We are aware that the Council uses management experts in deriving some of its more
complex estimates, e.g. investments and asset valuations. However, 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 with the requirements of the financial reporting
framework, and are materially accurate;

» There are adequate controls in place at the Council (and where applicable its
management expert) over the models, assumptions and source data used in the
preparation of accounting estimates.

Estimation uncertainty

Under ISA (UK) 540 (Revised December 2018) we are required to consider the
following:

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

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

For example, how management identified and considered alternative, methods,
assumptions or source data that would be equally valid under the financial reporting
framework, and why these alternatives were 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 whether both the accounting estimates themselves and the related
disclosures are reasonable.

Where there is a material uncertainty, that is where there is a significant risk of a
material change to the estimated carrying value of an asset or liability within 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 a risk of material uncertainty.

*  Where there is material estimation uncertainty, we would expect the financial
statement disclosures to disclose:

*  What the assumptions and uncertainties are;

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

© 2020 Grant Thornton UK LLP.

* 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 uncertainty is
unresolved.

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, which include 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, Governance and Standards Committee
meeting. For our 2020/21 audit we will be making additional enquires on your
accounting estimates in a similar way (which 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 website:

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