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Membership

Councillors J Clatworthy (Chair), | Hall (Vice-Chair), J Berry, J Brazil, R Peart, A Saywell and H Ackland

Declaration of Interests

Members are reminded that they must declare any interest they may have in any item to be considered at
this meeting, prior to any discussion taking place on that item.

Access to Information

Any person wishing to inspect any minutes, reports or lists of background papers relating to any item on
this agenda should contact Dan Looker, 01392 382232.

Agenda and minutes of the Committee are published on the Council’s Website and can also be accessed
via the Modern.Gov app, available from the usual stores.

Webcasting, Recording or Reporting of Meetings and Proceedings

The proceedings of this meeting may be recorded for broadcasting live on the internet via the ‘Democracy
Centre’ on the County Council’s website. The whole of the meeting may be broadcast apart from any
confidential items which may need to be considered in the absence of the press and public. For more
information go to: http://www.devoncc.public-i.tv/core/

In addition, anyone wishing to film part or all of the proceedings may do so unless the press and public
are excluded for that part of the meeting or there is good reason not to do so, as directed by the Chair.
Any filming must be done as unobtrusively as possible from a single fixed position without the use of any
additional lighting; focusing only on those actively participating in the meeting and having regard also to
the wishes of any member of the public present who may not wish to be filmed. As a matter of courtesy,
anyone wishing to film proceedings is asked to advise the Chair or the Democratic Services Officer in
attendance so that all those present may be made aware that is happening.

Members of the public may also use Facebook and Twitter or other forms of social media to report on
proceedings at this meeting. An open, publicly available Wi-Fi network (i.e. DCC) is normally available
for meetings held in the Committee Suite at County Hall. For information on Wi-Fi availability at other
locations, please contact the Officer identified above.

Emergencies

In the event of the fire alarm sounding leave the building immediately by the nearest available exit,
following the fire exit signs. If doors fail to unlock press the Green break glass next to the door. Do not
stop to collect personal belongings, do not use the lifts, do not re-enter the building until told to do so.

Mobile Phones

Please switch off all mobile phones before entering the Committee Room or Council Chamber

If you need a copy of this Agenda and/or a Report in
another format (e.g. large print, audio tape, Braille or other
languages), please contact the Information Centre on
01392 380101 or email to: centre@devon.gov.uk or write to
the Democratic and Scrutiny Secretariat at County Hall,
Exeter, EX2 4QD.
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Induction loop system available
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NOTES FOR VISITORS

All visitors to County Hall, including visitors to the Committee Suite and the Coaver Club conference and meeting rooms
are requested to report to Main Reception on arrival. If visitors have any specific requirements or needs they should
contact County Hall reception on 01392 382504 beforehand. Further information about how to get here can be found at:
https://new.devon.gov.uk/help/visiting-county-hall/. Please note that visitor car parking on campus is limited and space
cannot be guaranteed. Where possible, we encourage visitors to travel to County Hall by other means.

SatNav — Postcode EX2 4QD

Walking and Cycling Facilities

County Hall is a pleasant twenty minute walk from Exeter City Centre. Exeter is also one of six National Cycle
demonstration towns and has an excellent network of dedicated cycle routes — a map can be found at:
https://new.devon.gov.uk/travel/cycle/. Cycle stands are outside County Hall Main Reception and Lucombe House

Access to County Hall and Public Transport Links

Bus Services K, J, T and S operate from the High Street to County Hall (Topsham Road). To return to the High Street
use Services K, J, T and R. Local Services to and from Dawlish, Teignmouth, Newton Abbot, Exmouth, Plymouth and
Torbay all stop in Barrack Road which is a 5 minute walk from County Hall. Park and Ride Services operate from Sowton,
Marsh Barton and Honiton Road with bus services direct to the High Street.

The nearest mainline railway stations are Exeter Central (5 minutes from the High Street) and St David’s and St Thomas'’s
both of which have regular bus services to the High Street. Bus Service H (which runs from St David’s Station to the High
Street) continues and stops in Wonford Road (at the top of Matford Lane shown on the map) a 2/3 minute walk from
County Hall, en route to the RD&E Hospital (approximately a 10 minutes walk from County Hall, through Gras Lawn on
Barrack Road).

Car Sharing
Carsharing allows people to benefit from the convenience of the car, whilst alleviating the associated problems of
congestion and pollution. For more information see: https://liftshare.com/uk/community/devon.

Car Parking and Security

There is a pay and display car park, exclusively for the use of visitors, entered via Topsham Road. Current charges are:
Up to 30 minutes — free; 1 hour - £1.10; 2 hours - £2.20; 4 hours - £4.40; 8 hours - £7. Please note that County Hall
reception staff are not able to provide change for the parking meters.

As indicated above, parking cannot be guaranteed and visitors should allow themselves enough time to find alternative
parking if necessary. Public car parking can be found at the Cathedral Quay or Magdalen Road Car Parks (approx. 20
minutes walk). There are two disabled parking bays within the visitor car park. Additional disabled parking bays are
available in the staff car park. These can be accessed via the intercom at the entrance barrier to the staff car park.

= Wonford Road "’{3,
@ @ EXETER
~ lawn 2 ST DYIDS EXERER
i o access 1o 6%
Aokl petes CENTRAL BUS STATION
3 T o =8 R
Ll =% [ = 2 SN .o
F O\ - ) Arpee | 1= Q) Busstogs E = = 83785
(GHECN B glS. et | s Ty
| offeesmi gl -EM“ House @ cyde parking 2 \ MAGDALEN RD. -
2 % L~ _R“EP‘"’" Showes faciities 1 COUNTY =<
Main & £ ndeimacsing | & EXE HALL |5
Building BRIDGES =
i @ @ ST.THOMAS ]
Entrgnce ® ) STATION  /a377 TO COUNTESS
H Topsham Road H { WEAR & M5
«to Exeter City Centre ® @ ‘to Topsham/ Countess Wear »

NB @ @ Denotes bus stops

Fire/[Emergency Instructions

In the event of a fire or other emergency please note the following instructions. If you discover a fire, immediately inform
the nearest member of staff and/or operate the nearest fire alarm. On hearing a fire alarm leave the building by the
nearest available exit. The County Hall Stewardesses will help direct you. Do not stop to collect personal belongings and
do not use the lifts. Assemble either on the cobbled car parking area adjacent to the administrative buildings or in the car
park behind Bellair, as shown on the site map above. Please remain at the assembly point until you receive further
instructions. Do not re-enter the building without being told to do so.

First Aid
Contact Main Reception (extension 2504) for a trained first aider.
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2019/20 External Audit Plan for Devon County Council
Report provided by Grant Thornton via the County Treasurer

Agenda ttern e

Audit Committee
27 February 2020

before taking effect.

Please note that the following recommendations are subject to confirmation by the Committee

Recommendation: that the Committee approves the attached audit plan

1. The attached report provides an overview of the planned scope and timing of the statutory audit
of Devon County Council. It covers both the opinion on the financial statements and the work on

the VFM conclusion.

Mary Davis

Electoral Divisions: All
Local Government Act 1972
List of Background Papers

Contact for Enquiries:

David Bray | Senior Manager | Audit
For Grant Thornton UK LLP

2 Glass Wharf | Bristol | BS2 OEL

T (direct) +44 (0)117 305 7889
E david.bray@uk.gt.com | W grantthornton.co.uk

Background Paper: None

Page 1
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o Grant Thornton

External Audit Plan

Year ending 31 March 2020

DRAFT

This version of the
report is a draft. Its
contents and subject
matter remain under
review and its
contents may change
and be expanded as
part of the finalisation
of the report.

Devgn County Council
Au@ Committee 27 February 2020
@

w
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Contents DRAFT

Section Page
1. Introduction & headlines 3
000 2. Key matters impacting our audit 4
w 3. Significant risks identified 5
4. Other risks identified 8
5. Other matters 9
Your key Grant Thornton 6. Materiality 10
team members are: 7. Value for Money arrangements 11
U ) ) 8. Audit logistics & team 12
Q  Julie Masci
(D Engagement Lead 9. Auditfees 13
JNT: +44 (0)29 2034 7506 10. Independence & non-audit services 15
E: julie.masci@uk.gt.com
. Appendix
David Bray pp
Senior Manager A. Audit quality — national context
T: +44 (0)117 305 7889
E: david.bray@uk.gt.com
Rory Mulgrew
In-charge accountant The contents of this report relate only to the matters which have come to our attention, which we believe need to be reported to you as part of our audit planning process. It is not a
comprehensive record of all the relevant matters, which may be subject to change, and in particular we cannot be held responsible to you for reporting all of the risks which may affect the
T: +44 (0)117 305 7622 Authority or all weaknesses in your internal controls. This report has been prepared solely for your benefit and should not be quoted in whole or in part without our prior written consent.

We do not accept any responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content of this report, as this report was not prepared for,

E: rory.a.mulgrew@uk.gt.com
Y grew@uk.g nor intended for, any other purpose.

Grant Thornton UK LLP is a limited liability partnership registered in England and Wales: No.OC307742. Registered office: 30 Finsbury Square, London, EC2A 1AG. A list of members
is available from our registered office. Grant Thornton UK LLP is authorised and regulated by the Financial Conduct Authority. Grant Thornton UK LLP is a member firm of Grant
Thornton International Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. Services are delivered by the member firms. GTIL and its member firms are not agents
of, and do not obligate, one another and are not liable for one another’s acts or omissions.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20 2
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1. Introduction & headlines DRAFT

Scope of our audit

Purpose The scope of our audit is set in accordance with the Code and International Standards on

This document provides an overview of the planned scope and timing of the statutory Auditing (ISAs) (UK). We are responsible for forming and expressing an opinion on the:

audit of Devon County Council (‘the Authority’) for those charged with governance. * Authority’s financial statements that have been prepared by management with the

. I oversight of those charged with governance (the Audit committee); and
Respective responsibilities

The National Audit Office (‘the NAQO’) has issued a document entitled Code of Audit
Practice (‘the Code’). This summarises where the responsibilities of auditors begin

+ Value for Money arrangements in place at the Authority for securing economy, efficiency
and effectiveness in your use of resources.

and end and what is expected from the audited body. Our respective responsibilities The audit of the financial statements does not relieve management or the Audit Committee of
are also set out in the Terms of Appointment and Statement of Responsibilities your responsibilities. It is the responsibility of the Authority to ensure that proper arrangements
issued by Public Sector Audit Appointments (PSAA), the body responsible for are in place for the conduct of its business, and that public money is safeguarded and properly
appointing us as auditor of Devon County Council. We draw your attention to both of accounted for. We have considered how the Authority is fulfilling these responsibilities.
these documents on the PSAA website. Our audit approach is based on a thorough understanding of the Authority's business and is
risk based.

Significant risks (from a financial Those risks requiring special audit consideration and procedures to address the likelihood of a material financial statement error have been
repolding perspective) identified as:

Q

* Valuation of land and buildings
@ » Valuation of net pension fund liability
m L]
We will communicate significant findings on these areas as well as any other significant matters arising from the audit to you in our Audit
Findings (ISA 260) Report.

Management override of controls

Materiality We have determined planning materiality to be £16.5m (PY £23.8m) for the Authority, which equates to 1.5% of your prior year gross
expenditure for the year. We are obliged to report uncorrected omissions or misstatements other than those which are ‘clearly trivial’ to
those charged with governance. Clearly trivial has been set at £0.8m (PY £1.2m).

Value for Money arrangements Our risk assessment regarding your arrangements to secure value for money have identified the following VFM significant risks:
* Financial resilience
* Ofsted and CQC Findings

Audit logistics Our interim visit will take place in February and our final visit will take place in June and July. Our key deliverables are this Audit Plan and
our Audit Findings Report. Our audit approach is detailed in Appendix A.

Our fee for the audit will be £98,916 (PY: £90,066) for the Authority, subject to the Authority meeting our requirements set out on page 12.

Independence We have complied with the Financial Reporting Council's Ethical Standard and we as a firm, and each covered person, confirm that we are
independent and are able to express an objective opinion on the financial statements.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20 3
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2. Key matters impacting our audit

DRAFT

The wider economy and political uncertainty

Local Government funding continues to be stretched with
increasing cost pressures and demand from residents. For Devon
County Council, pressures remain in the main demand-led services
for adults and children, and those with special needs (SEND) in
particular, and the Council is forecasting an overspend in these
areas in 2019/20. Looking ahead, the Council will be reliant on
savings and / or the use of reserves to set a balanced budget each
year.

In January 2020, the UK government and the EU ratified the
Withidrawal Agreement and the UK’s membership of the EU
forgally ceased on 31 January. The existence of a ‘transition
pergpd’ to 31 December 2020 means that there will be little practical
change for the Authority until at least 2021. However, the nature of
theTuture relationship between the UK and the EU is still to be
determined and considerable uncertainty persists. The Authority
will need to ensure that it is prepared for all outcomes, including
those with impact on contracts, on service delivery and on its
support for local people and businesses.

Financial reporting and audit — raising the bar

The Financial Reporting Council (FRC) has set out
its expectation of improved financial reporting from
organisations and the need for auditors to
demonstrate increased scepticism and challenge,
and to undertake more robust testing as detailed in
Appendix 1.

Nationally, our work in 2018/19 has highlighted
areas where local government financial reporting, in
particular, property, plant and equipment and
pensions, needs to be improved, with a
corresponding increase in audit procedures. We
have also identified an increase in the complexity of
local government financial transactions which
require greater audit scrutiny.

Implementation of IFRS 16 - Leases

This standard is due to be implemented in 2020/21
although disclosures will be required in the 2019/20
financial statements. We have noted the Council is
making progress with understanding the potential
impact of this standard and have included this as an
‘other’ risk later in the Audit Plan.

New payroll system

The Council introduced a new payroll system during
2019/20 which will generate material transactions in
the Council’s financial statements. We have
therefore reflected this as a risk later in the Audit
Plan.

Our response

*  We will consider your arrangements for managing and reporting
your financial resources as part of our work in reaching our
Value for Money conclusion.

»  We will consider whether your financial position leads to
material uncertainty about the going concern of the Authority
and will review related disclosures in the financial statements.

* As afirm, we are absolutely committed to
meeting the expectations of the FRC with regard
to audit quality and local government financial
reporting. Our proposed work and fee, as set
further in our Audi Plan, has been discussed with
finance officers. Any fee variation is subject to
PSAA agreement.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20

*  We will assess the adequacy of your disclosure
about the financial impact of implementing IFRS
16 and will review the Council’s preparations for
the new accounting standards in further detail as
part of our interim audit.

*  We will review the way in which the Council has
introduced its new payroll system and will assess
the effectiveness of the controls in place.
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3. Significant risks identified DRAFT

Significant risks are defined by ISAs (UK) as risks that, in the judgement of the auditor, require special audit consideration. In identifying risks, audit teams consider the nature of the risk,
the potential magnitude of misstatement, and its likelihood. Significant risks are those risks that have a higher risk of material misstatement.

Risk Reason for risk identification Key aspects of our proposed response to the risk
The revenue cycle includes Under ISA (UK) 240 there is a rebuttable presumed risk that revenue may be We do not consider this to be a significant risk for Devon
fraudulent transactions misstated due to the improper recognition of revenue. County Council.

This presumption can be rebutted if the auditor concludes that there is no risk
of material misstatement due to fraud relating to revenue recognition.

Having considered the risk factors set out in ISA240 and the nature of the
revenue streams at the Authority, we have determined that the risk of fraud
arising from revenue recognition can be rebutted, because:

U « there is little incentive to manipulate revenue recognition
8 * opportunities to manipulate revenue recognition are very limited
() » the culture and ethical frameworks of local authorities, including Devon
~J County Council, mean that all forms of fraud are seen as unacceptable
Management over-ride of controls  Under ISA (UK) 240 there is a non-rebuttable presumed risk that the risk of We will:

management over-ride of controls is present in all entities. - evaluate the design effectiveness of management

We therefore identified management override of control, in particular journals, controls over journals
management estimates and transactions outside the course of business as a
significant risk, which was one of the most significant assessed risks of
material misstatement.

+ analyse the journals listing and determine the criteria for
selecting high risk unusual journals

» test unusual journals recorded during the year and after
the draft accounts stage for appropriateness and
corroboration

+ gain an understanding of the accounting estimates and
critical judgements applied made by management and
consider their reasonableness with regard to
corroborative evidence

+ evaluate the rationale for any changes in accounting
policies, estimates or significant unusual transactions.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20 5
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3. Significant risks identified

DRAFT

Risk Reason for risk identification Key aspects of our proposed response to the risk
Valuation of ~ The Authority revalues its land and buildings on a rolling five-yearly basis. We will:
Ian_(lj gnd This valuation represents a significant estimate by management in the + evaluate management's processes and assumptions for the calculation
buildings financial statements due to the size of the numbers involved (£1.4 billion) of the estimate, the instructions issued to valuation experts and the
and the sensitivity of this estimate to changes in key assumptions. scope of their work
Additionally, management will need to ensure the carrying value in the + evaluate the competence, capabilities and objectivity of the valuation
Authority financial statements is not materially different from the current expert
value or the fair value (for surplus assets) at the financial statements - discuss with the valuer the basis on which the valuation was carried
date, where a rolling programme is used. out
We tlhert_afore identified valuation of Ia}nd.?nd bu_ll(lj(lng.:,],_ phartlcularly tihe ° Challenge the information and assumptions used by the valuer to
revaluations and impairments, as a significant risk, which was one of the assess completeness and consistency with our understanding
o most significant assessed risks of material misstatement, and a key audit . . )
) matter. + engage our own valuer to assess the instructions to the Authority’s
(@] valuer, the Authority’s valuer’s report and the assumptions that
9] underpin the valuation
(00]

+ test revaluations made during the year to see if they had been input
correctly into the Authority's asset register

+ evaluate the assumptions made by management for those assets not
revalued during the year and how management has satisfied
themselves that these are not materially different to current value at
year end.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20
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3. Significant risks identified

Risk

Reason for risk identification

DRAFT

Key aspects of our proposed response to the risk

Valuation of
the pension
fund net
liability

6 abed

The Authority's pension fund net liability, as reflected in its balance sheet
as the net defined benefit liability, represents a significant estimate in the
financial statements.

The pension fund net liability is considered a significant estimate due to
the size of the numbers involved (£1 billion in the Authority’s balance
sheet) and the sensitivity of the estimate to changes in key assumptions.

We therefore identified valuation of the Authority’s pension fund net
liability as a significant risk, which was one of the most significant
assessed risks of material misstatement.

We will:

» update our understanding of the processes and controls put in place
by management to ensure that the Authority’s pension fund net liability
is not materially misstated and evaluate the design of the associated
controls

+ evaluate the instructions issued by management to their management
expert (an actuary) for this estimate and the scope of the actuary’s
work

+ assess the competence, capabilities and objectivity of the actuary who
carried out the Authority’s pension fund valuation

+ assess the accuracy and completeness of the information provided by
the Authority to the actuary to estimate the liability

+ test the consistency of the pension fund asset and liability and
disclosures in the notes to the core financial statements with the
actuarial report from the actuary

» undertake procedures to confirm the reasonableness of the actuarial
assumptions made by reviewing the report of the consulting actuary
(as auditor’s expert) and performing any additional procedures
suggested within the report

+ obtain assurances from the auditor of the Devon Pension Fund as to
the controls surrounding the validity and accuracy of membership
data; contributions data and benefits data sent to the actuary by the
pension fund and the fund assets valuation in the pension fund
financial statements.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20
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4. Other risks identified

DRAFT

Risk Reason for risk identification Key aspects of our proposed response to the risk
Incomplete or  |n 2019/20, the Authority implemented a new payroll system. When We will:
i_naccu_rate implementing a new significant financial system, it is important to ensure understand the procedures used by the Authority to ensure the
financial that sufficient controls have been designed and operate to ensure the effectiveness of the new payroll system
information integrity of the data. There is also a risk over the completeness and _ _ ]
transferred to  accuracy of the data transfer from the previous payroll system. - review the controls the Authority put in place to ensure the accurate
the new transfer of data from the previous system
payroll We therefore identified the completeness and accuracy of the transfer of « gain an understanding of the Authority’s system for accounting for
system financial information to the new payroll system as a risk. payroll expenditure and evaluate the design of the associated controls
+ reconcile payroll expenditure reported in the financial statements to
total expenditure recorded in the payroll system

;)U + perform substantive analytical procedures

«Q

D
Intepmational  The public sector will implement this standard from 1 April 2020. It will We will:
Fin&ial replace IAS 17 Leases, and the three interpretations that supported its . evaluate the processes the Authority has adopted to assess the
Reporting application (IFRIC 4, Determining whether an Arrangement contains a impact of IFRS16 on its 2020/21 financial statements and whether the
Standard Lease, SIC-15, Operating Leases — Incentives, and SIC-27 Evaluating estimated impact on assets, liabilities and reserves has been
(IFRS) 16 the Substance of Transactions Involving the Legal Form of a disclosed in the 2019/20 financial statements
Leases — Lease). Under the new standard the current distinction between ) o
(issued but operating and finance leases is removed for lessees and, subject to » assess the completeness of the disclosures made by the Authority in

not adopted)

certain exceptions, lessees will recognise all leases on their balance
sheet as a right of use asset and a liability to make the lease payments.

In accordance with IAS 8 and paragraph 3.3.4.3 of the Code disclosures
of the expected impact of IFRS 16 should be included in the Authority’s
2019/20 financial statements. The Code adapts IFRS 16 and requires
that the subsequent measurement of the right of use asset where the
underlying asset is an item of property, plant and equipment is measured
in accordance with section 4.1 of the Code.

its 2019/20 financial statements with reference to The Code and
CIPFA/LASAAC Local Authority Leasing Briefings.

We will communicate significant findings on these areas as well as any other significant matters arising from the audit to you in our Audit Findings Report in July 2020.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20
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5. Other matters

Other work

In addition to our responsibilities under the Code of Practice, we have a number of other
audit responsibilities, as follows:

*  Weread your Narrative Report and Annual Governance Statement and any other
information published alongside your financial statements to check that they are
consistent with the financial statements on which we give an opinion and consistent
with our knowledge of the Authority

* We carry out work to satisfy ourselves that disclosures made in your Annual
Governance Statement are in line with the guidance issued by CIPFA

» We carry out work on your consolidation schedules for the Whole of Government
Accounts process in accordance with NAO group audit instructions

* We consider our other duties under the Local Audit and Accountability Act 2014 (the
A;JP and the Code, as and when required, including:

(©Q * Giving electors the opportunity to raise questions about your 2019/20

(O] financial statements, consider and decide upon any objections received in
= relation to the 2019/20 financial statements

=

» Issue of a report in the public interest or written recommendations to the
Authority under section 24 of the Act, copied to the Secretary of State

» Application to the court for a declaration that an item of account is contrary
to law under Section 28 or for a judicial review under Section 31 of the Act
or

+ Issuing an advisory notice under Section 29 of the Act.
+  We certify completion of our audit.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20

DRAFT

Other material balances and transactions

Under International Standards on Auditing, "irrespective of the assessed risks of material
misstatement, the auditor shall design and perform substantive procedures for each
material class of transactions, account balance and disclosure". All other material
balances and transaction streams will therefore be audited. However, the procedures will
not be as extensive as the procedures adopted for the risks identified in this report.

Going concern

As auditors, we are required to “obtain sufficient appropriate audit evidence about the
appropriateness of management's use of the going concern assumption in the
preparation and presentation of the financial statements and to conclude whether there is
a material uncertainty about the Authority's ability to continue as a going concern” (ISA
(UK) 570). We will review management's assessment of the going concern assumption
and material uncertainties, and evaluate the disclosures in the financial statements.
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6. Materiality

The concept of materiality

The concept of materiality is fundamental to the preparation of the financial statements and
the audit process and applies not only to the monetary misstatements but also to disclosure
requirements and adherence to acceptable accounting practice and applicable law.
Misstatements, including omissions, are considered to be material if they, individually or in
the aggregate, could reasonably be expected to influence the economic decisions of users
taken on the basis of the financial statements.

Materiality for planning purposes

We have determined financial statement materiality based on a proportion of the gross
expenditure of the Authority for the financial year. In the prior year we used the same
benchmark. Materiality at the planning stage of our audit is £16.5m (PY £23.8m) for the
Authority, which equates to 1.5% of your prior year’s gross expenditure. The reduction in
materiality compared to the previous year reflects the higher profile of local audit following
extergdl reviews such as those led by Sir John Kingman and Sir Tony Redman. We design
our prycedures to detect errors in specific accounts at a lower level of precision which we
haveAetermined to be £20k for Senior officer remuneration.

We rpoonsider planning materiality if, during the course of our audit engagement, we
becolw® aware of facts and circumstances that would have caused us to make a different
determination of planning materiality.

Matters we will report to the Audit Committee

Whilst our audit procedures are designed to identify misstatements which are material to
our opinion on the financial statements as a whole, we nevertheless report to the Audit
Committee any unadjusted misstatements of lesser amounts to the extent that these are
identified by our audit work. Under ISA 260 (UK) ‘Communication with those charged with
governance’, we are obliged to report uncorrected omissions or misstatements other than
those which are ‘clearly trivial’ to those charged with governance. ISA 260 (UK) defines
‘clearly trivial’ as matters that are clearly inconsequential, whether taken individually or in
aggregate and whether judged by any quantitative or qualitative criteria. In the context of
the Authority, we propose that an individual difference could normally be considered to be
clearly trivial if it is less than £0.8m (PY £1.2m).

If management have corrected material misstatements identified during the course of the
audit, we will consider whether those corrections should be communicated to the Audit
Committee to assist it in fulfilling its governance responsibilities.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20

Prior year gross expenditure
£1,106m Authority
(PY: £1,252M)

= Prior year gross expenditure

Materiality

DRAFT

£16.5m

Authority financial
statements materiality

(PY: £23.8m)

.

Misstatements reported
to the Audit Committee

(PY: £1.2m)

10
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7. Value for Money arrangements DRAFT

Background to our VFM approach Significant VFM risks

The NAO issued its guidance for auditors on Value for Money work in November 2017. The  Those risks requiring audit consideration and procedures to address the likelihood that
guidance states that for Local Government bodies, auditors are required to give a proper arrangements are not in place at the Authority to deliver value for money.
conclusion on whether the Authority has proper arrangements in place to secure value for

money. Financial resilience

The guidance identifies one single criterion for auditors to evaluate: A Local Authorities are still experiencing significant financial challenges and the
“In all significant respects, the audited body takes properly informed decisions and deploys one-year settlement for 2020/21 (compared to the previous four year
resources to achieve planned and sustainable outcomes for taxpayers and local people.” settlement) makes financial planning over the medium term difficult.

This is supported by three sub-criteria, as set out below: For Devon County Council, the 2020/21 requires savings of £7.5m to be

delivered and a net reduction in reserves of £3.4m in order to achieve a
balanced budget.

We will review the budget for 2020/21 and the Council’s medium term
financial plan and will assess any future reliance on reserves and the savings
being delivered by the transformation programme 'doing what matters'.

¢T obed

Ofsted and CQC Findings

Informed

decision A In 2018/19 Ofsted and the CQC carried out a Joint Local Area Inspection
making and Ofsted undertook a two day focussed visit. Both visits identified the
need for action by the Council.

As part of our work in 2019/20 we will follow up on actions taken by the
County Council to address the Ofsted and CQC findings.

We will also be alert to any further inspection reports that may be issued in
2020.

Value for
Money
arrangements
criteria
Working Sustainable
with partners resource
& other third deployment

parties

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20 11
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8. Audit logistics & team

Audit Audit
Committee Committee
February 2020 May 2020
. Interim audit .
February 2020
Planning and Audit Interim
risk assessment Plan Progress
Report

Julie Masci, Key Audit Partner

Julie leads our relationship with you and takes overall responsibility
for the delivery of a high quality audit, meeting the highest
professional standards and adding value to the Authority.

David Bray, Audit Manager

David plans, manages and leads the delivery of the audit, is the
key point of contact for your finance team and is your first point of
contact for discussing any issues.

Rory Mulgrew, Audit Incharge

Rory’s role is to assist in planning, managing and delivering

the audit fieldwork, ensuring the audit is delivered effectively and
efficiently. Rory supervises and co-ordinates the on-site audit
team.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20
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Audit Audit

Committee Committee

July 2020 November 2020
Year end audit . .
June and July 2020

Audit Audit Annual
Findings opinion  Audit
Report Letter

Client responsibilities

Where clients do not deliver to the timetable agreed, we need to ensure that this does not
impact on audit quality or absorb a disproportionate amount of time, thereby
disadvantaging other clients. Where the elapsed time to complete an audit exceeds that
agreed due to a client not meeting its obligations we will not be able to maintain a team on
site. Similarly, where additional resources are needed to complete the audit due to a client
not meeting their obligations we are not able to guarantee the delivery of the audit to the
agreed timescales. In addition, delayed audits will incur additional audit fees.

Our requirements

To minimise the risk of a delayed audit, you need to ensure that you:

produce draft financial statements of good quality by the deadline you have agreed with
us, including all notes, the narrative report and the Annual Governance Statement

ensure that good quality working papers are available at the start of the audit, in
accordance with the working paper requirements schedule that we have shared with
you

ensure that the agreed data reports are available to us at the start of the audit and are
reconciled to the values in the accounts, in order to facilitate our selection of samples

ensure that all appropriate staff are available on site throughout (or as otherwise
agreed) the planned period of the audit

respond promptly and adequately to audit queries.

12
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9. Audit fees DRAFT

Planned audit fees 2019/20

Across all sectors and firms, the FRC has set out its expectation of improved financial reporting from organisations and the need for auditors to demonstrate increased
scepticism and challenge and to undertake additional and more robust testing. Within the public sector, where the FRC has recently assumed responsibility for the inspection
of local government audit, the regulator requires that all audits achieve a 2A (few improvements needed) rating.

Our work across the sector in 2018/19 has highlighted areas where local government financial reporting, in particular, property, plant and equipment and pensions, needs to
be improved. We have also identified an increase in the complexity of local government financial transactions. Combined with the FRC requirement that 100% of audits
achieve a 2A rating this means that additional audit work is required. We have set out below the expected impact on our audit fee. The table overleaf provides more details
about the areas where we will be undertaking further testing.

As a firm, we are absolutely committed to meeting the expectations of the FRC with regard to audit quality and local government financial reporting. Our proposed work and
fee for 2019/20 at the planning stage, as set out below and with further analysis overleaf, have been discussed with finance officers. Any fee variations need to be approved
by PSAA.

o
QD Actual Fee 2017/18 Actual Fee 2018/19 Proposed fee 2019/20
1=

@ouncil Audit £105,281 £81,066 £81,066

=

(0]

Additional fees £9,000 £17,850
Total audit fees (excluding VAT) £105,281 £90,066 £98,916

Assumptions:

In setting the above fees, we have assumed that the Authority will:

- prepare a good quality set of accounts, supported by comprehensive and well-presented working papers which are ready at the start of the audit

- provide appropriate analysis, support and evidence to support all critical judgements and significant judgements made during the course of preparing the financial statements
- provide early notice of proposed complex or unusual transactions which could have a material impact on the financial statements.

Relevant professional standards:

In preparing our fee estimate, we have had regard to all relevant professional standards, including paragraphs 4.1 and 4.2 of the FRC’s Ethical Standard which stipulate that the
Engagement Lead (Key Audit Partner) must set a fee sufficient to enable the resourcing of the audit with staff of appropriate skills, time and abilities to deliver an audit to the
required professional standard.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20 13
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Audit fee variations — Further analysis

Planned audit fees

DRAFT

The table below shows the planned variations to the original scale fee for 2019/20 based on our best estimate at the audit planning stage. Further issues identified during the
course of the audit may incur additional fees. In agreement with PSAA (where applicable) we will be seeking approval to secure these additional fees for the remainder of the
contract via a formal rebasing of your scale fee to reflect the increased level of audit work required to enable us to discharge our responsibilities. Should any further issues
arise during the course of the audit that necessitate further audit work additional fees will be incurred, subject to PSAA approval.

Audit area % Rationale for fee variation
Scale fee 81,066
Raising the bar 2,500 The Financial Reporting Council (FRC) has highlighted that the quality of work by all audit firms needs to improve
across local audit. This will require additional supervision and leadership, as well as additional challenge and
o scepticism in areas such as journals, estimates, financial resilience and information provided by the entity. As outlined
Q earlier in the Plan, we have also reduced the materiality level, reflecting the higher profile of local audit. This will entail
o increased scoping and sampling.
(0]
Remsions — valuation of net 3,500 We have increased the granularity, depth and scope of coverage, with increased levels of sampling, additional levels
f@Asion liabilities under of challenge and explanation sought, and heightened levels of documentation and reporting.
International Auditing
Standard (IAS) 19
PPE Valuation —work of 9,350 We have therefore engaged our own audit expert — (Wilks, Head and Eve) and increased the volume and scope of
experts our audit work to ensure an adequate level of audit scrutiny and challenge over the assumptions that underpin PPE
valuations. The increase stated includes an estimate for the fee payable to the auditor’'s expert. We estimate that the
cost of the auditors expert will be in the region of £5,000.
New Accounting Standards 2,500 You are required to respond effectively to new accounting standards and we must ensure our audit work in these
new areas is robust. This year we will be responding to the introduction of IFRS16. There is a requirement, under
IASS, to disclose the expected impact of this change in accounting treatment in the 2019/20 financial statements.
Revised scale fee (to be 98,916

approved by PSAA)

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20
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10. Independence & non-audit services DRAFT

Auditor independence

Ethical Standards and ISA (UK) 260 require us to give you timely disclosure of all significant facts and matters that may bear upon the integrity, objectivity and independence of the firm

or covered persons relating to our independence. We encourage you to contact us to discuss these or any other independence issues with us. We will also discuss with you if we make
additional significant judgements surrounding independence matters.

We confirm that there are no significant facts or matters that impact on our independence as auditors that we are required or wish to draw to your attention. We have complied with the

Financial Reporting Council's Ethical Standard and we as a firm, and each covered person, confirm that we are independent and are able to express an objective opinion on the financial
statements.

We confirm that we have implemented policies and procedures to meet the requirements of the Financial Reporting Council’s Ethical Standard and we as a firm, and each covered
person, confirm that we are independent and are able to express an objective opinion on the financial statements. Further, we have complied with the requirements of the National Audit

Office’s Auditor Guidance Note 01 issued in December 2017 and PSAA’s Terms of Appointment which set out supplementary guidance on ethical requirements for auditors of local
public bodies.

Other services provided by Grant Thornton

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to the Authority. The following other services were identified.

o

Setg:e £ Threats Safeguards

Aucﬁp related:

Cert'i?@ation of Teachers’ 4,200 Self-Interest (because The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee
Pensions return this is a recurring fee) for this work is £4,200 in comparison to the total fee for the audit of £98,916 and in particular relative to Grant

Self review Thornton UK LLP’s turnover overall. Further, it is a fixed fee and there is no contingent element to it. These
factors all mitigate the perceived self-interest threat to an acceptable level.

Work undertaken after completion of the audit and there are not expected to be material changes arising to
subsequent financial statements.

Management

Any changes that need to be made to recorded contributions are determined by officers based on our work.

Officers also agree the factual accuracy of any findings we make to Teachers Pensions.

The amounts detailed are fees agreed to-date for audit related and non-audit services to be undertaken by Grant Thornton UK LLP in the current financial year. These services are
consistent with the Authority’s policy on the allotment of non-audit work to your auditors. All services have been approved by the Audit Committee. Any changes and full details of all
fees charged for audit related and non-audit related services by Grant Thornton UK LLP and by Grant Thornton International Limited network member Firms will be included in our
Audit Findings report at the conclusion of the audit.

None of the services provided are subject to contingent fees. The firm is committed to improving our audit quality — please see our transparency report -
https://www.grantthornton.co.uk/globalassets/1.-member-firms/united-kingdom/pdf/annual-reports/interim-transparency-report-2019. pdf
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o
A.@Audit Quality — national context
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Appendix A: Audit Quality — national context

What has the FRC said about Audit Quality?

The Financial Reporting Council (FRC) publishes an annual Quality Inspection of our firm,
alongside our competitors. The Annual Quality Review (AQR) monitors the quality of UK
Public Interest Entity audits to promote continuous improvement in audit quality.

All of the major audit firms are subject to an annual review process in which the FRC
inspects a small sample of audits performed from each of the firms to see if they fully
conform to required standards.

The most recent report, published in July 2019, shows that the results of commercial audits
taken across all the firms have worsened this year. The FRC has identified the need for
auditors to:

« improve the extent and rigour of challenge of management in areas of judgement
+ improve the consistency of audit teams’ application of professional scepticism

+ s@igngthen the effectiveness of the audit of revenue

. ﬁ%rove the audit of going concern

. irparove the audit of the completeness and evaluation of prior year adjustments.

The $RC has also set all firms the target of achieving a grading of ‘2a’ (limited
improvements required) or better on all FTSE 350 audits. We have set ourselves the same
target for public sector audits from 2019/20.

Other sector wide reviews

Alongside the FRC, other key stakeholders including the Department for Business, energy
and Industrial Strategy (BEIS) have expressed concern about the quality of audit work and
the need for improvement. A number of key reviews into the profession have been
undertaken or are in progress. These include the review by Sir John Kingman of the
Financial Reporting Council (Dec 2018), the review by the Competition and Markets
authority of competition within the audit market, the ongoing review by Sir Donald Brydon
of external audit, and specifically for public services, the Review by Sir Tony Redmond of
local authority financial reporting and external audit. As a firm, we are contributing to all
these reviews and keen to be at the forefront of developments and improvements in public
audit.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon County Council | 2019/20
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What are we doing to address FRC findings?

In response to the FRC'’s findings, the firm is responding vigorously and with purpose. As
part of our Audit Investment Programme (AIP), we are establishing a new Quality Board,
commissioning an independent review of our audit function, and strengthening our senior
leadership at the highest levels of the firm, for example through the appointment of Fiona
Baldwin as Head of Audit. We are confident these investments will make a real difference.

We have also undertaken a root cause analysis and put in place processes to address the
issues raised by the FRC. We have already implemented new training material that will
reinforce the need for our engagement teams to challenge management and demonstrate
how they have applied professional scepticism as part of the audit. Further guidance on
auditing areas such as revenue has also been disseminated to all audit teams and we will
continue to evolve our training and review processes on an ongoing basis.

What will be different in this audit?

We will continue working collaboratively with you to deliver the audit to the agreed
timetable whilst improving our audit quality. In achieving this you may see, for example, an
increased expectation for management to develop properly articulated papers for any new
accounting standard, or unusual or complex transactions. In addition, you should expect
engagement teams to exercise even greater challenge management in areas that are
complex, significant or highly judgmental which may be the case for accounting estimates,
going concern, related parties and similar areas. As a result you may find the audit process
even more challenging than previous audits. These changes will give the audit committee —
which has overall responsibility for governance - and senior management greater
confidence that we have delivered a high quality audit and that the financial statements are
not materially misstated. Even greater challenge of management will also enable us to
provide greater insights into the quality of your finance function and internal control
environment and provide those charged with governance confidence that a material
misstatement due to fraud will have been detected.

We will still plan for a smooth audit and ensure this is completed to the timetable agreed.
However, there may be instances where we may require additional time for both the audit
work to be completed to the standard required and to ensure management have
appropriate time to consider any matters raised. This may require us to agree with you a
delay in signing the announcement and financial statements. To minimise this risk, we will
keep you informed of progress and risks to the timetable as the audit progresses.

We are absolutely committed to delivering audit of the highest quality and we should be
happy to provide further detail about our improvement plans should you require it.
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2019/20 External Audit Plan for Devon Pension Fund

Report provided by Grant Thornton via the County Treasurer

Agenda tter g

Audit Committee
27 February 2020

before taking effect.

Please note that the following recommendations are subject to confirmation by the Committee

Recommendation: that the Committee approves the attached audit plan

1. The attached report provides an overview of the planned scope and timing of the statutory audit

of the Devon Pension Fund.

Mary Davis

Electoral Divisions: All
Local Government Act 1972
List of Background Papers

Contact for Enquiries:

David Bray | Senior Manager | Audit
For Grant Thornton UK LLP

2 Glass Wharf | Bristol | BS2 OEL

T (direct) +44 (0)117 305 7889
E david.bray@uk.gt.com | W grantthornton.co.uk

Background Paper: None
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contents and subject
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A. Audit quality — national context

The contents of this report relate only to the matters which have come to our attention, which we believe need to be reported to you as part of our audit planning process. It is not a
comprehensive record of all the relevant matters, which may be subject to change, and in particular we cannot be held responsible to you for reporting all of the risks which may affect the
Pension Fund or all weaknesses in your internal controls. This report has been prepared solely for your benefit and should not be quoted in whole or in part without our prior written
consent. We do not accept any responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content of this report, as this report was not
prepared for, nor intended for, any other purpose.

Grant Thornton UK LLP is a limited liability partnership registered in England and Wales: No.OC307742. Registered office: 30 Finsbury Square, London, EC2A 1AG. A list of members
is available from our registered office. Grant Thornton UK LLP is authorised and regulated by the Financial Conduct Pension Fund. Grant Thornton UK LLP is a member firm of Grant
Thornton International Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. Services are delivered by the member firms. GTIL and its member firms are not agents
of, and do not obligate, one another and are not liable for one another’s acts or omissions.
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1. Introduction & headlines

Purpose

This document provides an overview of the planned scope and timing of the statutory
audit of Devon Pension Fund (‘the Pension Fund’) for those charged with
governance.

Respective responsibilities

The National Audit Office (‘the NAO’) has issued a document entitled Code of Audit
Practice (‘the Code’). This summarises where the responsibilities of auditors begin
and end and what is expected from the audited body. Our respective responsibilities
are also set out in the Terms of Appointment and Statement of Responsibilities
issued by Public Sector Audit Appointments (PSAA), the body responsible for
appointing us as auditor of Devon Pension Fund. We draw your attention to both of
these documents on the PSAA website.

Scope of our audit

The scope of our audit is set in accordance with the Code and International Standards on
Auditing (ISAs) (UK). We are responsible for forming and expressing an opinion on the
Pension Fund’s financial statements that have been prepared by management with the
oversight of those charged with governance the Audit Committee of Devon County Council.

The audit of the financial statements does not relieve management or the Audit Committee of
your responsibilities. It is the responsibility of the Pension Fund to ensure that proper
arrangements are in place for the conduct of its business, and that public money is
safeguarded and properly accounted for. We have considered how the Pension Fund is
fulfilling these responsibilities.

Our audit approach is based on a thorough understanding of the Pension Fund's business and
is risk based.

Significant risks (from a financial

repolding perspective) identified as:
* Management over-ride of controls

« Valuation of Level 3 Investments

Ge obe

Those risks requiring special audit consideration and procedures to address the likelihood of a material financial statement error have been

« Actuarial Present Value of Promised Retirement Benefits

We will communicate significant findings on these areas as well as any other significant matters arising from the audit to you in our Audit

Findings (ISA 260) Report.

Materiality

We have determined materiality at the planning stage of our audit to be £43m (PY £40m) for the Pension Fund, which equates to 1% of

your prior year's net assets. We are obliged to report uncorrected omissions or misstatements other than those which are ‘clearly trivial’ to
those charged with governance. Clearly trivial has been set at £2m (PY £2m).

Our interim visit will take place in March and our final visit will take place in June and July. Our key deliverables are this Audit Plan and our
Audit Findings Report. Our audit approach is detailed in Appendix A.

Our fee for the audit will be £26,274 (PY: £23,524) for the Pension Fund, subject to the Pension Fund meeting our requirements set out on
page 10.

Audit logistics

We have complied with the Financial Reporting Council's Ethical Standard and we as a firm, and each covered person, confirm that we are
independent and are able to express an objective opinion on the financial statements.

Independence
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2. Key matters impacting our audit

The wider picture and political uncertainty

Local Government funding continues to be
stretched with increasing cost pressures.

The market value of LGPS funds at end of March
2019 was £287.2 billion (an increase of £16.3
billion or 6.0%) but for the first time, the LGPS in
England & Wales is now cashflow negative, with
benefit payments rising to £10.4bn while
contributions fell to £9.3bn. There are now over
18,000 employers. Local authorities represent
around 18.3% of these but have 74% of the

-Pmambers.

‘_%Ie UK left the EU on 31 January 2020. The

@ronomic impact of this remains uncertain as is
wider global economic picture. The Pension

gnd will need to ensure that its investment

strategy has considered potential outcomes.

Governance

The Scheme Advisory Board (SAB) has published the Good
Governance — Phase Il Report. Proposals include having a
single named officer responsible for the delivery of LGPS
related activity for a fund, an enhanced annual governance
compliance statement and establishing a set of key
performance indicators.

SAB is also consulting on Responsible Investment guidance
to assist and help investment decision makers.

tPR continues to apply pressure on pension schemes to
improve the quality of scheme member data. The 2019
valuation process will likely have thrown up some data
issues (large or small) that need addressing.

Financial reporting and audit — raising the bar

The Financial Reporting Council (FRC) has set out its
expectation of improved financial reporting from
organisations and the need for auditors to demonstrate
increased scepticism and challenge, and to undertake
more robust testing as detailed in Appendix 1.

Our work in 2018/19 has highlighted areas where
financial reporting, in particular Level 3 and Financial
Instrument investment valuations and disclosures,
needs to be improved, with a corresponding increase
in audit procedures.

Our response

We will consider whether your financial position
leads to material uncertainty about the going
concern of the Pension Fund and will review
related disclosures in the financial statements.

We will engage with the Pension Fund on the SAB
initiatives and will assess the extent to which there any
issues for future audits.

We will consider the impact of any data issues raised as
part of the 2019 valuation on the risks identified as part of
our 2019/20 audit.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20
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3. Significant risks identified

Significant risks are defined by ISAs (UK) as risks that, in the judgement of the auditor, require special audit consideration. In identifying risks, audit teams consider the nature of the risk,
the potential magnitude of misstatement, and its likelihood. Significant risks are those risks that have a higher risk of material misstatement.

Risk Reason for risk identification Key aspects of our proposed response to the risk
The revenue cycle includes Under ISA (UK) 240 there is a rebuttable presumed risk that revenue Having considered the risk factors set out in ISA240
fraudulent transactions may be misstated due to the improper recognition of revenue. and the nature of the revenue streams at the Fund, we
This presumption can be rebutted if the auditor concludes that there is  have determined that the risk of fraud arising from
no risk of material misstatement due to fraud relating to revenue revenue recognition can be rebutted, because:
recognition. « there is little incentive to manipulate revenue
recognition
« opportunities to manipulate revenue recognition are
o very limited
Q + the culture and ethical frameworks of local
((% authorities, including {name of Authority}, mean that
all forms of fraud are seen as unacceptable
~ Therefore we do not consider this to be a significant
risk for Devon Pension Fund.
Management over-ride of Under ISA (UK) 240 there is a non-rebuttable presumed risk that the We will:
controls risk of management over-ride of controls is present in all entities.

» evaluate the design effectiveness of management
We therefore identified management override of control, in particular controls over journals

journals, management estimates and transactions outside the course
of business as a significant risk, which was one of the most significant
assessed risks of material misstatement.

+ analyse the journals listing and determine the
criteria for selecting high risk unusual journals

» test unusual journals recorded during the year and
after the draft accounts stage for appropriateness
and corroboration

+ gain an understanding of the accounting estimates
and critical judgements applied made by
management and consider their reasonableness
with regard to corroborative evidence

+ evaluate the rationale for any changes in
accounting policies, estimates or significant
unusual transactions.
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3. Significant risks identified

Risk Reason for risk identification Key aspects of our proposed response to the risk
Valuation of ~ The Fund revalues its investments on an annual basis to ensure that the  We will:
Level 3 carrying value is not materially different from the fair value at the financial evaluate management's processes for valuing Level 3 investments
Investments  statements date. ) ) ] )
+ review the nature and basis of estimated values and consider what
By their nature Level 3 investment valuations lack observable inputs. assurance management has over the year end valuations provided for
These valuations therefore represent a significant estimate by these types of investments
management in the financial statements due to the size of the numbers  « independently request year-end confirmations from investment
involved (£158 million at 31 March 2019) and the sensitivity of this managers
estimate to changes in key assumptions. « for a sample of investments, test the valuation by obtaining and
N . N . reviewing the audited accounts, (where available) at the latest date for
Under ISA 315, significant risks often relate to significant non-routine reviewing | ’ (. )
U . . . . individual investments and agreeing these to the fund manager reports
Q transactions and judgemental matters. Level 3 investments by their very .
- C o . ; at that date. Reconcile those values to the values at 31 March 2020
(@] nature require a significant degree of judgement to reach an appropriate . . - . .
. with reference to known movements in the intervening period and
9] valuation at year end.
N + test revaluations made during the year to see if they had been input
(0] Management utilise the services of investment managers as valuation correctly into the Pension Fund’s asset register

experts to estimate the fair value as at 31 March 2020.

We therefore identified valuation of Level 3 investments as a significant

risk.

where available review investment manager service auditor reports on
design effectiveness of internal controls.
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3. Significant risks identified

Risk Reason for risk identification Key aspects of our proposed response to the risk
Actuarial The Fund discloses the Actuarial Present Value of Promised Retirement ~ We will:
Present Ber_1ef|ts \{wthln |t_s Not_es to the Accounts. This represents a significant - update our understanding of the processes and controls put in place
Value of estimate in the financial statements. by management to ensure that the Fund’s Actuarial Present Value of
Pro_rmsed . ) . . Promised Retirement Benefits is not materially misstated and evaluate
Retirement The Actuarial Present Value of Promised Retirement Benefits is the design of the associated controls
Benefits considered a significant estimate due to the size of the numbers involved ] ] ) )
(£7.4 billion in 2018/19) and the sensitivity of the estimate to changes in evaluate the instructions issued by management to their management
key assumptions. expert (an actuary) for this estimate and the scope of the actuary’s
work
We therefore identified valuation of the Fund’s Actuarial Present Value of « assess the competence, capabilities and objectivity of the actuary who
Promised Retirement Benefits as a significant risk, which was one of the carried out the Fund’s pension fund valuation
most significant assessed risks of material misstatement. . . .
o + assess the accuracy and completeness of the information provided by
o)) the Fund to the actuary to estimate the liability
((% + test the consistency of disclosures with the actuarial report from the
N actuary
(o) » undertake procedures to confirm the reasonableness of the actuarial

assumptions made by reviewing the report of the consulting actuary
(as auditor’s expert) and performing any additional procedures
suggested within the report.

We will communicate significant findings on these areas as well as any other significant matters arising from the audit to you in our Audit Findings Report in July 2020.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20
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4. Other matters

Other work

The Pension Fund is administered by Devon County Council (the ‘Council’), and the
Pension Fund’s accounts form part of the Council’s financial statements.

Therefore, as well as our general responsibilities under the Code of Practice a number of
other audit responsibilities also follow in respect of the Pension Fund, such as:

* We read any other information published alongside the Council’s financial statements to

check that it is consistent with the Pension Fund financial statements on which we give
an opinion and is consistent with our knowledge of the Authority.

» We consider our other duties under legislation and the Code, as and when required,
including:

* Giving electors the opportunity to raise questions about your 2018/19 financial
statements, consider and decide upon any objections received in relation to
the 2018/19 financial statements;

+ Issue of a report in the public interest or written recommendations to the Fund
under section 24 of the Act, copied to the Secretary of State.

» Application to the court for a declaration that an item of account is contrary to
law under Section 28 or for a judicial review under Section 31 of the Act; or

0€ obed

» Issuing an advisory notice under Section 29 of the Act.

* We carry out work to satisfy ourselves on the consistency of the pension fund financial
statements included in the pension fund annual report with the audited Fund accounts.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20

Other material balances and transactions

Under International Standards on Auditing, "irrespective of the assessed risks of material
misstatement, the auditor shall design and perform substantive procedures for each
material class of transactions, account balance and disclosure”. All other material
balances and transaction streams will therefore be audited. However, the procedures will
not be as extensive as the procedures adopted for the risks identified in this report.

Going concern

As auditors, we are required to “obtain sufficient appropriate audit evidence about the
appropriateness of management's use of the going concern assumption in the
preparation and presentation of the financial statements and to conclude whether there is
a material uncertainty about the Pension Fund's ability to continue as a going concern”
(ISA (UK) 570).

Currently, the accounts of the Pension Fund are expected to be prepared on a going
concern basis. We will review management's assessment of the going concern
assumption and any material uncertainties, and evaluate the disclosures in the financial
statements.
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5. Materiality

The concept of materiality

The concept of materiality is fundamental to the preparation of the financial statements
and the audit process and applies not only to the monetary misstatements but also to
disclosure requirements and adherence to acceptable accounting practice and
applicable law. Misstatements, including omissions, are considered to be material if
they, individually or in the aggregate, could reasonably be expected to influence the
economic decisions of users taken on the basis of the financial statements.

Materiality for planning purposes

We have determined financial statement materiality based on a proportion of the net
assets of the Pension Fund for the financial year. In the prior year we used the same
benchmark. Materiality at the planning stage of our audit is £43m (PY £40m) for the
Pens’g’r Fund, which equates to 1% of your prior year net assets for the year. We
recogsider planning materiality if, during the course of our audit engagement, we
bect@e aware of facts and circumstances that would have caused us to make a
diffefBht determination of planning materiality.

Matl& we will report to the Audit Committee

Whilst our audit procedures are designed to identify misstatements which are material to
our opinion on the financial statements as a whole, we nevertheless report to the Audit
Committee any unadjusted misstatements of lesser amounts to the extent that these are
identified by our audit work. Under ISA 260 (UK) ‘Communication with those charged
with governance’, we are obliged to report uncorrected omissions or misstatements
other than those which are ‘clearly trivial’ to those charged with governance. ISA 260
(UK) defines ‘clearly trivial’ as matters that are clearly inconsequential, whether taken
individually or in aggregate and whether judged by any quantitative or qualitative
criteria. In the context of the Pension Fund, we propose that an individual difference
could normally be considered to be clearly trivial if it is less than £2m (PY £2m).

If management have corrected material misstatements identified during the course of
the audit, we will consider whether those corrections should be communicated to the
Audit Committee to assist it in fulfilling its governance responsibilities.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20

Prior year net assets
£4,302m Pension Fund
(PY: £4,000m)

= Prior year net assets

Materiality

£43m

Pension Fund financial
statements materiality

(PY: £40m)

L.

Misstatements reported
to the Audit Committee

(PY: £2m)
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6. Audit logistics & team

Audit Audit
Committee Committee
February 2020 May 2020
. Interim audit .
March 2020
Planning and Audit Interim
risk assessment Plan Progress
Report

Julie Masci, Engagement Lead

Julie leads our relationship with you and takes overall responsibility
for the delivery of a high quality audit, meeting the highest
professional standards and adding value to the Authority.

David Bray, Audit Manager

David plans, manages and leads the delivery of the audit, is the
key point of contact for your finance team and is your first point of
contact for discussing any issues.

Rory Mulgrew, Audit In-charge

Rory’s role is to assist in planning, managing and delivering

the audit fieldwork, ensuring the audit is delivered effectively and
efficiently. Rory supervises and co-ordinates the on-site audit
Team.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20

Audit Audit

Committee Committee

July 2020 November 2020
Year end audit . .
June 2020

Audit Audit Annual
Findings opinion  Audit
Report Letter

Client responsibilities

Where clients do not deliver to the timetable agreed, we need to ensure that this does not
impact on audit quality or absorb a disproportionate amount of time, thereby
disadvantaging other clients. Where the elapsed time to complete an audit exceeds that
agreed due to a client not meeting its obligations we will not be able to maintain a team on
site. Similarly, where additional resources are needed to complete the audit due to a client
not meeting their obligations we are not able to guarantee the delivery of the audit to the
agreed timescales. In addition, delayed audits will incur additional audit fees.

Our requirements

To minimise the risk of a delayed audit, you need to ensure that you:

produce draft financial statements of good quality by the deadline you have agreed with
us, including all notes.

ensure that good quality working papers are available at the start of the audit, in
accordance with the working paper requirements schedule that we have shared with
you

ensure that the agreed data reports are available to us at the start of the audit and are
reconciled to the values in the accounts, in order to facilitate our selection of samples

ensure that all appropriate staff are available on site throughout (or as otherwise
agreed) the planned period of the audit

respond promptly and adequately to audit queries.

10
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7. Audit fees

Planned audit fees 2019/20

Across all sectors and firms, the FRC has set out its expectation of improved financial reporting from organisations and the need for auditors to demonstrate increased
scepticism and challenge and to undertake additional and more robust testing. Within the public sector, where the FRC has recently assumed responsibility for the inspection
of local government audit, the regulator requires that all audits achieve a 2A (few improvements needed) rating.

Our work across the sector in 2018/19 has highlighted areas where local government pension fund financial reporting, in particular, scrutiny of the valuation of hard to value
investments needs to be improved. Combined with the FRC requirement that 100% of audits achieve a 2A rating this means that additional audit work is required. We have
set out below the expected impact on our audit fee. The table overleaf provides more details about the areas where we will be undertaking further testing.

As a firm, we are absolutely committed to meeting the expectations of the FRC with regard to audit quality and local government financial reporting. Our proposed work and
fee at the planning stage, as set out below and with further analysis overleaf, have been discussed with finance officers. Any fee variations are subject to PSAA agreement.

= Actual Fee 2017/18 Actual Fee 2018/19 Proposed fee 2019/20
(?:P’ension Fund Audit £28,603 £22,024 £22,024
@
Egdditional fees £1,500 £4,250
Total audit fees (excluding VAT) £28,603 £23,524 £26,274

Assumptions:

In setting the above fees, we have assumed that the Pension Fund will:

- prepare a good quality set of accounts, supported by comprehensive and well-presented working papers which are ready at the start of the audit

- provide appropriate analysis, support and evidence to support all critical judgements and significant judgements made during the course of preparing the financial statements
- provide early notice of proposed complex or unusual transactions which could have a material impact on the financial statements.

Relevant professional standards:

In preparing our fee estimate, we have had regard to all relevant professional standards, including paragraphs 4.1 and 4.2 of the FRC’s Ethical Standard which stipulate that the
Engagement Lead (Key Audit Partner) must set a fee sufficient to enable the resourcing of the audit with staff of appropriate skills, time and abilities to deliver an audit to the
required professional standard.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20 11
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Audit fee variations — Further analysis

Planned audit fees

The table below shows the planned variations to the original scale fee for 2019/20 based on our best estimate at the audit planning stage. Further issues identified during the course of
the audit may incur additional fees.

Audit area 5 Rationale for fee variation
Scale fee 22,024
Raising the bar 2,500 The Financial Reporting Council (FRC) has highlighted that the quality of work by all audit firms needs to improve

across local audit. This will require additional supervision and leadership, as well as additional challenge and
scepticism in areas such as journals, estimates, financial resilience and information provided by the entity.

ValiBlion of level 3 1,750 The Financial Reporting Council (FRC) has highlighted that the quality of work by all audit firms in respect of
inv@&xments valuations of hard to value investments needs to improve across the sector. Accordingly, we plan to enhance the
o) scope and coverage of our work to ensure an adequate level of audit scrutiny and challenge over the assumptions
and evidence that underpin the valuations of level 3 investments this year to reflect the expectations of the FRC and
g ensure we issue a safe audit opinion.
Revised scale fee (to be 26,274

approved by PSAA)

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20 12
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8. Independence & non-audit services

Auditor independence

Ethical Standards and ISA (UK) 260 require us to give you timely disclosure of all significant facts and matters that may bear upon the integrity, objectivity and independence of the firm
or covered persons relating to our independence. We encourage you to contact us to discuss these or any other independence issues with us. We will also discuss with you if we make
additional significant judgements surrounding independence matters.

We confirm that there are no significant facts or matters that impact on our independence as auditors that we are required or wish to draw to your attention. We have complied with the
Financial Reporting Council's Ethical Standard and we as a firm, and each covered person, confirm that we are independent and are able to express an objective opinion on the financial
statements.

We confirm that we have implemented policies and procedures to meet the requirements of the Financial Reporting Council’s Ethical Standard and we as a firm, and each covered
person, confirm that we are independent and are able to express an objective opinion on the financial statements. Further, we have complied with the requirements of the National Audit
Office’s Auditor Guidance Note 01 issued in December 2017 and PSAA’s Terms of Appointment which set out supplementary guidance on ethical requirements for auditors of local
public bodies.

Other services provided by Grant Thornton

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to the Pension Fund. The following other services were identified.

Serﬂl?ce = Threats Safeguards

|\
Auqp related:
Profgion of IAS 19 10,000 Self review This is not considered a significant threat as we are not reviewing any information that
As nces to Scheme we have prepared. As this is an audit related service, it is acceptable for the audit team
Employer auditors to carry out this work. In addition, we have not prepared the financial information on

which our assurances will be used by the requesting auditor to form an opinion on as
part of their opinion on the financial statements of the admitted body.
Management The scope of the work does not include making decisions on behalf of management or
recommending or suggesting a particular course of action for management to follow.
We will not be making any recommendations as part of this work.

Non-audit related:

None

The amounts detailed are fees agreed to-date for audit related and non-audit services to be undertaken by Grant Thornton UK LLP in the current financial year. These services are
consistent with the Pension Fund'’s policy on the allotment of non-audit work to your auditors. All services have been approved by the Audit Committee. Any changes and full details of
all fees charged for audit related and non-audit related services by Grant Thornton UK LLP and by Grant Thornton International Limited network member Firms will be included in our
Audit Findings report at the conclusion of the audit.

None of the services provided are subject to contingent fees. The firm is committed to improving our audit quality — please see our transparency report -
https://www.grantthornton.co.uk/globalassets/1.-member-firms/united-kingdom/pdf/annual-reports/interim-transparency-report-2019. pdf

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20 13


https://www.grantthornton.co.uk/globalassets/1.-member-firms/united-kingdom/pdf/annual-reports/interim-transparency-report-2019.pdf

D CimnﬁcTin confidence

Appendix

udit Quality — national context

o¢ abed

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20



Commercial in confidence

DRA

Appendix A: Audit Quality — national context

What has the FRC said about Audit Quality?

The Financial Reporting Council (FRC) publishes an annual Quality Inspection of our firm,
alongside our competitors. The Annual Quality Review (AQR) monitors the quality of UK
Public Interest Entity audits to promote continuous improvement in audit quality.

All of the major audit firms are subject to an annual review process in which the FRC
inspects a small sample of audits performed from each of the firms to see if they fully
conform to required standards.

The most recent report, published in July 2019, shows that the results of commercial audits
taken across all the firms have worsened this year. The FRC has identified the need for
auditors to:

« improve the extent and rigour of challenge of management in areas of judgement
+ improve the consistency of audit teams’ application of professional scepticism

+ s@igngthen the effectiveness of the audit of revenue

. ﬁ%rove the audit of going concern

. ir@grove the audit of the completeness and evaluation of prior year adjustments.

The FRC has also set all firms the target of achieving a grading of ‘2a’ (limited
improvements required) or better on all FTSE 350 audits. We have set ourselves the same
target for public sector audits from 2019/20.

Other sector wide reviews

Alongside the FRC, other key stakeholders including the Department for Business, energy
and Industrial Strategy (BEIS) have expressed concern about the quality of audit work and
the need for improvement. A number of key reviews into the profession have been
undertaken or are in progress. These include the review by Sir John Kingman of the
Financial Reporting Council (Dec 2018), the review by the Competition and Markets
Pension Fund of competition within the audit market, the ongoing review by Sir Donald
Brydon of external audit, and specifically for public services, the Review by Sir Tony
Redmond of local Pension Fund financial reporting and external audit. As a firm, we are
contributing to all these reviews and keen to be at the forefront of developments and
improvements in public audit.

© 2020 Grant Thornton UK LLP | External Audit Plan for Devon Pension Fund | 2019/20

What are we doing to address FRC findings?

In response to the FRC'’s findings, the firm is responding vigorously and with purpose. As
part of our Audit Investment Programme (AIP), we are establishing a new Quality Board,
commissioning an independent review of our audit function, and strengthening our senior
leadership at the highest levels of the firm, for example through the appointment of Fiona
Baldwin as Head of Audit. We are confident these investments will make a real difference.

We have also undertaken a root cause analysis and put in place processes to address the
issues raised by the FRC. We have already implemented new training material that will
reinforce the need for our engagement teams to challenge management and demonstrate
how they have applied professional scepticism as part of the audit. Further guidance on
auditing areas such as revenue has also been disseminated to all audit teams and we will
continue to evolve our training and review processes on an ongoing basis.

What will be different in this audit?

We will continue working collaboratively with you to deliver the audit to the agreed
timetable whilst improving our audit quality. In achieving this you may see, for example, an
increased expectation for management to develop properly articulated papers for any new
accounting standard, or unusual or complex transactions. In addition, you should expect
engagement teams to exercise even greater challenge management in areas that are
complex, significant or highly judgmental which may be the case for accounting estimates,
going concern, related parties and similar areas. As a result you may find the audit process
even more challenging than previous audits. These changes will give the audit committee —
which has overall responsibility for governance - and senior management greater
confidence that we have delivered a high quality audit and that the financial statements are
not materially misstated. Even greater challenge of management will also enable us to
provide greater insights into the quality of your finance function and internal control
environment and provide those charged with governance confidence that a material
misstatement due to fraud will have been detected.

We will still plan for a smooth audit and ensure this is completed to the timetable agreed.
However, there may be instances where we may require additional time for both the audit
work to be completed to the standard required and to ensure management have
appropriate time to consider any matters raised. This may require us to agree with you a
delay in signing the announcement and financial statements. To minimise this risk, we will
keep you informed of progress and risks to the timetable as the audit progresses.

We are absolutely committed to delivering audit of the highest quality and we should be
happy to provide further detail about our improvement plans should you require it.

15
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EXTERNAL AUDIT - UPDATE

Report provided by Grant Thornton via the County Treasurer

Agenda ttenr -1t

Audit Committee
27 February 2020

before taking effect.

Please note that the following recommendations are subject to confirmation by the Committee

Recommendation: that the Committee notes the attached report and findings within.

1. The attached report, provided by the Council's External Auditors (Grant Thornton), sets out the
progress in delivering their responsibilities as the County Council’s external auditors.

Mary Davis

Electoral Divisions: All
Local Government Act 1972
List of Background Papers

Contact for Enquiries:

David Bray | Senior Manager | Audit
For Grant Thornton UK LLP

2 Glass Wharf | Bristol | BS2 OEL

T (direct) +44 (0)117 305 7889
E david.bray@uk.gt.com | W grantthornton.co.uk

Background Paper: None
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Introduction

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

T 02920 347506 The paper also includes:

M 07730677623 .

s _ a summary of emerging national issues and developments that may be relevant to you as a local
E julie.masci@uk.gt.com authority; and

« anumber of challenge questions in respect of these emerging issues which the Committee may
wish to consider (these are a tool to use, if helpful, rather than formal questions requiring
responses for audit purposes)

;? David Bray

((% Engagement Manager Members of the Audit Committee can find further useful material on our website, where we have a

~ T 0117 305 7889 section dedicated to our work in the public sector. Here you can download copies of our publications
i www.grantthornton.co.uk

w E david.bray@uk.gt.com

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 Engagement Lead or Engagement Manager.

© 2020 Grant Thornton UK LLP. Devon County Council Audit Progress Report and Sector Update | February 2020 3
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Progress at 19 February 2020
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Financial Statements Audit

We issued our opinion on your 2018/19 Statement of Accounts on 30 July
2019. Since that date we have completed our work on your Whole of
Government Accounts (WGA) submission and there are no issues we need
to bring to the Audit Committee’s attention.

We certified the closure of the 2018/19 audit on 29 August 2019 and our
Annual Audit Letter for 2018/19 was reported to the November 2019 Audit
Committee.

We have commenced our planning for the 2019/20 audit and our draft audit
plan will be presented to the Council’s Audit Committee in February 2020.

We will begin our interim audit in February which includes:

» Updated review of the Council’s control environment

» Updated understanding of financial systems

» Review of Internal Audit reports on core financial systems
» Early work on emerging accounting issues

» Early substantive testing

We will report our interim work in the Audit Committee Update to the May
2020 Audit Committee and our final audit work in the Audit Findings Report.

© 2020 Grant Thornton UK LLP.

Value for Money

The scope of our work is set out in the guidance issued by the National Audit Office.
The Code requires auditors to satisfy themselves that; "the Council has made proper
arrangements for securing economy, efficiency and effectiveness in its use of
resources".

The guidance confirmed the overall criterion as: "in all significant respects, the
audited body had proper arrangements to ensure it took properly informed decisions
and deployed resources to achieve planned and sustainable outcomes for taxpayers
and local people".

The three sub criteria for assessment to be able to give a conclusion overall are:
* Informed decision making

» Sustainable resource deployment

»  Working with partners and other third parties

We have commenced our initial risk assessment to determine the focus of our Value
for Money work in 2019-20. Details of our initial risk assessment to determine our
proposed approach are included in our Audit Plan.

We will report our work in the Audit Findings Report.

Devon County Council Audit Progress Report and Sector Update | February 2020
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Progress at 19 February 2020 (cont’d)

Other areas

Certification of claims and returns

We certify the Council’'s annual Teachers’ Pensions return in accordance with procedures
agreed with the Teachers’ Pensions Agency. The certification work for the 2018/19 was
completed by the 30 November deadline and the claim was certified without amendment.

There are no matters we wish to report to the Audit Committee.

ents
We provide a range of workshops, along with network events for members and

blications to support the Council.

our officers attended our Financial Reporting Workshop 30 January 2020, which helped
ensure they were up to date with the latest financial reporting requirements for local
authority accounts. Further details of the publications that may be of interest to the
Council are set out in our Sector Update section of this report.

© 2020 Grant Thornton UK LLP. Devon County Council Audit Progress Report and Sector Update | February 2020 5
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2019/20 Deliverables Planned Date Status
Fee Letter April 2019 Complete
Confirming audit fee for 2019/20
Accounts Audit Plan February 2020 Complete
We are required to issue a detailed accounts audit plan to the Audit Committee setting out our proposed
approach in order to give an opinion on the Council’'s 2019-20 financial statements.
Interim Audit Findings May 2020 Not yet due
We will report to you the findings from our interim audit and an update on our VFM work within our Progress
_Beport.
&udit Findings Report To be agreed Not yet due
(Mrhe Audit Findings Report will be reported to the July Audit Committee.
N
Q)
Auditors Report To be agreed Not yet due
This is the opinion on your financial statement, annual governance statement and value for money conclusion.
Annual Audit Letter To be agreed Not yet due

This letter communicates the key issues arising from our work.

© 2020 Grant Thornton UK LLP.
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Sector Update

Councils are tackling a continuing drive to

achi(_ave greater effi_ciency_ in the delivery of C @ e Enlslest e
public services, whilst facing the challenges to _

address rising demand, ongoing budget . InS|g_ht§ from local government sector
pressures and social inequality. specialists

* Reports of interest

Eur sector update provides you with an up to date summary of emerging ° Accountin g an d regu lato ryu pd ates
(Mational issues and developments to support you. We cover areas which
(Bray have an impact on your organisation, the wider NHS and the public
ctor as a whole. Links are provided to the detailed report/briefing to
~ajjow 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 More information can be found on our dedicated public sector and local
start conversations within the organisation and with audit committee government sections on the Grant Thornton website by clicking on the logos
members, as well as any accounting and regulatory updates. below:

Local

Public Sector
government

© 2020 Grant Thornton UK LLP. Devon County Council Audit Progress Report and Sector Update | February 2020 7
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Financial Reporting Council — Summary of key
developments for 2019/20 annual reports

On 30 October the Financial Reporting Council (FRC) wrote
an Open Letter to Company Audit Committee Chairs. Some
of the points are relevant to local authorities.

The reporting environment

The FRC notes that, “In times of uncertainty, whether created by political events, general
economic conditions or operational challenges, investors look for greater transparency in
corporate reports to inform their decision-making. We expect companies to consider carefully
the detail provided in those areas of their reports which are exposed to heightened levels of
risk; for example, descriptions of how they have approached going concern considerations,
e impact of Brexit and all areas of material estimation uncertainty.” These issues equally
Qiffect local authorities, and the Statement of Accounts or Annual Report should provide
aders with sufficient appropriate information on these topics.

JEritical judgements and estimates

The FRC wrote “More companies this year made a clear distinction between the critical
judgements they make in preparing their accounts from those that involve the making of
estimates and which lead to different disclosure requirements. However, some provided
insufficient disclosures to explain this area of their reporting where a particular judgement
had significant impact on their reporting; for example, whether a specific investment was a
joint venture or a subsidiary requiring consolidation. We will continue to have a key focus on
the adequacy of disclosures supporting transparent reporting of estimation uncertainties. An
understanding of their sensitivity to changing assumptions is of critical value to investors,
giving them clearer insight into the possible future changes in balance sheet values and
which can inform their investment decisions.” Critical judgements and estimates also form a
crucial part of local authority statements of account, with the distinction often blurred.

Financial Reporting Council

© 2020 Grant Thornton UK LLP.

IFRS 16 Leases

The FRC letter notes “IFRS 16 is effective for periods beginning on or after 1 January 2019.
We recently conducted a thematic review looking at how companies reported on their
adoption of the new standard in their June 2019 interim accounts. In advance of our detailed
findings which will be published shortly, | set out what we expect to see by way of
disclosures in the forthcoming accounts, drawing on the results of our work.

* Clear explanation of the key judgements made in response to the new reporting
requirements;

« Effective communication of the impact on profit and loss, addressing any lack of
comparability with the prior year;

* Clear identification of practical expedients used on transition and accounting policy choices;
and

» Well explained reconciliation, where necessary, of operating lease commitments under IAS
17, ‘Leases’, the previous standard and lease liabilities under IFRS 16.”

The implementation of IFRS is delayed until 1 April 2020 in the public sector when it will
replace IAS 17 Leases and the three interpretations that supported its application.
Authorities will need information and processes in place to enable them to comply with the
requirements. They will need to make disclosures in the 2019/20 accounts about the impact
of IFRS 16 in accordance with IAS 8/ Code 3.3.4.3 requirements for disclosure about
standards which are issued but are not yet effective.

Financial Reporting

Challenge question:

Will you have the opportunity to review and comment on your
authority’s statement of accounts before they are published at the
end of May?

Devon County Council Audit Progress Report and Sector Update | February 2020 8
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What is the future for local audit?

Paul Dossett, Head of local government at Grant Thornton,
has written in the Municipal Journal “Audit has been a hot
topic of debate this year and local audit is no exception. With
a review into the quality of local audit now ongoing, it’s critical
that part of this work looks at the overarching governance and
management of the audit regime. We believe there is a strong
need for new oversight arrangements if the local audit regime
is to remain sustainable and effective in the future.”

Paul goes on to write “Local (local authority and NHS) audit has been a key part of the

oversight regime for public services for more than a century. The National Audit Office (NAO)

has exercised this role in central government for several generations and their reporting to

Parliament via the Public Accounts Committee is a key part of the public spending
“@countability framework.

gocal audit got a significant boost with the creation of the Audit Commission in 1983 which
(Drovided a coordinated, high profile focus on local government and (from 1990) NHS
Jspending and performance at a local level. Through undertaking value for money reviews
(@nd maintaining a tight focus on the generational governance challenges, such as rate
capping in the 1980s and service governance failings in the 1990s, the Commission provided
a robust market management function for the local audit regime. Local audit fees,
appointments, scope, quality and relevant support for auditors all fell within their ambit.

However, the Commission was ultimately deemed, among other things, to be too expensive
and was abolished in 2010, as part of the Coalition Government’s austerity saving plans.
While the regime was not perfect, and the sector had acknowledged that reform of the
Commission was needed, complete abolition was not the answer.

Since then, there has been no body with complete oversight of the local audit regime and
how it interacts with local public services. The Ministry of Housing, Communities and Local
Government; Department of Health; NHS; NAO; Local Government Association (LGA);
Public Sector Audit Appointments Ltd (PSAA); the Financial Reporting Council (FRC); the
Chartered Institute of Public Finance & Accountancy (CIPFA), audit firms and the audited
bodies themselves all have an important role to play but, sometimes, the pursuit of individual
organisational objectives has resulted in sub-optimal and even conflicting outcomes for the
regime overall.

© 2020 Grant Thornton UK LLP.

These various bodies have pursued separate objectives in areas such as audit fee reduction,
scope of work, compliance with commercial practice, earlier reporting deadlines and
mirroring commercial accounting conventions — to name just a few.

This has resulted in a regime that no stakeholder is wholly satisfied with and one that does
not ensure local audit is providing a sufficiently robust and holistic oversight of public
spending.

To help provide a more cohesive and co-ordinated approach within the sector, we believe
that new oversight arrangements should be introduced. These would have ultimate
responsibility for ensuring the sustainability of the local audit regime and that its component
parts — including the Audit Code, regulation, market management and fees — interact in an
optimal way. While these arrangements do not need to be another Audit Commission, we
need to have a strategic approach to addressing the financial sustainability challenges facing
local government and the NHS, the benchmarking of performance and the investigation of
governance failings.

There are a number of possible solutions including:

1) The creation of a new arm’s length agency with a specific remit for overseeing and
joining up local audit. It would provide a framework to ensure the sustainability of the
regime, covering fees, appointments, and audit quality. The body would also help to
create a consistent voice to government and relevant public sector stakeholders on key
issues arising from the regime. Such a body would need its own governance structure
drawn from the public sector and wider business community; and

2) Extending the current remit of the NAO. Give it total oversight of the local audit regime
and, in effect, establish a local audit version of the NAO, with all the attendant powers
exercised in respect of local audit. In this context, there would be a need to create
appropriate governance for the various sectors, similar to the Public Accounts
Committee.

While the detail of the new arrangements would be up for debate, it's clear that a new type of
oversight body, with ultimate responsibility for the key elements of local audit, is needed. It
would help to provide much-needed cohesion across the sector and between its core
stakeholders.

The online article is available here:

https://www.themj.co.uk/What-is-the-future-for-audit/214769
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Implementation of International Financial
Reporting Standard 16 Leases

IFRS 16 Leases, as interpreted and adapted for the public
sector, will be effective from 1 April 2020.

Background

IFRS 16 Leases was issued by the International Accounting Standards Board (IASB) in
January 2016 and is being applied by HM Treasury in the Government Financial Reporting
Manual from 1 April 2020. Implementation of the Standard will be included in the Code of
Practice on Local Authority Accounting in the United Kingdom (the Code) for 2020/21.

The new Standard replaces the current leasing standard IAS 17 and related interpretation
cuments IFRIC 4, SIC 15 and SIC 27 and it sets out the principles for the recognition,
easurement, presentation and disclosure of leases. The IASB published IFRS 16 because
was aware that the previous lease accounting model was criticised for failing to provide a

(®ithful representation of leasing transactions.

gpact on 2019/20 financial statements

Whilst the new Standard is effective from 1 April 2020, authorities are required by the Code
to ‘disclose information relating to the impact of an accounting change that will be required
by a new standard that has been issued but not yet adopted’. This requirement of the Code
(3.3.4.3) reflects the requirements of paragraph 30 of IAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors.

In the 2019/20 financial statements we would therefore expect to see authorities make
disclosures including:

+ the title of the Standard
+ the date of implementation

+ the fact that the modified retrospective basis of transition is to be applied, with transition
adjustments reflected through opening reserves

+ known or reasonably estimable information relevant to assessing the possible impact that
application will have on the entity’s financial statements, including the impact on assets,
liabilities, reserves, classification of expenditure and cashflows

+ the basis for measuring right of use assets on transition

» the anticipated use of recognition exemptions and practical expedients recognising that
what is sufficient disclosure for one body may not be sufficient for another

© 2020 Grant Thornton UK LLP.

Information needed for 2019/20 financial statements

In order to make disclosures in 2019/20, a significant amount of data will be needed, most
significantly:

« acomplete list of leases previously identified under IAS 17 and IFRIC 4

» details of non-cancellable lease terms, purchase options, extension and termination
options

+ details of lease arrangements at peppercorn or nil rental

» anticipated future cash flows and implicit interest rates or incremental borrowing rates to
enable calculation of lease liabilities

Audit work on IFRS 16 transition
At this stage, we would expect you to have:
» determined whether the impact of IFRS 16 will be material for your authority

» raised awareness of the new Standard across the authority, potentially including
procurement, estates, legal and IT departments

» assessed the completeness and accuracy of your lease register and taken action if
necessary

» formalised and signed existing lease documentation

» identified leases of low value assets and leases with short terms
» considered whether liaison with valuation experts is necessary

» started to draft your 2019/20 disclosure note

» started to embed processes to capture the data necessary to manage the ongoing
accounting implications of IFRS 16

and that you are monitoring progress against an approved IFRS 16 implementation plan.
Your local engagement team will be in touch to discuss your progress with IFRS 16
implementation and audit working paper requirements.
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Implementation of International Financial
Reporting Standard 16 Leases

Further information and guidance

CIPFA published their 2020/21 Code consultation on 12 July 2019, including an Appendix Financial Reporting

concerned with IFRS 16 implementation, further details can be found at: ;
Challenge question:

https://www.cipfa.org/policy-and-guidance/consultations-archive/code-of-practice-on-local-
authority-accounting-in-the-united-kingdom-202021?crdm=0

Does your authority have a project plan in place in relation to IFRS
16 Leases implementation?

Is your authority’s progress against the project plan on track?
HM Treasury published IFRS 16 Application Guidance in December 2019 which can be
found at:

Ttps://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_dat
(g/file/853238/lFRS 16 _Application Guidance December 2019.pdf

D
&PFA'S IFRS 16 ‘Early guide for local authority practitioners’ is available at:

https://www.cipfa.org/policy-and-guidance/publications/i/ifrs-16-leases-an-early-quide-for-
local-authority-practitioners

IFRS 16 has been adopted a year earlier in the commercial sector. The Financial Reporting
Council has published an IFRS 16 Thematic Review ‘Review of Interim Disclosures in the
First Year of Application’, containing key findings from their review and providing helpful
insights into important disclosure requirements. The FRC’s publication is available at:

https://www.frc.org.uk/getattachment/al0e7c6e7-67d0-40fe-b869-e5cc589afe79/IFRS-16-
thematic-review-2019-optomised.pdf.
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Grant Thornton’s Sustainable Growth Index

Report

Grant Thornton has launched the Sustainable Growth Index
(formerly the Vibrant Economy Index) — now in its third year.
The Sustainable Growth Index seeks to define and measure
the components that create successful places. Our aim in
establishing the Index was to create a tool to help frame
future discussions between all interested parties, stimulate
action and drive change locally. We have undergone a
process of updating the data for English Local Authorities on
our online, interactive tool, and have produced an updated
;?eport on what the data means. All information is available
%Jur on our online hub, where you can read the new report and
(AUr regional analyses.

I\I)he Sustainable Growth Index provides an independent, data-led scorecard for each local
area that provides:

* businesses with a framework to understand their local economy and the issues that will
affect investment decisions both within the business and externally, a tool to support their
work with local enterprise partnerships, as well as help inform their strategic purpose and
CSR plans in light of their impact on the local social and economic environment

» policy-makers and place-shapers with an overview of the strengths, opportunities and
challenges of individual places as well as the dynamic between different areas

» Citizens with an accessible insight into how their place is doing, so that they can
contribute to shaping local discussions about what is important to them

The Index shows the 'tip of the iceberg' of data sets and analysis our public services
advisory team can provide our private sector clients who are considering future locations in
the UK, or wanting to understand the external drivers behind why some locations perform
better than others.

Our study looks at over 50 indicators to evaluate all the facets of a place and where they
excel or need to improve.

© 2020 Grant Thornton UK LLP.

© Connt s
Our index is divided into six baskets. These are: T
1 Prosperity Sustainable Growth Index
2 Dynamism and opportunity

3 Inclusion and equality

4 Health, wellbeing and happiness

5 Resilience and sustainability

6 Community trust and belonging

This year’s index confirms that cities have a consistent | 7’\

imbalance between high scores related to prosperity,

dynamism and opportunity, and low scores for health,
wellbeing, happiness inclusion and equality. Disparity
between the richest and poorest in these areas

represents a considerable challenge for those places.

Inclusion and equality remains a challenge for both highly urban and highly rural places and
coastal areas, particularly along the east coast from the North East to Essex and Kent, face
the most significant challenges in relation to these measures and generally rank below
average.

Creating sustainable growth matters and to achieve this national policy makers and local
authorities need to do seven things:

1 Ensure that decisions are made on the basis of robust local evidence.

2 Focus on the transformational trends as well as the local enablers

3 Align investment decisions to support the creation of sustainable growth
4 Align new funding to support the creation of sustainable growth

5 Provide space for innovation and new approaches

6 Focus on place over organisation

7 Take a longer-term view

The online report is available here:

https://www.grantthornton.co.uk/en/insights/sustainable-growth-index-how-does-your-place-
score/
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Institute for Fiscal Studies — English local
government funding: trends and challenges in

2019 and beyond

The Institute for Fiscal Studies (IFS) has found “The 2010s
have been a decade of major financial change for English
local government. Not only have funding levels — and hence
what councils can spend on local services — fallen
significantly; major reforms to the funding system have seen
an increasing emphasis on using funding to provide financial
incentives for development via initiatives such as the

usiness Rates Retention Scheme (BRRS) and the New
Bomes Bonus (NHB).”

(Re IFS goes on to report “Looking ahead, increases in council tax and additional grant

ding from central government mean a boost to funding next year — but what about the
longer term, especially given plans for further changes to the funding system, including an
expansion of the BRRS in 2021-22?

This report, the first of what we hope will be an annual series of reports providing an up-to-
date analysis of local government, does three things in this context. First, it looks in detail at
councils’ revenues and spending, focusing on the trends and choices taken over the last
decade. Second, it looks at the outlook for local government funding both in the short and
longer term. And third, it looks at the impact of the BRRS and NHB on different councils’
funding so far, to see whether there are lessons to guide reforms to these policies.

The report focuses on those revenue sources and spending areas over which county, district
and single-tier councils exercise real control. We therefore exclude spending on police, fire
and rescue, national park and education services and the revenues specifically for these
services. When looking at trends over time, we also exclude spending on and revenues
specifically for public health, and make some adjustments to social care spending to make
figures more comparable across years. Public health was only devolved to councils in 2013—
14, and the way social care spending is organised has also changed, with councils receiving
a growing pot of money from the NHS to help fund services.”

© 2020 Grant Thornton UK LLP.

The IFS reports a number of key facts and figures, including

1) Cuts to funding from central government have led to a 17% fall in councils’ spending on
local public services since 2009-10 — equal to 23% or nearly £300 per person.

2) Local government has become increasingly reliant on local taxes for revenues.

3) Councils’ spending is increasingly focused on social care services — now 57% of all
service budgets.

The IFS report is available on their website below:

https://www.ifs.org.uk/publications/14563

| I Institute for
Fiscal Studies

English local government funding: trends and

challenges in 2019 and beyond
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