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Introduction

This paper provides the Audit Committee with a report on progress in

Your key Grant Thornton delivering our responsibilities as your external auditors.

team members are:

Ciaran McLaughlin
Key Audit Partner . . .
T 020 7728 2936 * asummary of.emerglng national issues and developments that may be relevant to you as
a local authority; and

The paper also includes:

E Ciaran.T.McLaughlin@uk.gt.com

* includes a number of challenge questions in respect of these emerging issues which the
Paul Harvey Comrpittee ma.g_wish to consider [thesg are a tool to use, if helpful, rather than formal
questions requiring responses for audit purposes)

Manager

T 0116 257 5589

E Paul.M.Harvey@uk.gt.com Members of the Audit Committee can find further useful material on our website, where we
have a section dedicated to our work in the public sector. Here you can download copies of

Ross Corbett our publications https://www.grantthornton.co.uk/en/services/public-sector-services/

Assistant Manager
T 0121232 5221

If you would like further information on any items in this briefing, or would like to register with
E Ross.DL.Corbett@uk.gt.com

Grant Thornton to receive regular email updates on issues that are of interest to you, please
contact either your Engagement Lead or Engagement Manager.
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Progress at March 2022

Financial Statements Audit

Our audit planning work has been delayed due to the ongoing
2020/21 audits of the predecessor bodies. Once these audits are
completed we will commence our initial planning and interim
fieldwork for the 2021/22 audit. Our interim fieldwork includes:

* Reviewing the Authority’s control environment
* Gaining an understanding of Authority’s financial systems
* Reviewing Internal Audit reports on core financial systems

* Understanding how the Authority makes material estimates for
the financial statements

* Early work on emerging accounting issues

We are aiming to issue a detailed audit plan, setting out our
proposed approach to the audit of the Authority's 2021/22 financial
statements in July 2022. We expect to begin our work on your draft
financial statements in late September.

We will report our work in the Audit Findings Report and aim to give
our opinion on the Statement of Accounts by November 2022

The Accounts and Audit (Amendment] Regulations 2021 push back
the date by which principal authorities need to publish their draft
financial statements to the first working day of August. The
Department for Levelling Up, Communities and Housing (DLUHC)
states that they intend, subject to consultation, to introduce
secondary legislation to extend the deadline for publishing audited
local authority accounts to 30 November 2022 for the 2021/22
accounts.

© 2022 Grant Thornton UK LLP.

Value for Money

The new Code of Audit Practice (the “Code”) came into force on 1 April
2020 for audit years 2020/21 and onwards. The most significant
change under the new Code was the introduction of an Auditor’s
Annual Report, containing a commentary on arrangements to secure
value for money and any associated recommendations, if required.

The new approach is more complex, more involved and is planned to
make more impact.

Under the 2020 Code of Audit Practice, for relevant authorities other
than local NHS bodies auditors are required to issue our Auditor’s
Annual Report no later than 30 September or, where this is not
possible, issue an audit letter setting out the reasons for delay.

As a result of the ongoing pandemic, and the impact it has had on
both preparers and auditors of accounts to complete their work as
quickly as would normally be expected, the National Audit Office has
updated its guidance to auditors to allow us to postpone completion
of our work on arrangements to secure value for money and focus our
resources firstly on the delivery of our opinions on the financial
statements. This is intended to help ensure as many as possible could
be issued in line with national timetables and legislation. The extended
deadline for the issue of the Auditor's Annual Report is now no more
than three months after the date of the opinion on the financial

statements. We anticipate issuing our Auditor’s Annual Report in
January 2023.



Progress at March

Other areas

Meetings

We met with Finance Officers in April as part of our quarterly
liaison meetings and continue to be in discussions with finance
staff regarding emerging developments and to ensure the audit
process is smooth and effective.

Events

We provide a range of workshops, along with network events for
members and publications to support the Authority. Your officers
attended our Accounts Workshop in January and February 2022,
where we highlighted financial reporting requirements for local
authority accounts and gave insight into elements of the audit
approach.

Further details of the publications that may be of interest to the
Authority are set out in our Sector Update section of this report.

© 2022 Grant Thornton UK LLP.
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2022 (cont.)

Audit Fees

During 2017, PSAA awarded contracts for audit for a five year period
beginning on 1 April 2018. 2021/22 is the fourth year of that contract.
Since that time, there have been a number of developments within the
accounting and audit profession. Across all sectors and firms, 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 additional and more robust testing.

Our work in the Local Government sector in the period 2018/19 to
2021/22 has highlighted areas where financial reporting, in particular,
property, plant and equipment and pensions, needs to improve. There
is also an increase in the complexity of Local Government financial
transactions and financial reporting. This combined with the FRC
requirement that all Local Government audits are at or above the “few
improvements needed” (2A) rating means that additional audit work is
required.

We have reviewed the impact of these changes on both the cost and
timing of audits. We have discussed this with your s1561 Officer
including any proposed variations to the Scale Fee set by PSAA
Limited, and have communicated fully with the Audit Committee.

As a firm, we are absolutely committed to meeting the expectations of
the FRC with regard to audit quality and local government financial
reporting.



Audit Deliverables
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2021/22 Deliverables Planned Date Status
Audit Plan July 2022 Not yet due
We are required to issue a detailed audit plan to the Audit Committee setting out our proposed approach in

order to give an opinion on the Authority’s 2021/22 financial statements and the Auditor’s Annual Report on the

Authority’s Value for Money arrangements.

Audit Findings Report November 2022 Not yet due
The Audit Findings Report will be reported to the November Audit Committee.

Auditors Report November 2022 Not yet due
This includes the opinion on your financial statements.

Auditor’s Annual Report January 2023 Not yet due
This Report communicates the key issues arising from our Value for Money work.

2021/22 Audit-related Deliverables Planned Date Status
Teachers Pensions Scheme - certification 31December 2022  Not yet due
This is the report we submit to Teachers Pensions based upon the mandated agreed upon procedures we are

required to perform.

Housing Benefit Subsidy - certification 31January 2023 Not yet due
This is the report we submit to Department of Work and Pensions based upon the mandated agreed upon

procedures we are required to perform.

Pooling of housing capital receipts - certification February 2022 Not yet due

This is the report we submit to the Department for Levelling Up, Communities and Housing (“DLUCH”). based
upon the mandated agreed upon procedures we are required to perform.

© 2022 Grant Thornton UK LLP.
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Financial Reporting Council annual report

On 29 October, the Financial Reporting Council (FRC] published its
annual report setting out the findings of its review of the work of local
auditors. The report summarises the results of the FRC’s inspections of
twenty audit files for the last financial year. A link to the report is here:

FRC AOR Maijor Local Audits October 2021

Grant Thornton are one of seven firms which currently delivers local
audit work. Of our 330 local government and NHS audits, 87 are currently
defined as ‘major audits’ which fall within the scope of the AQR. This
year, the FRC looked at nine of our audits.

Ouir file review results

The FRC reviewed nine of our audits this year. It graded six opinion files
(67%) as ‘Good’ and requiring no more than limited improvements. No
files were graded as requiring significant improvement, representing an
impressive year-on-year improvement. The FRC described the
improvement in our audit quality as an ‘encouraging response by the
firm to the quality findings reported in the prior year.” Our Value for
Money work continues to be delivered to a high standard, with all of the
files reviewed requiring no more than limited improvement. We welcome
the FRC findings and conclusions which demonstrate the impressive
improvement we have made in audit quality over the past year.

The FRC also identified a number of good practices including effective
challenge of management’s valuer, use of an auditor’s expert to assist
with the audit of a highly specialised property valuation, and the extent
and timing of involvement by the audit partner on the VFM conclusion.

© 2022 Grant Thornton UK LLP.

Our “Opinion” results over the past three years are shown in the table
below:

Grade Number Number Number
2020/21 2019/20 2018/19

Good with limited
improvements (Grade 1
or2)

Improvements required

(Grade 3)

Significant improvements
required (Grade 4)

Total

3

0

Our “VFM” results over the past two years are shown in the table below. The

FRC did not review VFM in 2018/19:

Grade Number Number
2020/21 2019/20

Good with limited
improvements (Grade 1
or2)

Improvements required

(Grade 3)

Significant improvements
required (Grade 4)

Total

6

0

0

6



Commercial in confidence

Financial Reporting Council annual report

(cont.)

Quality Assurance Department (QAD) Reviews

In addition to the reviews undertaken by the FRC on major local audits, the
OAD team from the ICAEW undertake annual reviews of non-major locall
audits as well as reviews of Foundation Trusts on behalf of NHSEG&I.

The QAD reviewed five of our audits this year and graded all of them
(100%) as ‘Satisfactory / generally acceptable’ for both the financial
statements and VFM elements of the audit, which is the highest grading.

Grade Number | Number | Number
2020/21 | 2020/19 | 2019/18

Satisfactory / generally
acceptable

Improvement required 0 1 0
Significantimprovement required 0 0 0
Total 5 7 2

Our continued commitment to Audit quality and continuous improvement
Our work over the past year has been undertaken during the backdrop of
COVID-19, when the public sector has faced the huge challenge of
providing essential services and helping safeguard the public during the
pandemic. Our NHS bodies in particular have been at the forefront of the
public health crisis.

© 2022 Grant Thornton UK LLP.

As auditors we have shown compassion to NHS staff deeply affected by the
crisis, whilst staying focused on the principles of good governance and
financial management, things which are more important than ever. We are
very proud of the way we have worked effectively with audited

bodies, demonstrating empathy in our work whilst still upholding the
highest audit quality.

Over the coming year we will make further investments in audit quality
including strengthening our quality and technical support functions, and
increasing the level of training, support and guidance for our audit teams.
We will address the specific improvement recommendations raised by the
FRC, including:

. Enhanced training for local auditors on key assumptions within
property valuations, and how to demonstrate an increased level of
challenge

o Having formal internal consultations when considering complex

technical issues.

As part of our enhanced Value for Money programme, we will focus on
identifying the scope for better use of public money, as well as highlighting
weaknesses in governance or financial stewardship where we see them.

Conclusion

Local audit plays a critical role in the way public sector audits and society
interact, and it depends on the trust and confidence of all those who rely
on it. As a firm we’re proud to be doing our part to promote good
governance, effective stewardship and appropriate use of public funds.



Sector Update

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

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

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

© 2022 Grant Thornton UK LLP.
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e Grant Thornton Publications

* Insights from local government sector
specialists

* Reports of interest

* Accounting and regulatory updates

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

Local

Public Sector
government
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Levelling up White Paper - Department for
Levelling Up, Communities and Housing
(“DLUCH”)

On 2 February the Department for Levelling Up, Communities and

Housing (“DLUCH?) published its Levelling Up White Paper. oreczls by providing leaders and businesses with the tools they
need.

4) The UK Government will transform its approach to data and
evaluation to improve local decision-making.

5) The UK Government will create a new regime to oversee its
levelling up missions, establishing a statutory duty to publish
an annual report analysing progress and a new external
Levelling Up Advisory Council.

3] The UK Government will empower decision-makers in local

The paper states “Levelling up requires a focused, long-term plan of
action and a clear framework to identify and act upon the drivers of
spatial disparity. Evidence from a range of disciplines tells us these
drivers can be encapsulated in six “capitals™

* Physical capital - infrastructure, machines and housing.

* Human capital - the skills, health and experience of the workforce.

* Intangible capital - innovation, ideas and patents.

* Financial capital - resources supporting the financing of companies.
* Social capital - the strength of communities, relationships and trust.
* Institutional capital - local leadership, capacity and capability.”

The paper also states “This new policy regime is based on five mutually
reinforcing pillars.” These are set out and explained as:

1) The UK Government is setting clear and ambitious medium-term
missions to provide consistency and clarity over levelling up policy

objectives. Levelling Up the United
2] Central government decision-making will be fundamentally Kingdom - GOV.UK
reoriented to align policies with the levelling up agenda and hardwire [www.gov.uk]

spatial considerations across Whitehall.

© 2022 Grant Thornton UK LLP. 10
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Grant Thornton - reaction to Levelling up White
Paper

On 2 February the Department for Levelling Up, Communities and

Housing (“DLUCH™) published its Levelling Up White Paper. “To level up, these areas would need to grow their economies by
£12billion, increase employment rates by 6 percentage points,
Commenting on the release of the government’s Levelling up White create 1,700 new businesses a year Of‘d increase average weekly
Paper plans, Phil Woolley, Head of Public Sector Consulting, Grant pay by £200. It is too early to determine whether the measures
Thornton UK LLP, said: announced today will be sufficient, but it is a start. Success will

ultimately depend on the ability and willingness of local and

“The publication of today’s White Paper plans is a welcome first step national government to translate these new frameworks into

and it is reassuring to see the government recognise the need for meaningful change in people’s lives.

systemic changes in order to deliver its central aim of Levelling up. The B ) ) .

12 missions’ can be seen as an attempt to consolidate existing elements The Spe'nollng Re.wew offers th? next opportunity for government
of government activity behind a singular banner and now provides a to show its commitment by realigning departmental objectives

clearer picture of the levelling up opportunity. behind these new goals.

“Following a decade of successful regional devolution and mayors, the
White Paper marks the next stage of the country’s devolution journey.
With government now offering a clear framework of devolved powers
and accountability, local leaders will need to embrace the opportunity
and collaborate across the public and private sector to ensure they
negotiate and then deliver the best deal for their communities. Grant
Thornton’s Levelling Up Index shows that the economies of the 10 worst
performing local authorities in England are on average over five times
smaller than their best performing counterparts - highlighting the scale
of the challenge ahead.

© 2022 Grant Thornton UK LLP. il
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Emergency consultation on 2021/22 reporting

requirements - CIPFA

On 4 February CIPFA released an emergency four week consultation on
time limited changes to the Code to help alleviate delays to the publication
of audited financial statements. This explores two possible changes that
might be made as an update to the 2021/22 code and to the agreed
position in the 2022/23 code.

The decision to launch the consultation came after the Department for
Levelling up, Housing and Communities (DLUHC) asked CIPFA to consider
amendments to the Code of Practice on Local Authority Accounting, after
just 9% of local audits for 2020-21 were published on time.

After considering a wide range of options CIPFA LASAAC decided to explore
two approaches:

1) An adaptation to the code to allow local authorities to pause professional
valuations for operational property, plant and equipment for a period of up
to two years (though the initial proposal is for the 2021/22 financial year);
this approach also explores the use of an index to be used to increase or
reduce that valuation

2) Deferring the implementation of IFRS 16 Leases for a further year and
reversing the planned changes to the 2022/23 code to implement that
standard.

CIPFA Chief Executive Rob Whiteman said: “DLUHC is understandably
concerned about this growing crisis - and CIPFA shares this concern. We
are committed to supporting CIPFA LASAAC in its exploration of the options
that may improve timeliness issues, without significantly impacting
accountability. But this is a difficult issue, and we need feedback from
stakeholders on whether and how this might work.”

CIPFA said that the changes do not represent the best form of financial
reporting for local authorities, but are a “temporary expedient to help
improve an unacceptable situation”.

© 2022 Grant Thornton UK LLP.

The consultation closed on Thursday 3 March. Any updates to the Code
are subject to oversight by the Financial Reporting Advisory Board before
implementation.

The consultation can be found here:

https://www.cipfa.org/policy-and-guidance/consultations/emergency-
proposals-for-update-of-202122-and-2022223-codes

Summary of the Grant Thornton response
Property, Plant & Equipment Valuations

In principle we are very supportive of changes to the measurement basis for
operational property, plant and equipment. However our view is that it is too
late to effect change for the 2021/22 reporting cycle. Our response
highlighted a number of difficulties with this approach, including the risk
that some assets then fall outside of the requirement to be revalued every
five years as a minimum, and the challenge of consistent application of
indexation. The proposed amendments to the Code do not appear to
override the requirement that the carrying amount does not differ materially
from that which would be determined using the current value at the end of
the reporting period, which stems from IAS 16:31. If the financial reporting
requirements are not sufficiently tightly defined and auditors therefore
cannot obtain sufficient and appropriate audit evidence to support this
requirement, there is a risk that audit opinions could be modified as a result.

Deferral of IFRS 16 - Leases

The removal of the requirement for disclosure (based upon IAS 8) in 2021/22
is not likely to have a significant impact in terms of freeing up auditor time
and audit work covering the disclosures in 2022/23 would then be required
in the 2022/23 audit. Savings to preparer time and effort would depend on
what progress has already been made in preparing for the imminent
implementation of IFRS 16.
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Prudential Code and Treasury Management

Code - CIPFA

On 20 December CIPFA published the new Prudential Code for Capital
Finance in Local Authorities (Prudential Code) and Treasury Management in
the Public Services Code of Practice and Cross-Sectoral Guidance Notes
(the Treasury Management Code).

CIPFA commented “These two statutory and professional codes are
important regulatory elements of the capital finance framework in which
local authorities operate. Local authorities are required by regulation to
‘have regard to’ their provisions. These two codes have been published a
principles-based consultation from February to April, which was followed by
a second consultation on the detailed changes to the code from September
to mid-November.

The updated Prudential Code includes some substantive changes. Most
notably, the provisions in Code which present the approach to borrowing in
advance of need in order to profit from additional sums borrowed have
been strengthened. Additionally, the relevant parts of Code have
augmented to be clear that borrowing for debt-for-yield investment is not
permissible under the Prudential Code. This recognises that commercial
activity is part of regeneration but underlines that such transactions do not
include debt-for-yield as the primary purpose of the investment or represent
an unnecessary risk to public funds.”

© 2022 Grant Thornton UK LLP.

The updated Prudential Code removes the "advance of need" terminology
and emphasises the legislative basis for borrowing, namely that a locall
authority can borrow and invest for any legislative function and/or for the
prudent management of their financial affairs.

The examples listed in the Code of legitimate prudential borrowing are:

* Financing capital expenditure primarily related to the delivery of a local
authority’s functions;

* Temporary management of cash flow within the context of a balanced
budget;

* Securing affordability by removing exposure to future interest rate rises;
or

* Refinancing current borrowing, including replacing internal borrowing, to
manage risk or reflect changing cash flow circumstances.

CIPFAY
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Good practice in annual reporting - NAO

The National Audit Office (NAO) has published this guide which sets out
good practice principles for annual reporting with examples from public
sector organisations

The NAO comment that the guide sets out “good-practice principles that we
believe underpin good annual reporting. These principles are: Supporting
Accountability; Transparency; Accessibility; and the need for the report to
be Understandable.”

The NAO further comment “The best annual reports we have seen use these
principles to tell the “story” of the organisation. It is important that
stakeholders, including the public and Parliament, are able to hold an
organisation to account. To do this effectively, stakeholders need to
properly understand the organisation’s strategy, key risks that might get in
the way of delivering this strategy and the effectiveness of their
management, and the amount of taxpayers’ money that has been spent to
deliver the outcomes the organisation seeks to achieve.”

The guide draws on examples of good practice from within each of the six
sections of an Annual Report:

* Strategy

* Risk

* Operations

* Governance

* Measures of success

* Financial performance

e External factors

© 2022 Grant Thornton UK LLP.

Although the guide does not include any local authority examples,
those included, and the underlying principles, are equally relevant
to all public facing organisations.

Good practice guide @

Good practice in annual reporting

National Audit Office

We are the UK's independant
public spending watchdog

The guide can be found here:
Good practice in annual reporting - National Audit Office

NAO) Report
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