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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 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, 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.



Introduction

Your key Grant Thornton
team members are:

Gareth Mills

Key Audit Partner & Engagement Lead
T 07825 1156921

E gareth.mills@uk.gt.com

Perminder Sethi
Engagement Senior Manager
T 07768 935273

E perminder.sethi@uk.gt.com
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This paper provides the Corporate Governance and Audit Committee with a
report on progress in delivering our responsibilities as your external
auditors.

The paper also includes:

* asummary of emerging national issues and developments that may be relevant to you as
a local authority; and

* includes a number 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)

Members of the Corporate Governance and 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 our publications www.grantthornton.co.uk .

If you would like further information on any items in this briefing, or would like to register with
Grant Thornton to receive regular email updates on issues that are of interest to you, please
contact either Gareth or Perminder.



Progress as at 7 June 2021

Financial Statements Audit

We have commenced our planning work for the 2020-21 audit
during March 2021, and expect to complete our planning and
interim audit work in July. We expect to begin our work on your
draft financial statements during late July / early August.

Our interim fieldwork includes:

* Updated review of the Authority’s control environment

* Updated understanding of financial systems

* Review of Internal Audit reports on core financial systems

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

* Early work on emerging accounting issues

Once we have completed our planning work, we will issue a detailed
Audit Plan, setting out our proposed approach to the audit of the
Authority's 2020-21 financial statements. We expect to present our
Audit Plan to the Committee on 30 July.

We will report our work in the Audit Findings (ISA260) Report and
aim to give our opinion on the Statement of Accounts by 30
November 2021. The context to this timing is set out in more detail
on page 6.
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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 is the introduction of an Auditor’s Annuall
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 will make more
impact. Before beginning our work, we will discuss with you the timing
and resourcing.

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.

The NAO has ‘decoupled’ the VFM arrangements review from the audit
opinion on the financial statements. With the deadline for the VFM
work now given as three months after the date of the auditor’s opinion
on the financial statements.

Please see page 8 for further details.



Other areas

Meetings

We continue to meet on a regular basis
with the Section 151 Officer and her senior
finance team. Our liaison meetings and
discussions with finance staff help to
ensure a regular dialogue regarding
emerging developments and to ensure the
audit process is smooth and effective.

Events

We provide a range of workshops, along
with network events and publications to
support the Authority. Your officers
attended our Financial Reporting
Workshop in February, which helped to
ensure that members of your Finance Team
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 Authority are set outin
our Sector Update section of this report.
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Audit Fees: proposed audit fee for 2020-21

During 2017, PSAA awarded contracts for audit for a five year period beginning on 1 April 2018. 2020-21 is the third 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 both 2018-19 and 2019-20 included additional audit work, particularly in
respect of property, plant and equipment valuations and pensions liability. 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 graded at or above the “few improvements needed” (2A) rating means that additional
audit work is required.

As referred to on page 8, the 2020-21 Code introduces a revised approach to our VFM work. This requires auditors to
produce a commentary on arrangements across all of the key criteria, rather than the previous ‘reporting by exception’
approach. Auditors now have to make far more sophisticated judgements on performance, as well as issue key
recommendations if any significant weaknesses in arrangements are identified during the audit. We will be working
with the NAO and other audit firms to discuss and share learning in respect of common issues arising across the sector.

The new approach will be more challenging for audited bodies, involving discussions at a wider and more strategic
level. Both the reporting, and the planning and risk assessment which underpins it, will require more audit time,
delivered through a richer skill mix than in previous years. Our estimate is that for your audit, this will result in an
increased fee. This is in line with increases we are proposing at all our metropolitan council audits.

Additionally, 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, as noted in the number of revised ISA’s.

The ongoing impact of the additional work required on significant risk areas of the audit (eg PPE and Pensions),
together with the new VFM Code and the requirements of the revised ISAs, result in a proposed audit fee for 2020-21 of
£275,604 (2019-20 £238,35). Whilst we appreciate this is a significant increase on the PSAA scale fee of £178,604, it
reflects the very different environment auditors are now working in compared to when the audit tender was bid for
back in 2017.  We understand from discussions with the finance team that the Council may be required to produce
group accounts for the first time in 2020-21. If this does transpire then there will be an additional audit fee required in
order to complete the group accounts audit work.

It should be noted that both the Redmond Review and MHCLG also recognised the need to increase audit fees and, in
this context, MHCLG made £15m available to local authorities to support the expected uplift in fees in 2020-21. As a
firm we have 40% of the local authority market and our proposed increases across the sector equate to 40% of the
funding made available to local authorities to cover the uplift in fees.

We have discussed this with the Section 151 Officer. Further details on our 2020-21 audit fee will be included in the Audit
Plan in July.

As a firm, we are absolutely committed to meeting the expectations of the FRC with regard to audit quality and locall

government financial reporting.
5



Audit Deliverables (indicative)

2020-21 Deliverables Planned Date Status

Audit Plan July 2021 Not yet due

We are required to issue a detailed Audit Plan to the Corporate Governance and Audit Committee setting out our proposed
approach in order to give an opinion on the Authority’s 2020-21 financial statements and the Auditor’s Annual Report on the
Authority’s Value for Money arrangements.

Interim Audit Findings September 2021 Not yet due
We will report to you the findings from our interim audit and our initial value for money risk assessment within our Progress

Report.

Audit Findings (ISA260) Report (the key findings from our accounts audit) November 2021* Not yet due

The Audit Findings Report is targeted to be reported to the November Corporate Governance and Audit Committee.

Auditors Report - issuing our opinion to sign off your 2020-21 accounts November 2021* Not yet due

This is the projected date for our opinion on your financial statements.

Auditor’s Annual Report (the findings from our VFM arrangements review) January 2022* Not yet due

This is a new report for 2020-21 in which we will communicate the key issues arising from our Value for Money work. Under the
NAQO guidance this needs to be issued within 3 months of the accounts opinion date.

* Members of the Corporate Governance and Audit Committee will be familiar from previous discussions regarding the challenging nature of the availability of specialist public sector externall
audit staff, and the volume of local authority audits which continued after last year’s target date of completion of 30 November 2020. This background coupled with the impact of Covid remote
working and the need to prioritise our Housing Benefit delivery in the early part of 2021 and then NHS clients given their earlier audit deadline of June 2021, means that we are behind in our locall
authority planning and interim work compared to our normal timings and profile of delivery.

We have noted that MHCLG has set an indicative date of 30 September 2021 for audited local authority accounts (two months earlier than last year). Given the context set out above, we believe
this is highly unrealistic for 2020-21 audits (but as a firm we are fully supportive of this in a ‘normal’ year). We would also note that the Council’s finance team are also under considerable pressure
at this time to deal with the production of the annual accounts alongside other commitments (the draft accounts deadline for this year is 31 July - one month earlier than last year]).

Therefore, we are proposing to target completing our audit fieldwork on your accounts in October before dealing with completion tasks and targeting signing off your accounts in November. This
may need to be revised should group accounts be required in 2020-21. We will be happy to discuss this issue in more detail at the June Corporate Governance and Audit Committee.

| know the prospect of potentially ‘missing’ the deadline is not ideal and | am happy to make clear to Members at the Corporate Governance and Audit Committee that this is absolutely my call
and not a reflection in any way of the Council’s finance team or of the Council as a whole. Delivering a robust, high quality audit is my priority and | do not believe pushing to hit an unrealistic
deadline of 30 September would support this. The indicative timetable set out above is consistent with the messages | am giving my other local authority clients and indeed my colleagues are
doing so across the wider GT audit client base.

Where audits remain ongoing after the statutory date, all that is required to adhere to the Accounts and Audit Regs is a short statement on your website informing people that the audit remains
ongoing and that the Council is continuing to engage with the external auditors to complete their audit. There is no naming of authorities that miss the deadline or any financial penalties arising.
We can agree a form of wording in due course. As a Firm we have pushed back to MHCLG on the 30 September date for this year as not realistic, however, in a ‘normal’ year we are absolutely
supportive of a 30 September sign off date.

© 2021 Grant Thornton UK LLP. 6



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 corporate governance and
audit committee members, as well as any accounting and
regulatory updates.

© 2021 Grant Thornton UK LLP.

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




The new approach to Value for Money

The nature of value for money work

Section 20 and 21 of the Local Audit and Accountability Act 2014 (the Act),
require auditors to be satisfied that the body “has made proper arrangements
for securing economy, efficiency and effectiveness in its use of resources”. The
auditor’s work on VFM arrangements is undertaken in accordance with the
Code and its supporting statutory guidance. The Comptroller and Auditor
General has determined through the 2020 Code and guidance that the key
output from local audit work in respect of VFM arrangements is the
commentary as reported in the Auditor’s Annual Report. It is therefore not a
VFM arrangements ‘conclusion’ or an ‘opinion’ in the same sense as the opinion
on the financial statements themselves. The Act and the Code require auditors
to consider whether the body has put in place ‘proper arrangements’ for
securing VFM. The arrangements that fall within the scope of ‘proper
arrangements’ are set out in 'AGN 03 Auditors' work on VFM arrangements',
which is issued by the NAO. When reporting on these arrangements, the Code
requires auditors to structure their commentary on arrangements under three
specified reporting criteria:

Financial sustainability

How the body plans and manages its resources to ensure it can continue to
deliver its services, including how the body:

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

* plans to bridge its funding gaps and identifies achievable savings;

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

© 2021 Grant Thornton UK LLP.

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

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

Governance

How the body ensures that it makes informed decisions and properly manages
its risks, including how the body:

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

* approaches and carries out its annual budget setting process;

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

* ensures it makes properly informed decisions, supported by appropriate
evidence and allowing for challenge and transparency. This includes
arrangements for effective challenge from those charged with
governomce/oudit committee; and

* monitors and ensures appropriate standards, such as meeting
legislative/regulatory requirements and standards in terms of officer or
member behaviour (such as gifts and hospitality or declarations/conflicts of
interests).



The new approach to Value for Money

Improving economy, efficiency and effectiveness

How the body uses information about its costs and performance to improve the

way it manages and delivers its services, including:

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

how the body evaluates the services it provides to assess performance and
identify areas for improvement;

how the body ensures it delivers its role within significant partnerships,
engages with stakeholders it has identified, monitors performance against
expectations, and ensures action is taken where necessary to improve; and

where the body commissions or procures services, how the body ensures
that this is done in accordance with relevant legislation, professional
standards and internal policies, and how the body assesses whether it is
realising the expected benefits.

P
P —n—

Maximising
the value
from
auditor’s
work

More
meaningful
and timely

reporting

f

More
freedom to
reflect local

context
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The new approach to Value for Money

The table below details what will be reported in the Auditor’s

Annual Report:

Section of report

Content

Commentary on
arrangements

An explanation of the VFM work that has been
undertaken during the year, including the risk
assessment and any further risk-based work. It will
also highlight any significant weaknesses that have
been identified and brought to the body’s attention.
The commentary will allow auditors to better reflect
local context and draw attention to emerging or
developing issues which may not represent
significant weaknesses, but which may nevertheless
require attention from the body itself.

The table below details the three types of
recommendations that auditors can make. Auditors may
make recommendations at any time during the year.

Type of
recommendation

Definition

Statutory
recommendation

Where auditors make written recommendations to the
body under Section 24 and Schedule 7 of the Local
Audit and Accountability Act 2014. A recommendation of
this type requires the body to discuss and respond
publicly to the report.

Recommendations

Where an auditor concludes that there is a
significant weakness in a body’s arrangements, they
report this to the body and support it with a
recommendation for improvement.

Progress in
implementing
recommendations

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

Key recommendation

Where auditors identify significant weaknesses in a
body’s arrangements for securing value for money,
they have to make recommendations setting out the
actions that the body should take to address them

Improvement
recommendation

Where auditors do not identify a significant weakness
in the body’s arrangements, but still wish to make
recommendations about how the body’s arrangements
can be improved

Use of additional
powers

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

Opinion on the
financial
statements

The auditor’s annual report also needs to summarise
the results of the auditor’s work on the financial
statements.

© 2021 Grant Thornton UK LLP.



Revised auditing standard: Auditing Accounting
Estimates and Related Disclosures

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

Introduction

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

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

*  How management identifies the need for and applies specialised skills or
knowledge related to accounting estimates;

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

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

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

Specifically do Audit Committee members:

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

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

* Evaluate how management made the accounting estimates?

© 2021 Grant Thornton UK LLP.

Additional information that will be required for our March 2021
audits

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

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

* Valuations of land and buildings, council dwellings and investment properties
* Depreciation

* Year end provisions and accruals

* Credit loss and impairment allowances

* Valuation of defined benefit net pension fund liabilities

* Fairvalue estimates

* Valuation of level 2 and level 3 financial instruments
The Authority’s Information systems

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

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

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



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

* Al accounting estimates and related disclosures included in the financial
statements have been prepared in accordance with the requirements of the
financial reporting framework, and are materially accurate;

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

Estimation uncertainty

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

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

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

For example, how management identified and considered alternative methods,
assumptions or source data that would be equally valid under the financial
reporting framework, and why these alternatives were rejected in favour of the
point estimate used.

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

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

© 2021 Grant Thornton UK LLP.

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

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

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

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

How can you help?

As part of our planning risk assessment procedures we routinely make a number of
enquiries of management and those charged with governance, which include
general enquiries, fraud risk assessment questions, going concern considerations
etc. Responses to these enquires are completed by management and confirmed by
those charged with governance at an Audit Committee meeting. For our 2020-21
audit we will be making additional enquires on your accounting estimates in a
similar way (which will cover the areas highlighted above). We would appreciate a
prompt response to these enquires in due course.

Further information

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

https://www.frc.org.uk/getattachment/0fa69c03-49ec-49ae-a8c9-
cc/a2b65382a/1SA-(UK)-540_Revised-December-2018_final.pdf




Insight into accounting for grants in local
government financial statements - Grant

Thornton

The government has provided a range of financial support packages
throughout the COVID-19 pandemic.

We have issued a brief bulletin aimed at helping local government bodies
identify the key things they should consider when determining the
accounting treatment for these grants in their financial statements for

2020/21.

There are no changes to the accounting treatment for grants as required by
the CIPFA Code of Practice on Local Authority Accounting. What has
changed, is the extent of additional funding to support the cost of services,
to offset other income losses along with grant packages to be paid out to
support local business. Local authorities need to consider the nature and
terms of the various COVID-19 measures in order to determine whether there
is income and expenditure to be recognised in the Comprehensive Income
and Expenditure Statement in 2020/21.

The report highlights the factors to consider, including:

* Where the funding is to be transferred to other parties, is the authority
acting as principal or as agent?

* Are there grant conditions outstanding?

* Is the grant a specific or non-specific grant?

© 2021 Grant Thornton UK LLP.

Our bulletin provides you with links to further information on the various
support packages and summarises features that may be relevant to your
judgements as you determine the appropriate accounting treatment.

Local authorities need to demonstrate their judgements on the accounting
treatment to be reasonable and soundly based and, where these have a
significant effect on the accounts, to ensure they include sufficient
disclosures to meet the requirements of IAS 1:122.

Please ask your audit manager for the full report:

e ﬁ

Accounting for grants in
local government financial
statements




Local government finance in the pandemic -

National Audit Office

The National Audit Office (NAQ) report, published in March, notes “The
COVID-19 pandemic has been an unprecedented public health and
economic emergency. Local authorities in England have made a major
contribution to the national response to the pandemic, working to protect
local communities and businesses, while continuing to deliver existing
services. The pandemic has in turn placed significant pressure on local
authorities’ finances, which in many cases were already under strain going
into the pandemic.”

The NAO report examines if the Department’s approach to local government
finance in the COVID-19 pandemic enabled it to assess and fund the costs
of new services which local authorities have been asked to deliver. It also
examines whether the Department fulfilled its responsibilities in securing
financial sustainability across the sector.

The NAO report concludes “Steps taken by the government, led by the
Department, have supported local authorities in the COVID-19 pandemic
response. The Department’s successful monthly collection of data and
continued intensive engagement with the sector provided a good evidence
base to underpin the financial and other support provided by government.
Action by the Department and wider government to support the sector has
averted system-wide financial failure at a very challenging time and means
that the Department has managed the most severe risks to value for money
in the short term.

However, the financial position of local government remains a cause for
concern. Many authorities will be relying on reserves to balance their 2020-
21 year-end budgets. Despite continuing support into 2021-22 the outlook for
next year is uncertain. Many authorities are setting budgets for 2021-22 in
which they have limited confidence, and which are balanced through cuts
to service budgets and the use of reserves.”

© 2021 Grant Thornton UK LLP.

The NAO report found that “the combined impact on spending and non-tax
income in 2020-21is £9.7bn - equivalent to 17.6% of revenue expenditure. So
far the government has announced £9.1bn of financial support, leaving a
deficit of £60bm.”

National Audit Office

The full report can be
obtained from the NAO
website:

Local government finance

in the pandemic Local government finance

in the pandemic - National
Audit Office (NAO] Report

Ministry of Housing, Communities
& Local Government

REPORT

by the Comptroller
and Auditor General

SESSION 2019-2021
10 MARCH 2021
HC 1240




Good practice in annual reporting - National

Audit Office

The National Audit Office (NAO) state that the guide, launched in February,
“Sets out our good practice principles for good annual reporting and
provides illustrative examples taken from public sector organisations who
are leading the way in this area.

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

The NAO also state that the guide “provides further examples where bodies
have made their context more understandable to the reader through use of
graphics and clear language and signposting.”

However, The NAO observe "Done well, reporting in the public sector
enables the public and Parliament to understand - with ease and
confidence - an organisation’s strategy and the risks it faces, how much
taxpayers’ money has been spent and on what, and what has been
achieved as a result.”
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Further, the NAO note “The significant impacts of the pandemic emerged in
the UK in mid-March 2020. This means that, for many organisations, the
reporting impact will be greater in 2020-21 than in the prior year.
Transparent annual reporting will help stakeholders understand the impact
of COVID-19 on an organisation’s strategy, plans and operational and
financial performance.”

(oY

National Audit Office

Examples of good practice from the public sector
Good practice in annual reporting
February 2021

Cur intsractve guid

illustrative examples take:
public sactor organi:
sre leading the way in this area.

‘We are the UK's independent
public spending watchdog

Extemnal Relations
DF Ref 11971-001

The full report can be obtained from the NAO website:

https://www.nao.org.uk/report/good-practice-in-annual-reports-february-2021/




2019-20 audited accounts - Public Sector Audit

Appointments

In December 2020 Public Sector Audit Appointments (PSAA) published
figures relating to the audit of 2019/20 local authority financial statements.

PSAA report “Audit arrangements in local councils, police, fire and other
local government bodies are continuing to exhibit signs of stress and
difficulty. In the latest audit round, focusing on 2019/20 financial statements
and value for money arrangements, fewer than 50% of bodies’ audits were
completed by the revised target of 30 November.

Figures compiled by PSAA, the organisation responsible for appointing
auditors to 478 local bodies, reveal that 556% (265) of audit opinions were
not issued by 30 November. This is a further deterioration on 2018/19 audits
when 43% of opinions (210 out of 486) were delayed beyond the then target
timetable of 31 July.

This year’s timetable has been deliberately eased by Ministers in
recognition of the underlying pressures on the audit process and the
significant added complications arising from the Covid-19 pandemic. The
pandemic has posed practical challenges for bodies in producing accounts
and working papers, and for auditors to carry out their testing. Both sets of
staff have had to work remotely throughout the period, and the second
national lockdown came at a critical point in the cycle.

Questions and concerns about the potential implications of the pandemic
for some bodies have meant that both finance staff and auditors have
needed to pay particular attention to the financial position of each entity.
Additionally, following a series of increasingly challenging regulatory
reviews, auditors have arguably been more focused than ever on their
professional duty to give their opinion only when they are satisfied that
they have sufficient assurance.”
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The news article can be found here:

News release: 2019/20 audited accounts - PSAA




CIPFA Financial Resilience Index

The Chartered Institute of Public Finance & Accountancy’s (CIPFA) Financial
Resilience Index is a comparative tool designed to provide analysis on
resilience and risk and support good financial management.

CIPFA note “CIPFA's Financial Resilience Index is a comparative analytical
tool that may be used by Chief Financial Officers to support good financial
management, providing a common understanding within a council of their
financial position.

The Index shows a council's position on a range of measures associated
with financial risk. The selection of indicators has been informed by
extensive financial resilience work undertaken by CIPFA over the past five
seven years, public consultation and technical stakeholder engagement.

Section 151 officers may also use the index in their annual report to the
council setting out the proposed budget for the year and medium-term
financial strategy.

While the impact of COVID-19 resulted in a delay to the publication of the
index, it is still able to provide a comprehensive pre-COVID baseline,
illustrating the financial resilience of authorities as they entered the
pandemic.”

CIPFA found that “there was a real-terms reduction of £800m in the level of
reserves in 2020 compared with the previous year. At the end of March 2020
council reserves levels stood at £24.6bn, around 3% lower than £25.4bn
recorded at the same period in 2019.”
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CIPFA note “The index is made up of a set of indicators. These indicators
take publicly available data and compare similar authorities across a range
of factors. There is no single overall indicator of financial risk, so the index
instead highlights areas where additional scrutiny should take place in
order to provide additional assurance. This additional scrutiny should be
accompanied by a narrative to place the indicator into context.”

The Chartered Institute of
Public Finance & Accountancy

CIPFA

The Financial Resilience tool is available on the CIPFA website
below:

https://www.cipfa.org/services/financial-resilience-index-
2021?crdm=0
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