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Headlines

This table summarises the key findings and other matters arising from the statutory audit of West Devon Borough Council (‘the Council’) and the preparation of the Council's financial
statements for the year ended 31 March 2019 for those charged with governance.

DRAFT

Financial
Statements

Under International Standards of Audit (LK) (ISAs) and the National
Audit Office (NAQ) Code of Audit Practice (‘the Code'), we are
required to report whether, in our opinion, the Council's financial

statemeants:

+ give atrue and fair view of the financial position of the Council
and its income and expenditure for the year, and

+ have been properly prepared in accordance with the
CIPFA/LASAAC code of practice on local authority accounting
and prepared in accordance with the Local Audit and
Accountability Act 2014,

We are also required to report whether other information published
tegether with the audited financial statements (including the Annual
Governance Statement (AGS), Narrative Report), is materially
inconsistent with the financial statements or our knowledge
abtained in the audit or otherwise appears to be materially
misstated.

Qur audit work was completed on site during June and July, Our
findings are summarised on pages 4 to 17. We have not identified
any adjustments to the financial statements to date. Audit
adjustments are detailed in Appendix C. We have also raised
recommendations for management as a result of our audit work in
Appendix A. Our follow up of recommendations from the prior
year's audit are detailed in Appendix B.

Our work is substantially complete and there are no matters of
which we are aware that would require modification of our audit
opinion, subject to the following outstanding matters;

154240 assurances from management and Those Charged with Governance
Pension Fund assumptions that are related to the pension fund liability figure within
the accounts

Pension fund - Mc Cloud issue and review of the actuarial assumptions regarding
increase in liability and provision there of

EFA note

Welfare Benefits

Council tax income

MDR income

Grant income

Investments

Cash and cash equivalents

Debtors

Creditors

IFRS9 disclosures. Fair value work from advisers? PWLE loan valuation.

Related parties

REFCUS

Cash flow statement

Valuation of property plant and equipment - particularly evidence from the Council's
valuer that indicates detailed consideration regarding any assets not valued in year
and a fair value assessment of these and in addition, further evidence to support
management's assumptions that assets valued as at 31 December 2019 have not
materially altered in value at year end.

Receipt of the valuer's assurance letter to us for the valuation of investment
properties held by the Council

Pension assurance letter from the Devon Pension Fund Auditor;

receipt of management representation letter; and

review of the final set of financial statements

Whole of Government accounts certificate.. and

receipt of management representation letter;

We have concluded that the other information to be published with the financial
statements is consistent with our knowledge of your organisation and the financial
statements we have audited.

2{r13 Grant Thomron LK
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Financial statements

Summary

DRAFT

Value for Money
arrangameants

conclusion').

Under the National Audit Office (NAQ) Code of Audit Practice (the
Code"), we are required to report if, in our opinion, the Council has
made proper arrangements to secure economy, efficiency and
effectiveness in its use of resources (the value for money (VFM)

We have completed our risk based review of the Council's value for money
arrangements. We have concluded that West Devon Borough Council has proper
arrangements to secure economy, efficiency and effectiveness in its use of resources.

We therefore anticipate issuing an ungualified value for money conclusion. Qur findings
are summarised on pages 18 to 20.

Statutory duties
requires us to;

« report to you if we have applied any of the additional powers

and duties ascribed to us under the Act; and

+  To certify the closure of the audit.

The Local Audit and Accountability Act 2014 (‘the Act) also

We have not exercised any of our additional statutory powers or duties.

We have completed the majority of work under the Code and expect to be able to certify
the completion of the audit when we give our audit opinion.

Overview of the scope of our audit

This Audit Findings Report presents the observations arising from the audit that are
significant to the responsibility of those charged with governance to oversee the financial
reporting process, as required by International Standard on Auditing (UK) 260 and the
Code of Audit Practice ("the Code’). Its contents have been discussad with management.

As auditor we are responsible for performing the audit, in accordance with International
Standards on Auditing (UK) and the Code, which is directed towards forming and
exXprassing an opinion on the financial statements that have been prepared by
management with the oversight of those charged with governance. The audit of the
financial statements does not relieve management or those charged with governance of
their responsibilities for the preparation of the financial statements.

Acknowledgements

Audit approach

Owr audit approach was based on a thorough understanding of the Council's business and
is risk based, and in particular included:

= An evaluation of the Council's internal controls environment, including its IT systems
and controls;

«  Substantive testing on significant transactions and material account balances, including
the procedures outlined in this report in relation to the key audit risks

We have amended our audit plan, as communicated to you on 10 January 2019 to
highlight the risk over the opening balances as we were not the auditors at 31 March 2018,
We have also updated our assessment of materiality as set out on page 5.

Conclusion

We have substantially completed our audit of your financial statements and subject to
outstanding queries being resolved, we anticipats issuing an ungualified audit opinion by
the 31 July 2019.

We would like to take this opportunity to record our appreciation for the assistance provided by the finance team and other staff during our audit.
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Financial statements

Summary (continued)

DRAFT

Our approach to 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.

Council Amount (£)

Our assessment of the value of Materiality has been adjusted to reflect the fact that
Gross expenditure is higher than we anticipated at planning. We detail in the table below
our assessment of materiality for West Devon Borough Council,

Qualitative factors considered

Materiality for the financial statements

503k (planning G04k)

We have based our materiality calculation at 1.8% of Gross expenditure on cost of
services. For planning purposes we used 1.8% of prior year's Gross expenditure on the
Provision of services, We concluded that there were a number of non-expenditure items
innotes 9,10 and 11, that we considerad should not be taken into account. We have
retained 1.8% as an appropriate measure after having taken account of the following
factors;

+ The Council operates in a relatively stable, publicly funded business environment;

+ It's operations are less complex and only a few core business processes ara in
place; and

+ the services are all publicly funded.

Trivial matters 25k (planning 30k)

1S54 260 (UK) defines ‘clearly trivial’ as matters that are clearly inconsequential, whether
taken individually or in aggregate and whether judged by any guantitative or qualitative
criteria.

Materiality for specific transactions, balances or disclosures

We design our procedures to detect errors in specific accounts at a lower level of
precision. We have not identified one disclosure where a separate materiality level is
appropriate: Senior Officer remuneration disclosure, where we consider that all pay above
£50k will be reviewed.

22019 Granl Thormon UK LLP | Awdit Findings Fepor for Wesl Devon Borowgh Council | 201801%



Financial Statements

Significant findings — audit risks

@ 2019 Grant Thomton UK LLP | Audit Findings Report for West Devon Borough Counc

Risks identified in our Audit Plan

DRAFT

Commentary

The revenue cycle includes fraudulent transactions (rebutted)

Under ISA {UK) 240 there is a rebuttable presumed risk that revenue may
be misstated due to the improper recognition of revenue.

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

We have identified the occurrence and accuracy of Fees, charges & other
service income as a significant risk, which was one of the mast significant
assessed risks of material misstatement and a key audit matter.

Having considered the risk factors set out in 13A240 and the nature of the
revenue streams at the Council, We have rebutted this presumed risk for
the other revenue streams of the Council because:

there is little incentive to manipulate revenue recognition
opportunities to manipulate revenue recognition are very limited

the culture and ethical frameworks of local authorities, including West
Devon Borough Council, mean that all forms of fraud are seen as
unacceptable

Having considerad the risk factors set out in 1SA240 and the nature of the revenue streams at the
Council, we have determined that the risk of fraud arising from revenue recognition can be rebutted,
because:

« there is little incentive to manipulate revenue recognition
+ ppportunities to manipulate revenue recognition are very limited

«  The culture and ethical frameworks of local authorities, including West Devon Borough Couneil,
mean that all forms of fraud are seen as unacceplable

Therefore we do not consider this to be a significant risk for the Council.

We do, however, await for formal notification from management and Those Charged with
Governance regarding the council's arrangements in place for the identification and management of
all fraud risks.

Management override of controls

Under ISA (UK) 240 there is a non-rebuttable presumed risk that the risk
of management over-ride of contrals is present in all entities. The Council
faces external scrutiny of its spending and this could potentially place
management under undue pressure in terms of how they report
performance,

We therefore identified management override of contral, in particular
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.

As part of our audit work we have:

«  reviewed accounting estimates, judgements and decisions made by management

= tested journal entries

«  reviewed unusual significant transactions

= reviewed significant related party transactions outside the normal course of business]

Cur audit work has not identified any evidence of management over-ride of controls. However, our
work on the review of journal controls, testing of journal controls and testing of journal entries is not
yet complete.

We set out later in this section of the report our work and findings on key accounting estimates and
judgements.

201815



Financial statements
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Significant findings — audit risks

Risks identified in our Audit Plan

Commentary

0 Valuation of Land and buildings

All material freehold land and buildings which comprise the
Authority's property portfolio are revalued by the Council's
Valuer on a rolling basis.

Ad hoc valuations take place, for example where assets
have been enhanced. In addition, a formal impairment review
of the entire holding of land and buildings is undertaken at
the end of each financial year, to ensure the carrying value
reflects the fair value at the Balance Sheet date

We therefore identified valuation of land and buildings,
particularly the annual review, as a significant risk, which
was one of the most significant assessed risks of material
misstatemeant.

Investment Property is valued by an external valuer annually
at 31 March.

We have:

«  reviewed management's processes and assumptions for the calculation of the estimate;
reviewed the competence, expertise and objectivity of any management experts used,
reviewed the instructions issued to valuation experts and the scope of their work;

+ discussed with the Council's valuer the basis on which the valuation was carried out, challenging the key
assumptions;

reviewed and challenged the information used by the valuer to ensure it was robust and consistent with our
understanding;

+ tested the revaluations made during the year to ensure they were input correctly into the Council's asset
register

+  evaluated the assumptions made by management for those assets not revalued during the year and how
management satisfied themselves that these were not materially different to current value.

Our work is still ongoing in the area,

e Valuation of pension fund net liability

The Council'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 (£23.822
million in the Council's balance sheet) and the sensitivity of
the estimate to changes in key assumptions.

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

We have:

+ |dentified the controls put in place by management to ensure that the pension fund net liability is not materially
misstated and assessing whether those controls were implemented as expected and whether they were
sufficient to mitigate the risk of material misstatement.

+  Reviewed the compelence, expertise and objectivity of the actuary who carried out the Council's pension fund
valuation.

Undertaken procedures to confirm the reasonableness of the actuanal assumptions made.

Reviewed the consistency of the pension fund net liability disclosures in notes to the financial statements with
the actuarial report from your actuary.

Our work is still ongoing in the area.

@ 2019 Grant Thomton UK LLP | Audit Findings Report for West Devon Borough Counc
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Financial statements DRAFT

Significant findings - other risks identified

This section provides commentary on new issues and risks which were identified during the course of the audit that were not previously communicated in the Audit Plan and a
summary of any significant contral deficiencies identified during the year.
Risks identified in our Audit Plan Commentary

o Completeness of operating expenses We have

The Council is under financial pressure to deliver savings targets. Non-pay . .
expenses represent a significant percentage of the Council's overall documented the processes and key conrols over the ransaction cycle;

operating expenses. Management use judgement to estimate accruals of  *  undertaken a walkthrough of the key controls to assess the whether those controls

un-invoiced costs. were in line with our understanding;
We identified completeness of non-pay expenses as a risk requiring «  reviewed estimates, judgements and decisions made by management for unusual
particular audit attention. and large accruals;

* substantively testing of operating expenditure; and

= tested the cut-off of expenditure including a review of after date payments to ensure
all liabilities had been accounted for in the correct period.

Our work is still ongoing in the area.

g Purchase of Investment property We have:

The Council has purchased four investment properties in the year, for «  Reviewed the Council's reporting of the transactions;
£21.379 million. This is part of bigger strategy whereby the Council has
approved further borrowing of up to £50 million in total for the Council,

The properties purchased are outside and within the Council's boundary

and its economic catchment area. The purchasas are in line with the
strategy set out by the Council. Our work has not identified any material issues in this area.

Tested the revaluations made during the year to see if they had been input correctly
into the Council's asset register.

Tested the revaluations alongside other Land and Buildings.

However, we recommend that management monitor emerging guidance from CIPFA and
central government on the acquisition of investment properties and related borrowing. In
particular, management and members will need to closely scrutinise levels of borrowing
related to investment property purchases and ensure that due diligence, legal, financial
and other appropriate advice is sought, proportionality is considered prior to further
purchases. This is particularly relevant given any purchases outside the Borough.
Members and officers will need to ensure that the investment strategy is regularly
reviewed, that purchases of investment properties outside the borough are always
proportional and that the Council pay heed to legal advice and updates.

9 Allocation of shared costs We have:

The Council operates on a shared service basis with South Hams District  «  Reviewed the basis of allocation to ensure that it is reasonable and appropriate;

Council. Conseguently, there are a number of costs borne by each Council

that are reallocated as part of process to allocate costs equitably between

the two Councils. - « tested the calculation of transferred costs.
F | Audi -
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considered any changes from the prior year basis; and
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Financial statements

DRAFT

Significant findings — key judgements and estimates

Accounting area

Audit Comments Assessment

Provisions for Key estimates and judgemeants include:
«  Useful life of FPE
+  Revaluations and impairment of PPE
+  Accruals
*  Provision for NNDR appeals

+ Valuation of pension fund net liability (see page
10)

We have reviewed the Council’s Judgements and estimates and concluded that
these are reasonable in respect of the financial statements and the disclosure of
financial position of the Council. We would comment as follows:

+  We considered the assumptions made by the Council’s valuer as reasonable
for the Council.

+  The Council's accruals process at year end is appropriate.
+ The estimation of possible NNDR appeals is reasonable.
Our work is still ongoing in the area.

Accounting policies

Accounting policies were considered for relevance and

The disclosure of revenue recognition (policy t) did not detail the treatment of
material revenue sources.

completeness. Amber
Opening balances
. . . Weh
Since the issue of the plan, as we were not the Council's & have
auditors in 2017/18, we have identified that the = reviewed the outgoing auditors files, to ensure that we have assurance from Green

agreement of opening balances is an audit risk.

their work in 201718,

+  reviewead the outcome of significant estimates to ensure that those estimates
were reasonably reported.

«  werified through existence and rights and obligations testing that the Council's
assets were fairly represented at 31 March 2018, and

+ agreed the opening balance to the council's financial system.
Our work is still ongaing




Financial statements

Significant findings — key judgements and estimates

DRAFT

Summary of management's policy Audit Comments Assessment
Net pension The: Council's total net pension liability at 31 We have; Our work is
liability — £24m  March 2019 is £23.822m (PY £24_38m) currently

|dentified the controls put in place by management to ensure that the pension fund net

comprising the Devon County Counecil e . , . . ongoing in this
Govgnlﬂmgnl pension Fund y ' liability is not materially misstated and assessing whether those controls were implementad arega g !
’ as expected and whether they were sufficient to mitigate the risk of material misstatemeant,
The Council uses Barnett Waddingham LLP to . , o )
provide actuarial valuations of the Council's Egzﬁ;zd tgss?aomzit;:g?d ;;gr?nlse and objectivity of the actuary who carried out the
assets and habilities derived from these P :
schemes. A full actuarial valuation is required Undertaken procedures to confirm the reasonableness of the actuarial assumptions made.
every three years. The latest full actuarial . ) ) o )
valuation was completed in 2016. A roll forward Reviewed the consistency of the pension fund net liability disclosures in notes to the
approach is used in intervening periods, which financial statements with the actuarial report from your actuary.,
utilises key assumptions such as life Our detailed work is still ongoing in the area
expectancy, discount rates, salary growth and
investment retuns, Given the significant value of )
the net pension fund liability, small changes in Actuary PwC Range Assessment
assumptions can result in significant valuation Value
movements, There has been a £1.218m nat
actuarial gain/in 2018/19. Discount rate 2.4% 2.4% - 2.5% .
Green
Pension increase rate 2.4% 2.4% - 2.5% [ ]
Green
Salary growth 3.9% Dependent on ®
employer Green
Life expectancy — males - current 2417 222-250/ ®
age: 45/ 65 22.4 20.6-23.4 Green
Life expectancy — females - current 26.2/ 250-266/ ®
age : 45/ 65 24.4 23.2-248 Green
Assessment
® We disagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentially materially misstated
We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumplions we consider optimistic
We consider the estimate is unlikely to be materially misstated however management's estimation process contains assumptions we consider cautious
® We consider management’s process is appropriate and key assumplions are neither optimistic or cautious
2{r19 Grant Thormdon UK LLP | Audit Findings Report for West Devon Borough Council | 2018019 10



Financial statements

This section provides commentary on the significant matters we discussed with management during the course of the audit.

Significant matter

Commentary

DRAFT

Significant findings — matters discussed with management

Conclusion

Going concern

As auditors, we are required to "obtain sufficient appropriate audit
evidence about the appropriatenass of managemeant'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 entity's ability to continue as a going concern”
(154 (UK) 570). We will review management’s assessment of the
going concern assumption and evaluate the disclosuras in the
financial statements.

Qwur going concern review has been concluded, and
we agree with management that the going concam
basis for the preparation of the financial statements is
appropriate,

The section 151 officer has produced an assessment
of the Council's use of the going concern assertion.
We have reviewed this and the underlying support and
concur with her opinion that the going concern basis is
appropriate.

In only exceptional circumstances would we expect a
local authority not to prepare its accounts on a going
concern basis as it requires primary legislation to
dissalve a local autharity.

The preparation of the financial statements
on a going concern basis is appropriate.

CCLA Investment

In the Statement of Accounts, the Investment of £0.5m is treated as
a pooled investment vehicle,

The terms of the agreement allow redemplion at cost
on demand. The Investment should therefore be
included as a short term investment at cost and not re-
stated at fair value.

Therefore the cumulative write down of value of £9k
has been incorrectly charged to the Income and
Expenditure account, and the entry should be
reversed,

The: Investment is incorrectly classified as
lang term, and has been impaired by £9k.

Mo adjustment has been made in 2018/19,

2{r13 Grant Thomron LK



Financial statements

Significant findings — matters discussed with management

This section provides commentary on the significant matters we discussed with management during the course of the audit.

Significant matter

Commentary

DRAFT

Conclusion

Defined Benefit pension Fund
McCloud

The Court of Appeal has ruled that there was age discrimination in
the judges and firefighters pension schemes where there was
transitional protections given to schemea members. Refer hare for
detail.

The Government has applied to the Supreme Court for permission
to appeal but it will be July (was originally mid-April) before a
decision on permission is granted.

The legal ruling around age discrimination (McCloud - Court of
Appeal) also has implications for other pension schemes whera
they have implemented transitional arrangements on changing
benefits.

GMP

The High court ruled that defined benefit pension schemeas must
remove any discriminatory effect that guaranteed minimum pension
(GMP) entitlements have had on member benefits

The impact on West Devon Borough Council is
assessed by the actuary to be an increased liability of
£284k,

A review performed by the NAQ and specialist
actuarial reviews on a national basis has concluded
that there is a requirement for a provision to be made
in the accounts. We concur with this view as the event
has occurred, a reasonable estimate can be made and
the pension liability should be increased.

A note outlining the potential effect has been added to
the accounts to aid understanding.

The Actuarial valuation for the Council has assumed
that that the Fund will pay limited increases for
members that have reached State pension age by 6
April 2016, with the Government providing the
remainder of the inflationary increase.

The value is close to materiality, we would
expect the financial statements to reflect the
estimated impact.

This is shown as an unadjusted error in
Appendix 3. Those charged with
governance will need to satisfy themselves
that the financial statements are not to be
adjusted and make specific representation
to us as auditors on this.

2{r13 Grant Thomron LK
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Other communication requirements

We set out below details of ather matters which we, as auditors, are required by auditing standards and the Code to communicate to those charged with governance.

Issua

DRAFT

Commentary

Matters in relation to fraud

We have previously discussed the risk of fraud with the Audit Committee. We have not been made aware of any incidents in the period
and no other issues have been identified during the course of our audit. We will update our understanding of management's
arrangements at the Commitlee.

Matters in relation to related
parties

We are not aware of any significant incidences of non-compliance with relevant laws and regulations.

Matters in relation to laws and
regulations

We are not aware of any significant incidences of non-compliance with relevant laws and regulations.

Written representations

A letter of representation has been requested from the Council, an additional representation for the MeCloud judgement will be
requested.

Confirmation requests from
third parties

We requested from management permission to send confirmation requests for Bank and Investment balances. This permission was
granted and the requests were sent. Some confirmations are still outstanding.

We also requested assurances over the audit of the Devon County Pension Fund fram the Fund's auditors, these have not yet been
received.

Disclosures Our review found no material omissions in the financial statements. We have agreed some minor disclosure amendments, which
management have included in the final statements.
20119 Grant Thomizn UK LLP | Audit Findings Report for West Devon Borowgh Council | 2018019 13
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Other responsibilities under the Code

Issue

Commentary

o Other information

We are required to give an opinion on whether the other information published together with the audited financial statements (including
the Statement of Accounts, Annual Governance Statement (AGS) and Narrative Report), is materially inconsistent with the financial
statemeants or our knowledge obtained in the audit or otherwise appears to be matenally misstated.

We have nothing to report in this regard.

Matters on which we report by
exception

We have not identified any issues we would be required to report by exception in the following areas

+  If the Annual Governance Statement does not meet the disclosure requirements set out in the CIPFA/SOLACE guidance or is
misleading or inconsistent with the information of which we are aware from our audit

+  The information in the Narrative Report is materially inconsistent with the information in the audited financial staternents or our
knowledge of the Council acquired in the course of performing our audit, or otherwise misleading.

We have nothing to report in this regard.

a Specified procedures for
Whole of Government
Accounts

We are required to carry out specified procedures (on behalf of the NAQ) on the Whole of Government Accounts (WGA) consolidation
pack under WGA group audit instructions.

We will submit our certificate on Whole of Government Accounts, following the signing of the financial statements.

“ Certification of the closure of
the audit

We intend to certify the closure of the 2018/19 audit of West Devon Borough Council in our audit opinion.

2013 Grant Thomion UK LLP | Audit Findings Report for West Devon Borough Council | 2098019
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The mateers reported here are limited 1o those deficiencies that we have identified during the course of our avdit and that we have concluded are of sufficient

importance to merit being reported o you in accordance with avditng standards,

Assessmant Issue and risk

Recommendations

Mo internal control weaknesses have been identified

Green
IT General Controls have been reviewed. There are a
number of identified weaknesses that have been the
subject of a separate report.

Amber - P P

Agreed with management as part of a separate report, which is on the agenda. No
issues highlighted in that report had an impact upon our audit approach.

Assossment
®  Sgnfica

2013 Grant Thomion UK LLP | Audit Findings Report for West Devon Borough Council | 209801%




Value for Money

Value for Money

Background to our VFM approach

We are required to satisfy ourselves that the Council has made proper arrangements for
securing economy, efficiency and effectivensss in its use of resources. This is known as
the Value for Money (VFM) conclusion.

We are required to carry out sufficient work to satisfy ourselves that proper arrangements
are in place at the Council. In carrying out this work, we are required to follow the NAO's
Auditor Guidance Note 3 (AGN 03) issued in November 2017. AGN 03 identifies one single
criterion for auditors to evaluate:

In all significant respects, the audited body takes properly informed decisions and deploys
resources fo achieve planned and sustainable outcomes for faxpayers and local people.”

This is supported by three sub-criteria, as sat out below:

Informed

decision
making

Value for
Maoney
arrangements

criteria

Working Sustainable
with partners resource
& other third deployment
parties
2013 Grant Thomion UK LLP | Audit Findings Report for West Devon Borough Council | 2098019
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Risk assessment

We carried out an initial risk assessment in January 2019 and identified one significant
risks in respect of specific areas of proper arrangements using the guidance contained in
AGNO3. We communicated these risks to you in our Audit Plan dated 16 January 2019,

We have continued our review of relevant documents up to the date of giving our report,
and hawve not identified any further significant risks where we need to perform further
Work.

The risk identified is set out below:

A

Informed decision making

In common with most of Local Government, the Council has identified some
financial challenges over the life of it's Medium Term Financial Strategy. The
Council is currently forecasting a balanced budget for 2019/20 and a £0.5m
budget gap by 2020/21.The cumulative deficit of £3million (at September
2018) by 2022/23 is planned to be addressed through a challenging
programme that includes:

«  Budget delivery and reserves management;
*  Waste contract being re-tendered
«  Commercialisation and associated borrowing

The Council has identified a key risk that may arise that would affect it's

achievement. Some of the councils identified savings are part of its joint

working with South Hams District Council, e.g. the award of a joint waste
collection service and the continuation of joint provision of services.

We carried out further work only in respect of the significant risks we identified
frorm our initial and ongoing risk assessment. Where our consideration of the
significant risks determined that arrangements were not operating effectively, we
have used the examples of proper arrangements from AGN 03 to explain the gaps
in proper arrangements that we have reported in our VFM conclusion.
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Value for Money

Our work

AGN 03 requires us to disclose our views on significant qualitative aspects of the Council's
arrangements for delivering economy, efficiency and effectiveness,

We have focused our work an the significant risks that we identified in the Council's
arrangements. In arriving at our conclusion, our main considerations were:

«  Our work is not yet concluded on the VM risks

We have set out more detail on the risks we identified, the results of the work we
performed, and the conclusions we drew from this work on page 16.

Overall conclusion

Based on the work we performed to address the significant risks, we are satisfied that the
Council had proper arrangements for securing economy, efficiency and effectiveness in its
use of resources,
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Recommendations for future action

Our review of the purchase of investment properties outside the area considered
the legal advice that had been obtained; the review of that advice following further
guidance from CIPFA on proportionality; the due diligence and review at the
council undertook for the purchase of all four properties and the arrangements in
place. Whilst we have concluded that appropriate arrangements are in place for
any future barrowing and purchase of investment properties, we would continue to
recommend that the Members and officers pay close scrutiny to the proportionality
of any future purchases outside of the area and always obtain independent legally
and financial advice prior to the purchase of any investment property.

Significant matters discussed with management

We discussed the above matter with management and have agreed the above
recommendation as a way forward for any future investment strategy.
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents.

A

Significant risk

Findings

DRAFT

Conclusion

In common with most of Local Government, the
Council has identified some financial challenges
over the life of it's Medium Term Financial
Strategy. The Council is currently forecasting a
balanced budget for 2019/20 and a £0.5m budget
gap by 2020/21. The cumulative deficit of £3million
(at September 2018) by 2022/23 is planned to be
addressed through a challenging programme that
includes:

= Budget delivery and reserves management;
= Waste contract being re-tendered
= Commercialisation and associated borrowing

The Council has identified a key risk that may
arise that would affect it's achievement. Some of
the councils identified savings are part of its joint
working with South Hams District Council, e.g. the
award of a joint waste collection service and the
continuation of joint provision of services,

Our work is not yet complete

Auditor view

Management response

An updated budget report was presented to
the Hub Committee on 16th July 2019
predicting a budget gap of £0.44 million for
2020/21 and an aggregated Budget Gap of
£1.54 million to 2024/25. Section 7 of the
report set out the various options for closing
the budget gap. The Council is awaiting the
announcement of the Spending Review for
2019 from the Government.

| Grant Thormion

UK LLP | Audit Findings Report for West Devon Borough Council
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents.

Significant risk Findings Conclusion

o Auditor view

Management response

[..]
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Independence and ethics

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 confirm that we, as a firm, and each covered person, are independent and are able to express an objective opinion an 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 coverad
person, confirm that we are independeant and are able to express an objective opinion on the financial statements.

Further, we have complied with the requirements of the Mational Audit Office’s Auditor Guidance Note 01 issued in December 2017 which sets out supplementary guidance on ethical
requirements for auditors of local public bodies.

Details of fees charged are detailed in Appendix D

Audit and Non-audit services

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to the Council. Mo Mon-audit services have been identified

Fees £ Threats identified Safeguards
Audit related
None
Non-audit related
Mone
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Action plan

DRAFT

We have identified [X] of recommendations for the Council as a result of issues identified during the course of our audit. We have agreed our recommendations with management and
we will report on prograss on these recommendations during the course of the 2019/20 audit. The matters reported here are limited to those deficiencies that we have identified during
the course of our audit and that we have concluded are of sufficient importance to merit being reported to you in accordance with auditing standards.

Assessment

Issue and risk

Recommendations

IT General Controls

IT General Controls have been reviewed, There are a number of
identified weaknesses that have been the subject of a separate report.

Agreed with management as part of a separate report.

Management response

See separate report.

Revaluations

In future years management have agreed that a five year rolling
programme of revaluations will be put into place, such that at least 20%
of assets will be revalued each year. This will both smooth the work of
the valuer, and will start to address managements review of the fair
value of it's land and buildings at the year end.

The valuer will also undertake a "desk lop™ exercise al each year end to
consider bath the 3 month pericd for those assels revalued in year, and
the possible change in value since the last revaluation to the year end
for all land and buildings not revalued in year.

The Council will need to consider its programme of revaluations, and in
partnership with its valuer make an assessment of the value of land and buildings
at year end to demanstrate that the carrying value is not materially different to
their current value.

Management response

IA five year rolling programme will be put in place and the impairment review has
been undertaken for 2018/19, and will be done annually

Caontrols

High — Sig

nificant affac

Lo Hest practice

Commercialisation

We recommend that management continue to monitor emerging
guidance from CIPFA and central government on the acquisition of
investment properties and related borrowing. In particular, management
and members will need to closely scrutinise levels of borrowing related
to investment property purchases and ensure that due diligence, legal,
financial and other appropriate advice is sought, proportionality is
considered prior to further purchases. Specific legal and due diligence
will need to take place for each investment property purchased out of

- con@rea and the concept of proportionality always adhered to.

Madium — Effect on control spstem

Management response

The Council agrees with the recommendation and will continue to monitar any
new guidance and to seek the appropriate assurances through the due diligence
undertaken on each acquisition. The Council has set an overall borrowing limit of
£50million based on proportionality and this will be annually reviewed by
Members as part of the Council's Medium Term Financial Strategy.

2{r13 Grant Thomron LK
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Follow up of prior year recommendations

The Council’s previous auditors identified the following issue in the audit of West Devon Borough Council Council's 2017/18 financial statements, which resulted in one recommendation

being reported in the 2017/18 Audit Findings report.

Update on actions taken to address the issue

Assessment Issue and risk previously communicated
o ‘/ There was no formal process for the rolling system of revaluation,

and impairment review of assets.
The CIPFA code stipulates that revaluations should be made with
sufficient regularity to ensure 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.
Recommendation
Formal instructions to be sent to valuers at year-end with
responses fully captured to ensure that a full audit trail of items to
be revalued and the outcome can be followed.
Management response
The recommendation is agreed and a formal process will be
implementad for the 201819 accounts.

Assassmant

¥ Action completad

X Moty jdras

The Council's five yearly revaluation was due at December 2018. The Council's valuer
carried out a full revaluation of all the council’s land and buildings at 31 December
2018.

Management also engaged an external valuer to revalue the Council's Investment
Property at 31 March 2019,

The Council prepares it's Balance sheet at 31 March annually. There is a requirement,
as reported in 2017/18, to ensure 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.

To that end the Council’s valuer carried out a “Fair value review" to re-assess the
valuations and consider whether any material movement of the value had occurred in
the three months since valuation.

In future years management have agreed that a five year rolling programme of
revaluations will be put into place, such that at least 20% of assets will be revalued
each year, This will bath smooth the work of the valuer, and will start to address
managements review of the fair value of it's land and buildings at the year end.

The valuer will also undertake a “desk top" exercise at each year end to consider bath
the 3 month period for those assets revalued in year, and the possible change in value
since the last revaluation to the year end for all land and buildings not revalued in year.
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Appendix B

Follow up of prior year recommendations

The Council’s previous auditors identified the following issue in the audit of West Devon Borough Council Council's 2017/18 financial statements, which resulted in one recommendation
being reported in the 2017/18 Audit Findings report.

Assessment  Issue and risk previously communicated Update on actions taken to address the issue

a ‘/ It was noted that the monthly reconciliation controls over housing Mo further issues identified in 201819
benefit payments were not being completed.

Recommendation

Ensure that sufficient closedown staff are trained to complete the
monthly process checklist over the financial statement balances
to ensure that adequate review is performed over the monthly
financial information.

Management response

The recommendation is agreed, Officers will ensure
reconciliations are completed on a timely basis..

ASBaEEMENt

+  Action complatad

® Mot yat addrassar
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Audit Adjustments

We are required to report all non trivial misstatements to those charged with governance, whether or not the accounts have been adjusted by management.

Impact of adjusted misstatements
All adjusted misstatements are set out in detail below along with the impact on the key statements and the reported net expenditure for the year ending 31 March 2019,

Comprehensive Income and Statement of Financial Impact on total net
Detail Expenditure Statement £'000 Position £' 000 expenditure £°000

1 MNone

Misclassification and disclosure changes
The table below provides details of misclassification and disclosure changes identified during the audit which have been made in the final set of financial statements.

Disclosure omission Detail Auditor recommendations Adjusted?
MNotes 10 and 11 Detail in the note does not reconcile to the disclosure in the CIEES. Motes should be amended Lo agree with Y
CI&ES disclosure

Management response

This has been adjusted for 2018-19 to show
the net position rather than the gross
position.
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Audit Adjustments

Impact of unadjusted misstatements
The table below provides details of adjustments identified during the 2018/19 audit which have not been made within the final set of financial statements. The Audit Committee is
required to approve management's proposed treatment of all items recorded within the table below:

Comprehensive

Income and
Expenditure Statement Statement of Financial Impact on total net Reason for not
Detail £°000 Position £' 000 expenditure £'000 adjusting
1 Impact of the McCloud judgement on the |AS 192 liability in
the accounts.
Remeasurement of the net defined benefit iability 284
MIRS note 7 — Reversal of items relating to retirement -284 0
benefits debited or credited to the CIES
Pension liability -284
Pensions Reserve 284
2 CCLA Investment 7 7 7 Trivial
7 7 7
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Fees

We confirm below our final fees charged for the audit

Audit Fees
Proposed fee Final fee
Council Audit 33421 30,335
Additional audit fees for additional work required by the regulator
Assessing the impact of the The Government’s transitional arrangements for pensions were ruled discriminatory by - 1,500
MeCloud ruling the Court of Appeal last December. The Supreme Court refused the Government's
application for permission to appeal this ruling. As part of our audit we will considering
the impact on the financial statements along with any audit reporting requirements.
Pensions — 1AS9 The Financial Reporting Council has highlighted that the quality of work by audit firms in = 1,500
respect of IAS 19 needs to improve across local government audits. Accordingly, we
have increased the level of scope and coverage in respect of |1AS 19 this year.
As part of our audit, we identified discrepancies between the pension fund gross asset
valuation in the authority's accounts compared to the Pension Fund statements (of
Devon County Council). The authority has abtained an updatad report from its actuary,
which we are in the process of reviewing.
PPE valuation — Work of experts As above, the Financial Reporting Council has highlighted that auditors need to improve - 1,500
the guality of work on PPE Valuations across the sector. We have increased the volume
and scope of our audit work to reflect this.
Total audit fee 34,835

Non Audit Fees

Fees
Fees for other services £'000

None
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o G ra nt Tho rnton £ 2019 Grant Thorvion LIK LLP. All rights resarved.

‘Grant Thomtan' refiars so the brand under which tha Grant Tharnion membes firms provide assurancs, tax and advisory sendoas to their clients andior refers o one or more member
firms, as the conbext requinas

Grant Thomian LK LLF is a member firm of Grant Tharmicn International Lid (GTIL). GTIL and the mamber firms are nol a workdwide parinership. GTIL and each member finm &= &
gaparale legal entity. Services are deliverad by the member firme. GTIL does nol provide services 1o cients. GTIL and its member finms are not agens of, and do not cbligate, one
anmather and are not liable for one anoiher's acts or omissions.

grantthornton.co.uk



