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Headlines

This table summarises the key findings and other matters arising from the statutory audits of Surrey County Council (‘the Council’) and Surrey County Council Pension Fund (‘the
Pension Fund’) and the preparation of the Group financial statements, as well as the Pension Fund's financial statements for the year ended 31 March 2020 for those charged with

governance.

Covid-19 The outbreak of the Covid-19 coronavirus pandemic has had a We updated our audit risk assessment to consider the impact of the pandemic on our audit and
significant impact on the normal operations of the group, the Council issued an audit plan addenda to management in 17 April 2020. This w as shared w ith the Audit
and the Pension Fund. and Governance Committee in the papers forthe meeting held on 22 May 2020. In the addenda

(one for the Council and one forthe Pension Fund) w ereported an additional financial statement
risk in respect of Covid -19 and highlighted the impact on our VfM approach. Further detalil is set
out on page 7.

The Council has faced extensive front-line challenges as a result of
the pandemic suchas administration of grants to businesses,
closure of schools and car parks with additional complexities of
reopening services under new government guidelines. Restrictions for non-essential travel have meant that Council and Pension Fund and audit staff
have undertaken the accounts closedow nand audit process remotely making use of remote
access to financial systems and video conferencing, including screen sharing to verify information
provided by the entity.

The Pension Fund have had to contend withrisks in relation to the
possibility of delayed contributions, volatile returns on investments,
disruptions to administration of the Fund and prioritising the health

and safety of staff and members. The financial statements w ere published and provided to the audit team on 1 June 2020.
g Authorities are still required to prepare financial statements in We are grateful for the support and positive w orking relationships fromthe Council and Pension
« accordance with the relevant accounting standards and the Code of Fund finance teams tow ards the audit team as a result of remote w orking although, by its nature,
D Audit Practice, albeit to an extended deadline forthe preparation of remote w orking takes significantly longer than auditing on-site.
w thed_f |n§1r;_C|aI st_altements up to S;OAugust 2b0202?)r;((j) the date for We did how ever encounter some difficulties in obtaining documentation from departments outside
aldited Tinancial Statements 10 November ) of finance, particularly documentation relating to IT General Controls and receipt of information for
pension administration tests, given the understandable prioritisation of the front-line Covid-19
response.
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Financial
Statements

{7 abed

Under International Standards of Audit (UK) (ISAs) and the National
Audit Office (NAO) Code of Audit Practice (‘the Code'), we are
required to report whether, in our opinion, the group and Council

financial statements, and the Pension Fund's financial statements:

* give atrue and fair view of the financial position of the group and

Council, and Pension Fund, and the group and Council and
Pension Fund’s income and expenditure forthe year; and

* have been properly prepared in accordance w ith the
CIPFA/LASAAC code of practice on local authority accounting
and prepared in accordance withthe Local Audit and
Accountability Act 2014.

We are also required to report w hether other information published
together with the audited financial statements (including the Annual
Governance Statement (AGS), Narrative Report and Pension Fund
Financial Statements), is materially inconsistent withthe financial
statements or our know ledge obtained in the audit or otherw ise
appears to be materially misstated.

Our audit workhas been completed remotely during July-October. Our findings are summarised
on pages 6 to 22. We have identified 2 adjustments to the Council financial statements that have
resulted in a £68.4m adjustment to the Council's Comprehensive Income and Expenditure
Statement. Audit adjustments, including unadjusted misstatements for both Council and Pension
Fund, are detailed in Appendix C. We have also raised recommendations for management as a
result of our audit workin Appendix A.Our follow up of recommendations from the prior year’s
audit are detailed in Appendix B.

Our workis substantially complete and other than emphasis of matter paragraphs mentioned
below . there are no matters of w hichw e are aw are that w ould require modification of our audit
opinions (separate items on the agenda) or material changes to the financial statements, subject
to the outstanding matters outlined on page 6 of this report.

We have concluded that the other information to be published with the financial is not inconsistent
w ith our know ledge of your organisation.

Our anticipated audit opinion for the Council will be unqualified. It willinclude an Emphasis of
Matter, highlighting material uncertainties around the valuation of land and buildings, investment
properties and the net pension liability as at 31 March 2020.

Our anticipated audit opinion for the Pension Fund willbe unmodified. It willalso include an
Emphasis of Matter, highlighting material uncertainties around the valuation of pooled property
investments and private equity investments as at 31 March 2020.
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Value for Money Under the National Audit Office (NAO) Code of Audit Practice (‘the
arrangements 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)
conclusion’).

(Council only)

We have completed our risk based review of the Council's value for money arrangements. We
have concluded that Surrey County Council has proper arrangements to secure economy,
efficiency and effectiveness in its use of resources except for the failure to meet the required
standards in the provision of children's services.

We have updated our VfMrisk assessment to document our understanding of your
arrangements to ensure critical business continuity in the current environment. We did not
identify any further VifMrisks in relation to Covid-19, moreover the enhancement of the
existing significant risks that w e had identified.

We therefore anticipate issuing a qualified ‘except for’ value for money conclusion. Our
findings are summarised on pages 23 to 30.

Statutory duties The Local Audit and Accountability Act 2014 (‘the Act) also
requires us to:

* report to you if we have applied any of the additional powers
and duties ascribed to us under the Act; and

G abed

* To certify the closure of the audit.

We have not exercised any of our additional statutory pow ers or duties, and have completed
the majority of the w orkunder the code. We expect to be able to certify the completion of the
audits w henw e give our audit opinion, subject to being able to complete our w orkno the
Whole of Government Accounts and the review of the Pension Fund Annual Report.

Acknowledgements

We would like to take this opportunity to record our appreciation for the assistance and timely collaboration provided by the finance team and other staff during these unprecedented

times.
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Audit approach

Overview of the scope of our audit

This Audit Findings Report presents the observations arising fromthe audit that are
significant to the responsibility of those charged w ith governance to oversee the
financial reporting process, as required by International Standard on Auditing (UK) 260
and the Code of Audit Practice (‘the Code’). lts contents have been discussed w ith
management.

As auditor w e are responsible for performing the audit, in accordance with
International Standards on Auditing (UK) and the Code, w hichis directed tow ards
forming and expressing an opinion on the financial statements that have been
prepared by management w iththe oversight of those charged w ith 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.

TAudit approach

@Our audit approach w as based on a thorough understanding of the group, Council,
Mind Pension Fund's business, and is risk based, and in particular included:

* An evaluation of the group, Council and Pension Fund internal control
environments, including IT systems and controls; and

* An evaluation of the components of the group based on a measure of materiality
considering each as a percentage of the group’s gross revenue expenditure to
assess the significance of the component and to determine the planned audit
response. From this evaluation w e determined that an audit of Halsey Garton
Property Limited w as required, w hichw as completed by UHY Hacker Young LLP
and to whomw e issued group audit instructions. We determined that analytical
procedures w ere sufficientto gain assurance over other entities in the Group,
namely Surrey Choices Limited and Hendeca Group.

We have altered our audit plan, as communicated to the Audit and Governance
Committee in January 2020, to reflect our response to the Covid-19 pandemic and its
impact on the Council and Pension Fund’s financial statements and the Council's
value for money arrangements. As reported to the Audit and Governance Committee
in May 2020.
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Conclusion

We have substantially completed our audit of the Council and Pension Fund’s financial
statements and, subject to outstanding queries being resolved, anticipate issuing unqualified
audit opinions follow ing the Audit and Governance Committee meeting on 1 October 2020, as
detailed in Appendices E and F. These outstanding items include:

» resolution of outstanding queries relating to sample testing of non-pay operating
expenditure, payroll, creditors, unrecorded liabilities and property, plant and equipment
disposals and reclassifications;

» testing of a sample of pensioners w ithin the Firefighter’s Pension Fund;
« review of the cashflow statement;

« completion of audit workon financial instrument disclosures;

« completion of audit workon plant and equipment revaluations;

» completion of the [T general controls work;

« review of derivative valuations in the Pension Fund accounts;

* manager, engagement lead and review partner quality review of audit files and resolution
of any arising queries;

» updating our review of events after the reporting date;

* receipt of management representation letters; and

* receipt and review of the final sets of financial statements.
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 .

For the group and Council, materiality levels remain the same as reported in our audit plan.
For the Pension Fund, w e have reduced materiality levels to reflect the increased risk arising
as a result of the reduction in the Fund’s net assets from the 2018/19 position.

Group Council Pension Fund

Amount (£) Amount (£) Amount (£)

Materiality for the financial 26,000,000 25,800,000 38,500,000
statements

Performance materiality 18,200,000 18,060,000 28,875,000

Trivial matters 1,300,000 1,290,000 1,925,000
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Significant audit risks

Risks identified in our Audit Plan

Applicable to  Auditor commentary

Covid- 19 Council and
Pension Fund

Audit procedures undertaken in response to the identified risk included:

The global outbreak of the Covid-19 virus pandemic
has led to unprecedented uncertainty for all
organisations, requiring urgent business continuity
arrangements to be implemented. We expect current
circumstances w ill have an impact on the production
and audit of the financial statements for the year
ended 31 March 2020, including and not limited to;

) abed

Remote w orking arrangements and
redeployment of staff to critical frontline duties
may impact on the quality and timing of the
production of the financial statements, and the
evidence w e can obtain through physical
observation

Volatility of financial and property markets will
increase the uncertainty of assumptions applied
by management to asset valuation and
receivable recovery estimates, and the reliability
of evidence w e canobtain to corroborate
management estimates

Financial uncertainty will require management to
reconsider financial forecasts supporting their
going concern assessment and w hether material
uncertainties for a period of at least 12 months
from the anticipated date of approval of the
audited financial statements have arisen; and

Disclosures w ithin the financial statements w il
require significant revision to reflectthe
unprecedented situation and its impact on the
preparation of the financial statements as at 31
March 2020 in accordance with IAS1, particularly
in relation to material uncertainties.

We therefore identified the global outbreak of the
Covid-19 virus as a significant risk, w hichw as one of
the most significant assessed risks of material
misstatement.

+ working with management to understand the implications the response to the Covid-19 pandemic has had on
the organisation’s ability to prepare the financial statements and update financial forecasts and assessed the
implications on our audit approach and materiality levels. No changes w ere made to materiality levels
previously reported as a result of Covid-19 specifically. The draft financial statements w ere provided on 1 June
2020;

+ Liaising with other audit suppliers, regulators and government departments to co-ordinate practical cross-
sector responses to issues as and w henthey arise. Examples include the material uncertainty disclosed by
the Council's property valuation expert;

+ evaluating the adequacy of the disclosures in the financial statements that arose in light of the Covid-19
pandemic;

« evaluating w hether sufficient audit evidence using alternative approaches can be obtained for the purposes of
our audit w hilstw orking remotely;

» evaluating w hether sufficient audit evidence could be obtained to corroborate significant management
estimates such as asset valuations and the recovery of receivable balances; and the pension fund liability
valuations ;

+ evaluating management’s assumptions that underpin the revised financial forecasts and the impact on
management’s going concern assessment;

« discussion with management the implications for our audit report w here w e have been unable to obtain
sufficient audit evidence.

The Council’s property valuation specialists reported that valuations of land and buildings w ere subject to material
valuation uncertainty as at 31 March 2020, as a result of the impact of the Covid-19 pandemic on market activity
in the real estate sector, meaning that less certainty, and a higher degree of caution, should be placed on the
recorded valuation of these assets than w ould otherw ise be the case.

In addition, management have ascertained that pooled property investments within the Pension Fund financial
statements (£280.4m), as well as private equity investments (£305.9m) are subject to material uncertainties on
valuation on the same basis. This impacts upon both the valuation of these investments in the Pension Fund net
assets statement, and the valuation of the net defined benefit liability in the Councils balance sheet.

Management have agreed to disclose these uncertainties in Note 5 to the Council’s financial statements and Note
5 to the Pension Fund financial statements. These disclosures will be referred to in our auditor’s reports for the
Council and Pension Fund respectively in emphasis of matter paragraphs. These references do not constitute
qualifications of the audit opinions.

To date, no further issues have been identified which are required to be reported to those charged with
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Significant audit risks

Risks identified in our Audit Plan Applicable to  Auditor commentary
Therevenue cycle includes fraudulent transactions Council and In our audit plan w e reported that having considered the risk factors set out in ISA240 and the nature of
(rebutted) Pension Fund the revenue streams at the Council and Pension Fund, w e had determined that the risk of fraud arising

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.

from revenue recognition could be rebutted, because:
» there is little incentive to manipulate revenue recognition; and
* opportunities to manipulate revenue recognition are very limited; and

+ the culture and ethical framew orks of local authorities, including Surrey County Council as the
Administering Authority of Surrey Pension Fund, mean that all forms of fraud are seen as
unacceptable.

Therefore w e did not consider this to be a significant risk for Surrey County Council, and Surrey County
Council Pension Fund. Our assessment remains consistent with that reported in our audit plan.

Management override of controls Council and

Pension Fund
Winder ISA (UK) 240 there is non-rebuttable presumed risk

«hat the risk of management over-ride of controls is present
Mn all entities.

O‘?Ne therefore identified management override of control, in
particular journals, management estimates and transactions
outside the course of business as a significant risk for both
the Council and Fund, w hichw as one of the most significant
assessed risks of material misstatement.

Audit procedures undertaken in response to the identified risk included:
+ evaluation of the design effectiveness of management controls over journals;
» analysis of the journals listing and determine the criteria for selecting high risk unusual journals;

+ testing unusual journals recorded during the year and after the draft accounts stage for
appropriateness and corroboration;

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

« evaluating the rationale for any changes in accounting policies or significant unusual transactions.
Our audit procedures in this area are now complete.
No issues have been identified w hich are required to be reported to those charged w ith governance.

©2020 Grant Thomton UK LLP | Audit Findings Report for Sumey County Council and Sumey County Council Pension Fund| 2019/20 8
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Risks identified in our Audit Plan Applicable to Auditor commentary

Valuation of land and buildings Council Audit procedures undertaken in response to the identified risk included:

The council re-values its land and buildings on an rolling * review of management's processes and assumptions for the calculation of the estimate, the
basis to ensure that carrying value is not materially different instructions issued to valuation experts and the scope of their w ork;

from fair value.. This repre_sents a significant est|mate. by » consideration of the competence, expertise and objectivity of any management experts used,;
management in the financial statements due to the size of ] ] ] ] ) o ]

the numbers involved (£1.14 bilion PY) and the sensitivity of » discussions with the valuer the basis on w hich the valuation is carried out and challenge of the key

the estimate to changes in key assumptions. assumptions;

* review and challenge the information used by the valuer to ensure it is robust and consistent with
Additionally, management will need to ensure the carrying our understanding;
value of assets not revalued as at 31 March 2020 in the
Council financial statements is not materially different from
the current value at the financial statements date, w here a

» testing revaluations made during the year to ensure they are input correctly into the Council’s asset
register; and

rolling programme is used. « evaluating the assumptions made by management for those assets not revalued during the year
and how management has satisfied themselves that these are not materially different to current
;BVe identified the valuation of land and buildings revaluations value.
nd impairments as a significant risk, w hichw as one of the our audit procedures in this area remain in progress.

st significant assessed risks of material misstatement. . . . . -
g® g As discussed under ‘Covid-19’ above, the Council’s property valuation specialists reported that

valuations of land and buildings, including investment properties, were subject to material valuation
uncertainty as at 31 March 2020, as a result of the impact of the Covid-19 pandemic on market activity
in the real estate sector, meaning that less certainty, and a higher degree of caution, should be placed
on the recorded valuation of these assets than w ould otherw ise be the case. Management have agreed
to disclose this uncertainty in Note 5 to the financial statements. This disclosure will be referred to in
our auditor’s report in an emphasis of matter paragraph. This does not constitute a qualification of the
audit opinion.

To date, no further issues have been identified w hich are required to be reported to those charged w ith
governance. Should any issues arise that require reporting, we will do so before issuing our auditor’s
report.

©2020 Grant Thomton UK LLP | Audit Findings Report for Sumey County Council and Sumey County Council Pension Fund| 2019/20
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Significant audit risks

Risks identified in our Audit Plan Applicable to

Auditor commentary

Valuation of pension fund net liability Council

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

The pension fund net liability is considered a
significant estimate due to the size of the numbers
involved (£1.19 bilion PY) and the sensitivity of the
estimate to changes in key assumptions.

We therefore have identified valuation of the

Authority’s pension fund net liability as a significant

isk, w hichw as one of the most significant assessed
&Q:Jisks of material misstatement.

OT ®

Audit procedures undertaken in response to the identified risk included:

» Update our understanding of the processes and controls put in place by management to ensure that the
Council's pension fund net liability is not materially misstated and evaluated the design of the associated
controls;

+ Bvaluate the instructions issued by managements to their management expert for this estimate and the
scope of the actuary’s w ork;

» Assess the competence, capabilities and objectivity of the actuary w ho carried out the Council's pension
fund liability

+ Test the consistency of the pension fund asset and liability and disclosures in the notes to the core
financial statements w ith the actuarial report from the actuary;

* Undertake procedures to confirm the reasonableness of the actuarial assumptions made by review ing the
report of the consulting actuary (as auditor’s expert) and performing any additional procedures suggested
w ithin the report

Our audit procedures in this area remain in progress.

As discussed under ‘Covid-19’ above, management have assessed that the Pension Fund’s pooled
property investments are subject to material valuation uncertainty as at 31 March 2020, as a result of the
impact of the Covid-19 pandemic on market activity in the real estate sector, meaning that less certainty,
and a higher degree of caution, should be placed on the recorded valuation of these assets than w ould
otherwise be the case.

As the majority of the Pension Fund’'s assets are attributable to the Council as the administering authority
forthe Fund, this material uncertainty impacts in turn upon the valuation of the net defined benefit liability in
the Council's balance sheet.

Management have agreed to include this uncertainty in Note 5 to the financial statements. This disclosure
will be referred to in our auditor’s report in an emphasis of matter paragraph. This does not constitute a
qualification of the audit opinion.

To date, no further issues have been identified which are required to be reported to those charged with
governance. Should any issues arise that require reporting, we w ill do so before issuing our auditor’s report.

©2020 Grant Thomton UK LLP | Audit Findings Report for Sumey County Council and Sumey County Council Pension Fund| 2019/20 10
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Risks identified in our Audit Plan Applicable to Auditor commentary

Valuation of level 3investments Pension Fund Audit procedures undertaken in response to the identified risk included:

Under ISA 315 significant risks often relate to significant non- * gaining an understanding of the Fund’s process for valuing level 3 investments and evaluating the
routine transactions and judgemental matters. Level 3 design of the associated controls;

investments by their very nature require a significant degree

i . ; * reviewing the nature and basis of estimated values and considering w hat assurance management
of judgement to reach an appropriate valuation at year end.

has over the year end valuations provided for these types of investments; and

We have identified the valuation of Level 3 investments as a « forasample of investments, testing the valuation by obtaining and review ing the audited accounts,

risk requiring special audit consideration. (where available) at the latest date for individual investments and agreeing these to the fund
manager reports at that date. Reconciling those values to the values at 31 March 2020 with
reference to know n cash movements in the intervening period.

Our audit procedures in this area are now complete.

Management prepared the draftaccounts based on cash adjusted movements from audited
December valuations to the 31 March 2020 for private equity holdings w here valuations had not been
given at year-end; the total valuation in the draft accounts w as £305.9m.

Updated fund manager valuations for 31 March 2020 w ere obtained after management had prepared
the draftaccounts. The updated valuations represented a £13.8m decrease from the position
reported, to £292.1m. Differences to management’s estimate are due to unrealised losses that could
not be predicted through the cash adjustment exercise. We challenged the 31 March 2020
valuations, w hich are un-audited, through reperformance of the Fund’s cash adjustment exercise,
finding a difference below performance materiality levels.

TT abed

Management have decided not to adjust the draftaccounts given that the movement is not material.
We have reported this as an unadjusted misstatement on page 41.

Furthermore, given the complex nature of private equity valuations and the uncertainty within
financial markets at the balance sheet date caused by Covid-19, management have agreed to
include a disclosure to state that private equity valuations are subject to material valuation
uncertainty. We will refer to the disclosure made by management in an emphasis of matter paragraph
in the audit opinion.

©2020 Grant Thomton UK LLP | Audit Findings Report for Sumey County Council and Sumey County Council Pension Fund| 2019/20
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Significant findings — other issues

This section provides commentary on new issues and risks w hichw ere identified during the course of the audit that w ere not previously communicated in the Audit Plan and a
summary of any significant control deficiencies identified during the year.

Issue

Commentary

Auditor view

IFRS 16 implementation has been delayed by one
year

Although the implementation of IFRS 16 has been
delayed to 1 April 2021, audited bodies still need to
include disclosure in their 2019/2020 statements to
comply withthe requirement of IAS 8 para 31. Asa
minimum, w e w ould expect audited bodies to disclose
the title of the standard, the date of initial application
and the nature of the changes in accounting policy for

-djaases.
QD

21 ob

Management disclosed in Note 3a to the financial
statements the title, date of initial application and the nature
of changes in accounting policy w hich w ould arise from
IFRS 16 implementation.

This disclosure also includes a statement that it is too early
to give an accurate estimate but it is likely to have a
material impact on the council's balance sheet.

We review ed management’s process for compiling
information about leases to ensure completeness and found
these to be adequate.

The statement that the impact of the revised accounting
standard is expected to be material forthe Council is
reasonable in the context of the Councils material future
operating lease commitments disclosed in the financial
statements.

For 2020/21, management willneed to be in a position to
provide a monetary estimate of the impact on assets,

liabilities, income, expenditure and reserves of the transition to

IFRS 16 to allow for auditor assessment of the adequacy of
associated disclosures in the financial statements.

Dedicated Schools Grant

The Council had a cumulative overspend against the
Dedicated Schools Grant (DSG) of £48.6m as 31 March
2020 due to an overspend on the High Needs Block. We
have review ed the statement from CIPFA w hich confirms
the guidance in LAAP bulletin 99 Local Authority
Reserves and Balances remains extant i.e. it “neither
anticipates nor allow s for a voluntary earmarked balance
to be presented in a deficit position.”

We w rote to management on 27 May 2020 setting out Grant
Thornton UK LLP's position on accounting for accumulated
DSG deficits in light of CIPFA’s Bulletin 05 on closure of the
2019/20 accounts.

In our response to the DfEs consultation w e disagreed that
changing the conditions of the grant w ould be sufficient in
isolation to achieve the Government’s intention to require
overspends to be carried forw ard and not charged against
general reserves, as this would be at odds with the
requirements of proper accounting practice and the Code.

Management have created an earmarked reserve from
revenue resources to offsetthe cumulative overspend.

Management’'s approach is acceptable and w e aw ait further
information forthe Department for Education on the longer
term approach to this issue.
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Significant findings — key estimates and judgements — Group / Councll

Accounting area

Summary of management’s policy

Auditor commentary

Assessment

Land and Buildings —
Other — £1,226m

Other land and buildings comprises £389.7m of specialised assets
such as schools and libraries, w hich are required to be valued at
depreciated replacement cost (DRC) at year end, reflecting the cost
of a modern equivalent asset necessary to deliver the same service
provision. The remainder of other land and buildings (£836.4m) are
not specialised in nature and are required to be valued at existing
use in value (EUV) at year end. The Council has engaged Bruton
Know les to complete the valuation of properties as at 31 March
2020, on afive yearly cyclical basis. 21.57% of total assets were
revalued during 2019/20.

With regard to assets not formally revalued at the balance sheet
date w ithin the rolling programme, the council has consulted w ithits

.

From the workperformed to date, no material issues have
arisen in relation to the valuation of the Council's operational
land and buildings included w ithin the accounts

We have assessed management’s expert, Bruton Know les, to
be competent capable and objective

The valuer has correctly prepared the valuation using DRC on
a modern equivalent asset basis for specialised properties,
and EUV for non-specialised properties.

We have agreed the valuation reports provided by
management’s expert to the fixed asset register and to the
financial statements

) valuers and has determined that w hilstthere have been inflationary ~ + Valuation methodologies applied are consistent with those
g pressures in the market that would |ncrgase the value of assets applied in the prior year.
@ valued at DRC, such as schools, these increases w ouild be . * We have challenged management’s assessment that those
[ mitigated by deprecation to the asset over the relevant period. This assets not valued at the balance sheet date are not materially
w means that the values are unl?kely to be materially d_iffe_rent at the misstated to produce a paper setting out their rationale, w hich
balance sheet date. All valuations have been made in light of the wewilassess
impact of Covid-19 and is the best estimate of the valuers at the '
time of valuation. » Appointed an auditor’s expert, Gerald Eve, to review the
valuation of the Eco Park asset under construction prepared
In line withRICS guidance, the Group’s valuer disclosed a material by the Council's ow n valuation specialist. For more
uncertainty in the valuation of the Council's land and buildings at 31 information on the Eco Park asset, referto page 18.
March 2020 as a result of Covid-19. The Council agreed to include
a disclosure in Note 5 to the financial statements to reference the
uncertainty.
The total year end valuation of land and buildings was £1,226m, a
net increase of £81.5m from 2018/19 (£1,144m). This net increase
arises from the valuation processin combination w ith additions,
enhancements, disposals and completions of buildings during the
year.
Assessment

® Wedisagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentiallymaterially misstated

We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptionswe 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 assumptions are neither optimistic or cautious
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Significant findings — key estimates and judgements — Councll

Accounting area

Summary of management’s policy

Auditor commentary

Assessment

Net pension
liability — £1,642m

The Council's total net pension
liability at 31 March 2020 is £1,642m
(PY £1,928m) comprising defined
benefit obligations relating to Surrey
County Council Pension Fund and the
Firefighters’ Pension scheme. The
Council uses Hymans Robertson to
provide actuarial valuations of the
assets and liabilities derived from
these schemes. A full actuarial
valuation is required every three

We have assessed the actuary, Hyman’s Robertson, to be competent, capable and objective;

We have performed additional tests in relation to accuracy of contribution figures and benefits
paid to gain assurance over the 2019/20 calculation carried out by the actuary;

We have used Pw C as our auditor’s expert to assess the actuary and assumptions made by the
actuary — see table below for out comparison of actuarial assumptions for Surrey County Council

Pension Fund:

Discount rate 2.3% 2.3%

years.

T The latest full actuarial valuation was Pension increase rate 1.9% 1.8% - 2.0%

o) completed as at 31 March 2019. Aroll

Q . .

o forw ard approach is used in Salary growth 2.8% 1.8% - 2.9%

- intervening periods w hich utilises key (CPl —RP)

N assumptions such as life expectancy,
discount rates, salary growthand Life expectancy — Males currently aged 45: 22.9 45: 21.6 — 23.3
investment return. This has led to 45 | 65 65: 22.1 65: 20.5 —22.2
material experience liabilities arising
during 2019/20 as assumptions used Life expectancy — Females currently 45: 25.7 45: 24.6 — 26.3
were normalised for actual data. aged 45 /65 65: 24.3 65: 22.9 - 24.3
Given the significant value of the net
!oensmn futpd liability s”ﬁ", changes We have confirmed the controls and processes over the completeness and accuracy of the
In assumptions can resutt in underlying information used to determine the estimate;
significant valuation movements.
There has been a £258m net We have confirmed there w ere no significant changes in 2019/20 to the valuation method.
actuarial loss during 2019/20. Our work confirms that the decrease in the IAS 19 estimate is reasonable.

Assessment

® Wedisagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentiallymaterially misstated

We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptionswe 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 assumptions are neither optimistic or cautious
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Significant findings — key estimates and judgements — Pension Fund

Accounting area Summary of management’s policy Auditor commentary Assessment
Level3investments The Pension Fund has investments in private equity funds thatin + We have assessed the appropriateness of the underlying

total are valued on the net assets statement as at 31 March 2020 information used to determine the estimate, including fund

at £305.9m. These investments are not traded on an open manager and custodian reports, and audited accounts of the

exchange/market and the valuation of the investment is highly private equity funds as at 31 December 2019;

subjective due to a lack of observable inputs. Valuations are
based on forw ard looking estimates by the investment managers

using the International Private Equity and Venture Capital ) ] ]
Guidelines, w hich follow the valuation principles of IFRS. * We have review ed the reasonableness of the increase in the

estimate; and

* We have assessed the consistency of the estimate against peers
and industry practice;

Management prepared the draftaccounts based on cash

adjusted movements from audited December valuations to the * We have assessed the adequacy of disclosure of estimate in the
31 March 2020 for private equity holdings w here valuations had financial statements
not been given at year-end As discussed on page 11, updated fund manager valuations for 31

The value of unquoted private equities at 31 March 2020 w as March 2020 resulted in a £13.8m decrease in valuation fromthe

;? £305.9 milion (£256 milion at 31 March 2019).The value of the ~ Position reported in the accounts. We challenged the 31 March 2020

Q investment has increased by £49.9m due to net purchases of valuations, w hich are un-audited, through reperformance of the

D £22.2m and an increase in the market value of the underlying Fund’s cash adjustment exercise, finding a difference below

= assets on valuation of £27.7m. performance materiality levels. Differences to management’s

o estimate are due to unrealised losses that could not be predicted
through the cash adjustment exercise; w e assess that
management’s exercise w as reasonable.

Assessment

® Wedisagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentiallymaterially misstated
We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptionswe 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 assumptions are neither optimistic or cautious
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Significant findings — key estimates and judgements — Pension Fund

Accounting area Summary of management’s policy

Auditor commentary

Assessment

Level2investments The Pension Fund have investments in derivatives,
indexed-linked securities, pooled equity and pooled property
funds that in total are valued on the net asset statement as

at 31 March 2020 at £1,686m.

The investments are not traded on an open
exchange/market and the valuation of the investment is
subjective. In order to determine the value, management use
the valuations provided by investment managers.

Management have assessed that material estimation
uncertainty is present in the valuation of pooled property
investments (£280.4m), given that underlying valuations of
property w ithin the portfolio are subject to valuation
uncertainties in the market arising from the Covid-19
pandemic at 31 March 2020.

9T abed

We have assessed the appropriateness of the underlying information
used to determine the estimate;

We have assessed the consistency of the estimate against peers and
industry practice;

We have review ed the reasonableness of the increase in the
estimate;

We have assessed the valuation of derivative investments, w hich are
material to the Fund on a gross liability basis, using Hedgebook
softw are. The w ork currently remains in progress;

The majority of the Fund’s pooled property investment valuations

w ere provided as at December 2019 by the fund manager, and were
not updated to 31 March 2020 in the draftfinancial statements. This
is because more updated valuations w ere not available to
management at the time, in part due to covid-19. Updated valuations
for 31 March 2020 w ere since received, indicating that pooled
property is overstated by £2.3m in the accounts. Management have
decided not to adjust the draftaccounts given that the movement is
not material. We have reported this as an unadjusted misstatement
above triviality on page 41.

We have assessed the adequacy of disclosure of estimate in the
financial statements. Management have updated the financial
statements to reference the material estimation uncertainty with
respect to pooled property investments caused by covid-19. Our audit
opinion willinclude an emphasis of matter paragraph and wiill
reference the updated uncertainty disclosure made my management.

Assessment

® Wedisagree with the estimation process or judgements that underpin the estimate and consider the estimate to be potentiallymaterially misstated

We consider the estimate is unlikely to be materially misstated however management’s estimation process contains assumptionswe 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 assumptions are neither optimistic or cautious
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Significant findings — matters discussed with management

This section provides commentary on the significant matters w e discussed w ith management during the course of the audit.

Significant matter

Commentary

Auditor view

Minimum Revenue
Provision

The Council's minimum
revenue provision (‘MRP)
policy deviates fromthe
requirements of the Statutory
Guidance in two areas

LT abed

The tw o areas of deviation in the policy are as follow s:
1. Loans to other bodies

The Council's policy follow s that w here loans are made to other
bodies for their capital purposes, and are to be repaid under
separate arrangements, no MRP will be charged on those loans. The
capital receipts generated by the repayment of those loans will be set
aside to repay the debt.

The Council's view is that, if they wereto provide MRP on these
loans, then any loan repayment accounted for as a capital receipt
would be available to spend on future capital expenditure. How ever,
if the Council w ere to ringfence loan repayments for the repayment of
the related Capital Financing Requirement, then to also charge MRP
would result in an over-provision.

2. Equity Investments

The council determines MRP on equity investments based a 20 year
life. How ever, for equity investments in asset backed companies, a
50 year life is assumed to match the Council's policy forinvestment
assets.

The Council's view is that, given the majority of the Council's
shareholdings relate to Halsey Garton (an equity investment in a
company backed by significant property assets), the MRP policy
should match the calculation forthese particular shareholdings to
that taken for Surrey-ow ned investment properties — that is, to be
charged over 50 years, using an annuity methodology.

The Local Authorities (Capital Finance and Accounting) (England) Regulations
2003 (as amended) require a local authority to make a revenue provision for
the repayment of debt “w hichit [the local authority] considers to be prudent”
and to “have regard” to the statutory guidance.

With respect to charging MRP on loans, w e w ould expect the repayment
period to be based on the useful life of the assets on w hich third party
expenditure is incurred. The Council's policy therefore results in MRP being
low er than w hat the guidance suggests. Concern could be raised Council's
ability to refinance or repay its related £234m loans (mainly with PWLB) w hen
they mature — predominantly in the period 2050 to 2065. How ever, the Council
is confident of its ability to re-finance them.

In the context of the Council's loans to Halsey Garton, the counterparty’s
ability to repay the debt can be judged by comparing the value of assets and
retained earnings to the level of outstanding debt. At 31st March 2020, Halsey
Garton’s investment properties held a carrying value approximately of £269m,
some £35m more than the outstanding debt of £234m. In addition, Halsey
Garton holds a Profit and Loss Reserve of £4.8m. This demonstrates that the
company holds assets of sufficientvalue that (if sold) could repay the
outstanding debt.

Halsey Garton’s properties have been revalued dow nw ards by £27m in
2019/20. This reduction in value is held in a fair value reserve and does not
represent a permanent impairment. The £269m asset value already accounts
fora £60m reduction over the previous tw oyears. Given that this is not
currently a permanent impairment, the underlying value of the assets is
£329m.

Based on the above, w hile w e believe the Council's policy to be imprudent, we
are satisfied that it is not unlaw ful. An added degree of uncertainty
surrounding repayments exists in the current economic climate so the policy is
risky. We have made recommendations on page 34 regarding the policy.
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Significant findings — matters discussed with management (continued)

Significant matter

Commentary

Auditor view

Eco Park valuation

g1 abed

The draft financial statements included assets under construction of
£71.3m forthe Eco Park as at 31 March 2020. The assets under
constructions consists of a gasifier held at £42.3m, part of the larger w aste
PFl contract. The delivery of the Eco Park scheme remains significantly
delayed. We challenged the Council to prove that the assets under
construction (AUC) w ere not materially misstated and requested the
Council carry out an impairment review. We also challenged them to
confirm w hether it w as probable that an asset will pass to the them at the
end of the contract, and that they will get economic benefit from.

Management engaged Mott Macdonald to prepare a valuation of the Eco
Park AUC based on an assessment of the cost to replace the service
potential. The valuation provided costs to replace the service potential of
the gasifier and other assets within the Eco Park, giving the Council
assurance that, assuming the Eco Park is adopted at full capacity, the
carrying value is not materially misstated.

The Council has been working closely withit's technical, legal and
financial advisors to monitor and manage the delivery of the Eco Park and
has recently concluded that it is improbable that future economic benefit
w il flow tothem from the facility, and as such it is not probable that an
asset would not be brought into use. The Council has therefore updated
the accounts to derecognise this AUC.

We have considered the accounting treatment for the Eco Park assets
under construction against the requirements of the CIPFA Code

We have challenged management to prove that the assets under
construction w ere not materially misstated as at 31 March 2020.

Review ed reports to the Waste Advisory Board on progress w ith the
delivery of the Eco Park assets.

Review ed the assessment of costs to replace the service potential forthe
assets under construction provided by the Council's technical advisors

We have appointed and auditors expert to review the w ork carried out by
Mott Macdonald to assess the approach adopted by them.

We have met withthe Executive Director of Resources and the Executive
Director of Environment, Transport and Infrastructure to understand the
Council's position in relation to the development of the Eco Park and the
ongoing contract management.

We have review ed the Council's revised accounting treatment for the Eco
Park assets under construction and sought evidence of advice from the
Council's technical advisers to support the position.

Our workin this areas is not yet complete.

Transfer from surplus
assets toinvestment
properties.

A transfer of £10,903k w as made betw een surplus assets and investment
properties in 2019/20.

This w as the result of an exercise through w hich the Council re-assessed
the portfolio and determined that a number of surplus assets had changed
use and w ere now being held solely for rent or capital appreciation —
therefore, investment properties under the Code. Upon audit challenge,
management deemed that w hile it was not an in-year change of use, the
use had changed.

The exercise carried out by management identified that a change in
intention for the assets happened in prior years, and did not happen this
financial year.

Given audit materiality levels, no prior period adjustments are required.
Given that the assets are now held as investment properties (a separate
asset class under the Code), it was deemed appropriate forthem to be
classified as such in the balance sheet, and no adjustment to the
accounts is required.
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Going concern — Group and Councll

Our responsibility

As auditors, w e are required to “obtain sufficientappropriate audit evidence about the appropriateness of management's use of the going concern assumption in the preparation and
presentation of the financial statements and to conclude w hether there is a material uncertainty about the entity's ability to continue as a going concern” (ISA (UK) 570).

Going concern commentary

Management's assessment process
The Council's financial statements have been prepared on a going concern basis, as disclosed in Note 2.

Management provided a narrative going concern assessment and Medium Term Financial Strategy extending to 2024. Management's assessment refers to paragraph 2.1.2.9 of the
Code, w hich states that “an authority’s financial statements shall be prepared on a going concern basis; that is, the accounts should be prepared on the assumption that the functions
of the authority will continue in operational existence for the foreseeable future”. Management’'s assertion is that if the Council w as in financial difficulty, alternative arrangements w ould
be made by central government either for the continuation of the services it provides or for assistance w ith the recovery of a deficit over more than one financial year, as has been
borne out in recent years. Management acknow ledge that the financial outlook for the Council is challenging, with a significant level of savings required to produce a balanced budget
in future years.

Work performed/commentary

TTh 2019/20 the Council delivered a balanced budget enabling a significant contribution to reserves, arising from an overall directorate surplus of £5.3m and an unused budgeted
crontingency of £8.9m. The Council included £82m of efficiency proposals in the annual budget for 2019/20, of w hich£72m (88%) w ere reported as achieved. Given the overall scale of
Msavings required in the medium term, as flagged by management in their Going Concern assessment, past performance bodes well for the delivery of the ambitious programme.
deed, the Medium Term Financial Strategy identifies a cumulative funding gap of £162.3m by 2024/25. To close this gap, additional efficiencies of c.£40m per year would need to be
dentified and delivered. The Council is currently working on review ing and updating its MTFS in light of Covid-19.

In consideration of the next 12 months, the County has sufficientreserves, cashbalances, short term investments and headroom for short term borrow ing to address going concern
issues. Operating cashflow s are all positive w hilstthe budget for the next three years indicates positive cashflow s. Further more, the Council has sufficient headroom in terms of
availability of short term borrow ing; the Council's treasury management strategy involves a number of short-term investments in other authorities to maximise useable cash reserves
as wellas investments in money markets for excess cash.

We have also review ed the audited accounts for the Council's subsidiary companies and are satisfied that the auditors have not raised any material uncertainties in respect of their
financial performance or position as at 31 March 2020. Valuation of the assets held by Halsey Garton is higher than the Council's current financial commitment to the company.

We are satisfied that management’s assessment is based on accurate information including prudent assumptions around future income and expenditure levels, and likely shortfalls
based on know n events and best available information. We are satisfied that the Council holds sufficientuseable reservesto mitigate the risk of any short-term funding shortfalls w hich
may arise throughout the period of management’s assessment.

Concluding comments

We are satisfied fromthe w ork performed that:

» the going concern basis of preparation is appropriate forthe Council’s financial statements

* no events or conditions exist w hichmay give rise to material uncertainties casting significant doubt on the Council’s ability to continue as a going concern
» the disclosures in the Council’s financial statements relating to going concern are adequate.

Our audit opinion in respect of going concern w ill be unmodified.
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Going concern — Pension Fund

Our responsibility

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

Going concern commentary

Management's assessment process

The Pension Fund’s financial statements have been prepared on the going concern basis. As disclosed in Note 2 to the financial statements:

The accounts have been prepared on a going concern basis. The liabilities of the pension fund are ultimately backed by the employing organisations within the fund including
government bodies with tax raising powers.

The CIPFA Code requires that the Pension Fund’s financial statements be prepared on a going concern basis, w ith paragraph 2.1.2.29 stating:

an authority’s financial statements shall be prepared on a going concern basis; that is, the accounts should be prepared on the assumption that the functions of the authority will continue
in operational existence for the foreseeable future (see also paragraph 3.4.2.23 for bodies that follow the Code but may be discontinued without statutory prescription). Transfers of
services under combinations of public sector bodies (such as local government reorganisation) do not negate the presumption of going concern.

o
&Q:J\/Ianagement provided a written going concern assessment and supporting cash flow forecast, covering the period to March 2022.
Mwork performed

BVe review ed management’s disclosures and going concern assessment, corroborating key inputs to our w ider know ledge and supporting documentation. We considered, based on
our understanding of the entity and the wider political and economic climate, w hether material uncertainties may exist w hich w ere not explicitly covered by management’s assessment.
None w ere identified.

We are satisfied that management’s assessment is based on accurate information including assessments over funding levels provided by the Fund’s actuary. In the most recent
triennial valuation, the actuary has assessedthat the Fund is 117% funded on their most likely future scenario.

There is no plan by the Ministry of Housing, Communities and Local Government to wind up the Surrey County Council Pension Fund; the Fund continues to receive contributions and
investment income as expected.

Concluding comments

We are satisfied fromthe work performed that:

+ the going concern basis of preparation is appropriate forthe Pension Fund financial statements

* no events or conditions exist w hich may give rise to material uncertainties casting significant doubt on the Pension Fund’s ability to continue as a going concern
» the disclosures in the Pension Fund financial statements relating to going concern are adequate.

Our audit opinion in respect of going concern w ill be unmodified.
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Other matters for communication

We set out below details of other matters w hichw e, as auditors, are required by auditing standards and the Code to communicate to those charged w ith governance.

Issue

Auditor commentary

Matters inrelation to fraud

We have previously discussed the risk of fraud with the Audit and Governance Committee. We have not been made aw are of any incidents in
the period and no issues have been identified during the course of our audit procedures.

Matters in relation to related
parties

We are not aw are of any related parties or related party transactions w hich have not been disclosed.

Matters in relation to law s and
regulations

You have not made us aw are of any significant incidences of non-compliance with relevant law s and regulations and w e have not identified any
incidences from our audit w ork.

Written representations

Letters of representation have been requested fromthe Group and Council, and from the Pension Fund, w hich are appended.

Specific representations have been requested from management in respect of the significant assumptions used in their accounting treatment
for Eco Park, and the policy for the Minimum Revenue Provision.

S)
QConfirmation requests from third
%arties

N
[y

We requested from management permission to send confirmation requests to all banking and investment counterparties. This permission was
granted and the requests w ere sent. Requests have been returned w ith positive confirmation. We are still aw aiting a response to the school’'s
bank letter.

We sent letters to those solicitors whow orked w iththe Group and Council, and Pension Fund during the year and responses w er e received.

Disclosures

Our review of disclosures found no material omissions in the financial statements of either the Group or Pension Fund. The changes made to
disclosures during the course of the audit are summarised in Appendix C.

Audit evidence and
explanations/significant
difficulties

Delays w ereincurred in obtaining information from the Council's IT team, withthe result that at the time of writing, our audit w orkaround IT
General Controls, remains into be completed.
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Other responsibilities under the Code

Issue Commentary

Other information We are required to give an opinion on w hether the other information published together with the audited financial statements (including the
Annual Governance Statement, Narrative Report and Pension Fund Financial Statements), is materially inconsistent w iththe financial
statements or our know ledge obtained in the audit or otherw ise appears to be materially misstated.

No inconsistencies have been identified.

Matters onwhichwereport by We are required to report on a number of matters by exception in a numbers of areas:

exception - If the Annual Governance Statement does not meet the disclosure requirements set out in the CIPFA/SOLACE guidance or is misleading
or inconsistent w ith the other information of w hichw e are aw are from our audit

« If wehave applied any of our statutory pow ers or duties

We have nothing to report on these matters.

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

(0}

N As the Council exceeds the specified group reporting threshold of £500m, w e examine and report on the consistency of the WGA

N

consolidation pack withthe Council's audited financial statements.

At the time of writing, the group instructions have yet to be issued by the NAO, with these due to be communicated to group auditors later in
2020. These procedures wiill be completed alongside the issue of our auditor’s report.

Certification of the closure of the Subject to the completion of WGA w orkand our review of the Pension Fund Annual Report, weintend to certify the closure of the 2019/20 audit
audit of Surrey County Council and Surrey County Council Pension Fund in the audit report, as detailed in the separate item to the Committee.
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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 effectiveness in its use of resources. This is know n as
the Value for Money (VFM) conclusion.

We are required to carry out sufficient w orkto satisfy ourselves that proper arrangements
are in place at the Council. In carrying out this w ork, w e are required to follow the NAO's
Auditor Guidance Note 3 (AGN 03) issued in April 2020. AGN 03 identifies one single
criterion for auditors to evaluate:

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

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

ez abed

Informed

decision
making

Value for

Money
arrangements
criteria

Sustainable
resource
deployment

Working
with partners
& other third

parties

©2020 Grant Thomton UK LLP | Audit Findings Report for Sumey County Council and Sumey County Council Pension Fund| 2019/20

Risk assessment

We carried out an initial risk assessment in January to March 2020 and identified a
number of 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 29 January 2020.

We have continued our review of relevant documents up to the date of giving our report,
and have not identified any further significant risks w here w e need to perform further
w ork.

We did not identified any new VfMrisks in relation to Covid-19; how ever w e have
considered and commented on the potential impact of Covid-19 on the Council's future
financial sustainability as part of our workin addressing the previously identified
significant VfM risks.

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

Our work

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

We have focused our workon the significant risks that w e identified in the Council's
arrangements. In arriving at our conclusion, our main considerations w ere:

* Revenue and capital outturn for 2019/20
» Approved revenue and capital budget for 2020/21

« Officer assessment of the impact of Covid-19 on forecasted costs and income for
2020/21 and futureyears

*  Medium term financial plan;

o Of sted inspection reports;

Q.
«
®. piscussions with key officers around the Eco Park

Council and Committee reports; and

MWe have set out more detail on the risks w e identified, the results of the workwe
performed, and the conclusions w e drew fromthis w orkon pages 25 to 30

Overall conclusion

Based on the w orkw e performed to address the significant risks, w e are satisfied that,
except for the matter w e identified in respect of children’s services, the Council had proper
arrangements for securing economy, efficiency and effectiveness in its use of resources.

We therefore propose to give a qualified ‘except for' conclusion the Council had proper
arrangements for securing economy, efficiency and effectiveness in its use of resources.

The text of our report, w hich confirms this can be found in a separate agenda item to the
Committee.
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Recommendations for improvement

We discussed findings arising from our w orkw ith management and have agreed
recommendations for improvement.

Our recommendations and management's response to these can be found in the
Action Plan at Appendix A

Significant difficulties inundertaking our work

We did not identify any significant difficulties in undertaking our workon your
arrangements w hichw ewishto draw to your attention.

Significant mattersdiscussed with management

There were no matters w here no other evidence w as available or matters of such
significance to our conclusion or that w e required w ritten representation from
management or those charged w ith governance.
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Value for Money — Financial Resilience

Overview

The financial resilience of the Council depends on its ability to balance income and
expenditure, without over-reliance on reserves to fund the day to day cost of services. In
2017/18 w e reported that the Council w as carrying an underlying deficit and it w ould not be
able to continue to use reserves to supplements the costof services in the medium term.
How ever, w e noted that in September 2018, a wideranging Finance Improvement Plan
(FIP) had been put in place to improve the Council's finances and develop the finance
function. This led to significant improvements in the financial position that w e reported on in
our VfM conclusion for 2018/19.

The Finance Improvement Plan (FIP) has now been completed enabling the Council to plan
for a sustainable medium term financial position. In 2019/20, the Council delivered in line with
s planned budget and made a net contribution to reserves. COVID-19 has put additional
gressure on the Council from2020/21 onw ards. While the council should nhow be well
quipped to manage the financial pressures arising in 2020/21, significant challenges lie
ead w ith particular uncertainty around the impact on council tax and business rates in
@ature years.

Financial performance 2019/20

During the financial year 2019/20 the Council delivered a balanced budget enabling a
significant contribution to reserves, arising from an overall directorate surplus of £5.3m and
an unused budgeted contingency of £8.9m.

We note that within this position the Children, Families, Lifelong Learning & Culture (CFLC)
Directorate, reported a net overspend of £2.7m for the year. Which w as mitigated by
underspends on other service budgets. The key driver of the overspend w as Special
Educational Needs (SEN) transport and other children’s transport services due to higher than
expected demand. We note that a review of the service identified some mitigating actions but
w as not successfulin w holly mitigating the pressure. The Council should continue to
monitor and consider ways to mitigate demand in SEN transport and ensure that the
measures taken to deal with this in the 2020/21 budget are adequate,once the service
returns to normality following the recent school closures.
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The SEND deficit

The Council carried forw ard a liability of £30.0m on the Special Educational
Needs and Disabilities (SEND) budget relating to an ongoing overspending on
activity funded by the Dedicated Schools Grant (DSG) - High Needs Block.
This w as driven by an increase in the number of Non-Maintained Independent
(NMI) placements outstripping the available funding. This is a sector wide issue
for top tier councils. Until the currentdialogue on SEND funding with the
Department for Education is concluded,thereremains arisk thatthe
Council will be required cover this liability from general resources which
could pose a significant threat to financial resilience. The Council will
need to continue to manage therisk within its existing resources.

Delivery of savings

The Council included £82m of efficiency proposals in the annual budget for
2019/20 w hichw as approved by Council in February 2019. We noted that
£72m (88%) w as reported as achieved. The £10m of non-delivered savings

w as made up of a combination of project delays, decisions taken not to pursue
savings, specific savings not identified, and savings shortfalls against original
targets. The shortfall w as offset by alternative one-off measures in year, with
the recurrent impact rolled forw ard into the updated Medium Term Financial
Strategy (MTFS). Given the overall scale of savings to be delivered, this
reflects effective management and delivery of savings plans.
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Value for Money - Financial Resilience (continued...)

Capital budget

The capital Programme spend for the year was £117.2m against a budged of
£126.7m, whichrepresents £9.5m (7.5%) net slippage of the programme. The capital
position w as reprofiled tw ice during the year (in M2 and M7) to more accurately reflect
the delivery of the programme.

The outturn for 2019/20, including contribution to reserves, demonstrates a continued
improvement in the Council's use of resources and achievement of efficiencies.

Reserves and contingencies

e surplus of £5.3m generated from directorate budgets, has been used to increase
&g:.eserves and contingencies, as follow s:

Contingency: The 2020/21 budget contingency has been increased to £32m by

transferring the unused balance of £8.9m from the 2019/20 contingency and

adding £2.5m of the 2019/20 Directorate surplus.

* General Fund Reserve: The remaining £2.8m of the 2019/20 Directorate surplus
has been added to the General Fund Reserve, bringing this to a total of £24.1m.

Tw o additional reserves have been created

9Z¢#®

1. CFLC Inspection and System Renew als (£1.2m) — to fund, amongst other things,
additional cost in preparation forthe OFSTED re-inspection
2. COVID-19 Emergency Funding (£24.3m).

The Council's reserves position continues to improve and provides a temporary buffer
against financial risk, for example if savings are not delivered to target.
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Budget 2020/21 and Medium Term Financial Strategy (MTFS)

On 4 February 2020, a balanced budget of £968.4m for 2020/21 w as approved by members.
To achieve this balanced budget, £38m of savings and efficiencies w ere identified.

Looking over the following 4 years, a cumulative funding gap of £162.3m w as projected by
2024/25. To close this gap, additional efficiencies of c.£40m per year w ould need to be
identified and delivered. This w as seen to be achievable in early 2020, how ever, the Council
is currently working on review ing and updating its MTFS in light of COVID-19.

The Council approved a capital budget for 2020/21 of £175.7m in February 2020. At M1, this
has been re-forecastat £159m to recognise the impact of COVID-19 on scheme delivery.

Financial outlook 2020/21

Based on the M2 (May) forecastreported in July 2020, the Council is forecasting an
overspend of £4.7m in the business as usual budget (BAU), w hich excludes the impact of
COVID. We note that it is good practice to track cost pressures that are not directly
attributable to COVID-19 and manage them separately, so that a good understanding of the
underlying financial position is retained.

The key pressures are from increased w aste disposal costs, and pressures in CFLC (non
achievement of health income targets, demand for placements and agency staffing) w hich is
partly mitigated by one—off underspends in school transport due to school closures. A further
£1m of underlying pressure in ASC is currently being funded by non-recurrent income. We
note that the high level of transparency provided in the reports to members reflects the best
practice principles adopted as a result of the Finance Improvement Programme.

The report notes that there remains uncertainty about the indirect effectthat COVID-19 may
be having on the service activity reported as BAU. Aside from the challenging
environment presented by COVID-19 uncertainties, the Council should continue to
review and manage underlying BAU budget pressures separately.
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Value for Money - Financial Resilience (continued...)

Managing the impact of COVID-19

To cover the costs and loss of income associated withthe COVID-19 pandemic, the
Council received £25.2m funding fromthe Government. £0.9m of this has been
absorbed in 2019/20, and the remaining £24.3m has been set aside as a reserve to

offsetagainst budget overspends caused by COVID-19 (e.g. future costs and loss of
income).

Since the year end, a second (£21.8m) and third (£6.4m) tranche of support funding
from the Government have been received, bringing the balance on the COVID reserve
to £52.5m. Furthermore, the government has committed to further funding to support

lost income from sales fees and charges in selected services, how ever the exact
—gllocation is not yet know n.

%’his excludes arange of other COVID-19-related financial support for specific

qburposes and to support businesses, providers and the wider community (e.g.
'llﬁfection Control Fund and Bus Service Support Grant).

The table below describes the Councils current analysis of COVID-19 cost pressures

expected to impact in 2020/21. The position is under continual review and is subject to
change.

We note that since the initial estimates of COVID-19 Impact, the Council has reduced
its assessment of the forecast cost to be managed from£66.7m to £51.9m (a
reduction of £14.8m). This is attributed to greater confidence that the planned savings
programme for 2020/21 willsuffer less disruption than had initially been projected. The
Council continues to monitor the position.
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Gross expenditure pressures 32.9
Lost income 14.7
Risks to the efficiency programme (non-deliverable savings) 4.3
TOTAL 51.9

Taking into account the second and third tranches of COVID-19 funding and income
support, for 2020/21 the available support funding is projected to cover majority of
COVID pressures. How ever, there are likely to be unfunded pressures, w hich the
Council willneed to manage. As noted, the council has significant resources in place to
manage financial risk, including the £32m budget contingency, w hich could be used to
help with additional pressures that could arise froma range of scenarios, including a
second w ave of the virus and/or a local lockdow n. The council is w ell placed to manage
COVID related pressures in 2020/21 and to protect the current level of reserves.

The implications for 2021/22 could be significant, particularly if a prolonged economic
dow nturnand high unemployment start to erode council tax and retained business
rates income, creating potentially significant deficit on the collection fund. The Council

is in the process of analysing the medium term financial implications of COVID-19 as it
develops its budget for 2021/22.

The financial impact of COVID-19 in 2020/21 and in the medium term remains
fluid and uncertain and should continue to be closely monitored. In particular,
the Council should develop a plan to manage the potential impact of increased
levels of Local Council Tax Support and areduced businessratesbase.
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Value for Money - Financial Resilience (continued...)

The Finance Improvement Programme (FIP)

In September 2018 the Finance Improvement Programme (FIP) was launched, in
response to the report commissioned by CIPFA in summer 2018, w hich raised
concerns about the Council's financial position and its standards of financial
management. The FIP has delivered:

* A newly restructured Finance function.

* A new framew orkfor budget management across the Council, including six
hallmarks of a “good” budget — these w ere developed and self-assessedw hen
developing the 2020/21 budget and Medium-Term Financial Strategy (MTFS),
w hich w ere approved on 4th February 2020.

YA learning and development platform (The Finance Academy).

o}
Q

®he External Assurance Panel was also established at the inception of the FIP as
gsounding board.

The Council has concluded that it has addressed each issue raised in the CIPFA
report and so the FIP was completed and closed in June 2020. The success of the
FIP appears to have greatly improved the Council’s ability to achieve Economy,
Efficiency, and Effectiveness in use of its resources.

Budget Process Evaluation 2020/21

Once the budget had been set, a review of the process took place, with officer and
member participation and buy-in. A number of themes emerged and high-level
actions agreed w hichwi llfeed in to the 2021/22 process. One of the key
underlying themes w hich came through the evaluation process w as to engage
better, to foster transparency and allow feedback and scrutiny earlier in the budget
process, including through earlier involvement of select committees.

This culture of self-review willenable the Council to continuously improve its
budgeting processes and it will need to ensure that the findings from this review
are integrated into processes going forw ard.
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Partnership Agreement for Excellent Financial Management

We noted that this is one of the main focus areas of the new Organisational
Strategy 2019-23. A key strand of the agreement is to embed the Finance
Business Partner approach w here the Finance Service operates at the heart of the
organisation and is trusted, proactive and insightful.

The Finance Business Partner approach offers a good opportunity to improve the
Council's standards of financial management. As it is at the early stages of
embedding, wewi llcontinue to monitor its progress.

Minimum Revenue Provision

As noted on page 13, the Council's MRP policy statement diverts from the
requirements of the Statutory Guidance in a number of areas, most significantly:

* Where loans are made to other bodies for their capital expenditure, and are to
be repaid under separate arrangements, no MRP will be charged. The capital
receipts generated by the repayment of those loans will be set aside to repay
the debt.

* The council willdetermine MRP on equity investments based a 20 year life.
How ever, for equity investments in asset backed companies, a 50 year life will
be assumed to match the Council's policy forinvestment assets.

Having considered these twoitems and the legal advice provided by the Council's
in-house legal team w e are satisfied that the Council's actions are not unlaw ful.

We have taken the above items into account in considering the Councils financial
resilience arrangements.

Conclusion

We are satisfied that the Council has made significant progress in ensuring that its
financial position is resilient and that adequate arrangements are in place as at 31
March 2020.
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Value for Money — Children’s Services

Overview

In June 2015 Ofsted published a report on services for children in need of help and
protection, children looked after and care leavers in Surrey, based on their inspection visit
in November 2014. The overall judgement w as that children’s services w ere inadequate.

Ofsted subsequently issued a follow -up inspection report in May 2018 based on their
February 2018 inspection visit, in w hich the inadequate rating remained in place. Ofsted
stated in the report that “Senior leaders and elected members in Surrey have been far too
slow to accept and act on the findings and recommendations of the 2014 inspection, and to
respond w ith the required urgency to the findings of several subsequent monitoring visits.
Too many of the most vulnerable children in the county are being left exposed to
continuing harm for long periods of time before decisive protective actions are taken”.

§01 9/20 Monitoring visits

Bollow ing the 2018 inspection report the Council had tw o monitoring visits from inspectors
M March, June and December 2019.

In December 2019 inspectors evaluated the timeliness and effectiveness of strategy
meetings and child protection investigations; the quality and timeliness of assessments
completed about children and families; the progress made for children who are the
subjects of child in need and child protection plans; and the response to older children who
are experiencing, or who are at risk of, child exploitation.

They concluded that Senior leaders and managers have made substantial progress in
improving the response to children who are at risk of significant harm, and children w ho
have subsequently become subject to child protection and child in need plans, since this
area of practice w as lastevaluated at the September 2018 monitoring visit.
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A new practice model is being rolled out through a phased implementation
programme, and all social w orkers seen during the visit have undertaken some
initial training and have taken part in development activities. Critically, social

w orker caseloads in the assessment and family safeguarding teams have reduced
markedly to an average of 15 cases, and these manageable w orkloads are
enabling social w orkers to undertake an improving standard of assessment,
planning and direct w orkw ith children.

Management oversight and supervision are visible and regular. The recording of
supervision often comprises lengthy review s of w orkundertaken, and rarely
features evidence of proactive, inquisitive approaches, generating questions and
ideas for social w orkers to help them address entrenched difficulties. Some
specialist w orkers, notably child and adolescent mental health professionals, are
already w orking alongside social w orkers, helping them to formulate ideas and
plans in order to strengthen their direct w orkw ith children and parents.

An extensive audit programme continues to provide managers with a
comprehensive and accurate assessment of the quality of social w ork practice and
frontline management oversight. The significant time and effortinvested in a high
standard of quality assurance activity is a cornerstone of continuing effective
improvement w ork.

Conclusion

Overall, improvements in the quality of social w ork, management oversight and
supervision are gathering momentum, but practice is not yet consistently strong for
all. The Authority w as preparing for a follow up inspection to w ards the end of
2019/20 how ever the Covid pandemic has meant that a number of expected
inspections did not take place as planned. As a result the previous qualification of
the value for money conclusion in respect of the adequacy of Childrens Services

w ill remain in place for 2019/20.
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Value for Money — Eco Park

Overview

The Councils Waste PFl project (the Project) originally reached financial close in 1999.
The Project involved the Operator designing, building, financing and operating new ly
created assets in the form of tw o energy from w aste plants (“EFW”); fourin vessel
composters (“IVC’); and one civic amenity site (“CA”). The cost of the capital for the
Project w as estimated at around £250million, for w hich the Council had obtained HM
Treasury PFl credits of approximately £80million.

Eco Park Development

;ther the 1999 financial close, the Operator w as unsuccessfulin obtaining the
%hecessary planning permission to build the new EFWs. As a result the Operator and

e Council entered a stage of arbitration and the Project w as delayed, though w aste
gisposal activities continued.

In October 2013 the Council signed a deed of variation to the Project to deliver and Eco
Park solution comprising a Gasification facility and an Anaerobic Digestor facility.
Follow ing receipt of revised costs in January and February 2015 the Council updated
its VfM analysis for presentation to the Cabinet in April 2015. Throughout the period
there were regular reports to Committee setting out the progress made or explaining
the delays encountered. The Council has been advised throughout the process by its
financial advisors, Deloitte LLP, technical advisors, Mott Macdonald LLP and legal
advisors.

Value for Money Assessment

The value for money analysis undertaken by the Council in October 2013 considered
both the gquantitative and qualitative aspects of proceeding w ith the contract variation
for the development for the Eco Park. Taking into account significant legislative,
strategic, contractual and economic factors it w as considered that the delivery of the
Council's Waste Strategy through the development of the Eco Park represented the
best overall value to the public.
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Follow ing delays the Council updated its VfM assessment in April 2015. This assessment
confirmed the earlier assessment that the development of the Eco Park remained the best
value solution for the public.

Current Position

Construction of the Eco Park, w hile progressing, is delayed. In the draft accounts the
Council has recognised payments totaling £71.3m as an asset under construction on the
Balance Sheet. Under the terms of the Council’s w aste contract with SUEZ, the Council
does not start to pay in full for the Eco Park until the facility has passed minimum
performance and reliability tests.

The Gasification facility w as due to be operational by 7 November 2017 and so is
significantly delayed. Management have been working w ith their technical, financial and
legal advisors to manage the delivery of the whole PFI scheme as w ellas the delivery of the
Eco Park assets. The Council's w aste assurance board has received regular reports on
progress withthe development and ongoing contract management arrangements forthe
wider PFl scheme.

The Council is paying a reduced unitary payment at present recognising that the facility is
not available to use. The PFl provider is currently disposing of the w aste in one of its other
energy from w aste facilities. The financial risks to the Council from the contract are being
managed by the Council, hence the decision not to change the liability recognised in the

accounts in 2019/20.

Conclusion

We are satisfied that the Council's arrangements to manage the impact of the delays to the
delivery of the Eco Park are adequate and that it is utilising the full range of external

advisors to ensure that it takes appropriate advice in relation to its duties and responsibilities
under the contract.
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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 w e are required or wishto draw to your attention. We have complied w iththe
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 on the financial
statements

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

Further, w e have complied w ith the requirements of the National Audit Office’s Auditor Guidance Note 01 issued in May 2020 w hich sets out supplementary guidance on ethical
requirements for auditors of local public bodies.

Details of fees charged are detailed in Appendix D

T¢ abed
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Audit-related and Non-audit services

For the purposes of our audit w e have made enquiries of all Grant Thornton UK LLP teams providing services to the Council. The follow ing non-audit services w ere identified w hich
w ere charged from the beginning of the financial year to the current date, as wellas the threats to our independence and safeguards that have been applied to mitigate these threats.

Fees £ Threats identified

Safeguards

Audit related

Agreed upon procedures 4,000 Self-Interest (because this is a
relating to the Teachers’ recurring fee)
Pensions End of Year

Self review (because GT
Certificate (Council) (

provides audit services)

The level of this recurring fee taken on its ow nis not considered a significant threat to independence as the fee
for this workis £4,000 in comparison to the total fee for the audit of £140,415 and in particular relative to Grant
Thornton UK LLP's turnover overall. Further, it is a fixed fee and there is no contingent element to it. These
factors all mitigate the perceived self-interest threat to an acceptable level.

To mitigate against the self review threat, this workwilltake place afterthe audit is completed. The amounts
involved are not material to our opinion meaning that the likelihood of material errors in the financial statements

g arising as a result of this workis low . The Council has informed management w how illdecide w hetherto amend
() returns for our findings, and agree the accuracy of our reports.
(7]
oSertification of Teacher’s 3,500 Self-Interest (because this isa As above
NPensions return — Surrey recurring fee)

Choices Limited (Council) Self review (because GT

provides audit services)
Fees £ Threats identified Safeguards

Non-audit related

CFO Insights Subscription 12,500 Self-Interest (because this is a
(Council) recurring fee)

The level of this recurring fee taken on its ow nis not considered a significant threat to independence as the fee
for this workis £12,500 in comparison to the total fee for the audit of £140,415, and in particular relative to Grant
Thornton UK LLPs turnover overall. Further, it is a fixed fee and there is no contingent element to it. These
factors all mitigate the perceived self-interest threat to an acceptable level.

The CFO insights service provides the Council with access to various data sources, w hich they decide how to
use and make their ow ndecisions about the delivery of services, therefore w e do not believe there is an impact
on the value for money conclusion.

©2020 Grant Thomton UK LLP | Audit Findings Report for Sumey County Council and Sumey County Council Pension Fund| 2019/20 32



Appendix A

DRAFT

Action plan — Group and Councill

We have identified a number of recommendations forthe Group and Council as a result of issues identified during the course of our audit. We have agreed our recommendations w ith
management and we w llreport on progress on these recommendations during the course of the 2020/21 audit. The matters reported here are limited to those deficiencies that w e have
identified during the course of our audit and that w e have concluded are of sufficient importance to merit being reported to you in accordance w ith auditing standards.

Assessment Issue andrisk Recommendations
Recommendations from Value for Money Audit Work See specific recommendations under the issues set out to the left.
1. The Council should continue to consider w ays to mitigate demand in Managementresponse
ShENz(t)rsl(;llszriolr)t gnd ensurz that the measuhres takgn datelab Management willcontinue to review the arrangements for the SEND deficit in light of
the . u get are adequate, once the servicereturns to emerging guidance from DfE
normality follow ing the recent school closures.
2. Until the current dialogue on SEND funding with the Department for
Education is concluded, there remains a risk that the Council will be
required cover this liability from general resources w hich could pose a
significant threat to financial resilience. The Council willneed to
Rv) continue to manage the risk within its existing resources
g 3. Aside from the challenging environment presented by COVID-19
D uncertainties, the Council should continue to review and manage
8 underlying BAU budget pressures separately.
4. The financial impact of COVID-19 in 2020/21 and in the medium term
remains fluid and uncertain and should continue to be closely
monitored. In particular, the Council should develop a plan to manage
the potential impact of increased levels of Local Council Tax Support
and a reduced business rates base.
Property, Plant and Equipment Disposals Management should carry out more regular existence review of assets held on the
Our sample testing of Property, Plant and Equipment disposals identified balgnce sheet, particularly VPE assets, to gain assurance that those assets remain
three assets that should have been written out of the balance sheet in theirs and in use.
earlier years, but had only been w ritten out this year follow ing a review of Managementresponse
tk;ehr?\ss_,et ;eglster. Thf(_a Oou_nlcn hav; struggled to _quannLy tgeltotal |mrp]>act_ We have provided w orking papers for this. We review ed the assets and
orthis in the cur.rent inancial year. If assets rgrr_mn _ont e balance sheetin derecognised them. The Council are satisfied that the impact is immaterial in 19/20
excess of true disposal dgtes, excess depreciation is charged to the CIES and that wewill carry out regular reconciliations going forw ard.
and the balance sheet willbe overstated.
Controls

@® High - Significant effect on control system

Medium — Effect on control system

® Low —Best practice
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Action plan — Group and Councill

We have identified a number of recommendations forthe Group and Council as a result of issues identified during the course of our audit. We have agreed our recommendations w ith
management and we w llreport on progress on these recommendations during the course of the 2020/21 audit. The matters reported here are limited to those deficiencies that w e have
identified during the course of our audit and that w e have concluded are of sufficient importance to merit being reported to you in accordance w ith auditing standards.

Assessment Issue andrisk

Recommendations

Minimum Revenue Provision (‘MRP’)

As described on page 18, the MRP policy is deemed imprudent,
although not unlaw ful. An added degree of uncertainty surrounding
repayments exists in the current economic climate so the policy is risky.

7€ abed

The Council should review their MRP policy as soon as practicable to reflect market
uncertainty, withregard to the statutory guidance.

To address the combined issues of prudent provision and liquidity, the below could
be considered trigger points for review :

- The underlying value of properties and retained earnings full below outstanding
debt, or;

- If there is any other indication that the Council would be unable to fulffil its
obligations to repay the outstanding PWLB loans.

Should the Council decide to stick with the existing policy in the coming years, the
Audit and Governance Committee should document their approval of this on an
annual basis; the Council should review the relevant loans each year as part of the
agreement.

Managementresponse

We will review the policy to ensure that our provision remains prudent

Historical creditor balances on the balance sheet

Our sample testing of short term creditors identified several errors w ithin
the creditor balance relating to uncleared balances on account codes
from earlier financial years.

Management should review accounts payable ledgers for uncleared transactions and
balances.
Managementresponse

We agree there can be improvements in this area and will carry out workin 20/21 to
investigate errors and uncleared balances

Controls
® High - Significant effect on control system
Medium — Effect on control system

® Low —Best practice
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Action plan — Group and Councill

We have identified a number of recommendations forthe Group and Council as a result of issues identified during the course of our audit. We have agreed our recommendations w ith
management and we w llreport on progress on these recommendations during the course of the 2020/21 audit. The matters reported here are limited to those deficiencies that w e have
identified during the course of our audit and that w e have concluded are of sufficient importance to merit being reported to you in accordance w ith auditing standards.

Assessment Issue andrisk Recommendations
Allowance for expected creditlosses IFRS 9 requires that expected credit losses are factored into the assessment based
The Council account for the impairment of their receivable balances on the defau.lt rate percsntages from historical credit loss experience adjusted for
using a model based on general provision percentages applied to the forw ardlooking assumptions.
ageing of outstanding debt, based on management’s judgement on the Given the relative size of the balances, application of IFRS 9 is unlikely to be
type and collectability of the debt. The total provision in the accounts is material, but we recommend that management factor the expected credit loss model
£24.5m into their assessment to ensure compliance w iththe standards going forw ards.
From our review of maqagermnts assessment at year-end, the method Management response
applied by the Council is found to not consistent w ith the requirements of ) o ] ]
IFRS 9. £14.6m of the provision relates to collection fund debt; the Given the nature of the majority of the non-collection fund debt w e do not they will be
o County places reliance on the District Councils having calculated their materially impacted by COVID-19 economic impacts
Q provisions appropriately for this. The debt relating to the remaining
% £9.9m (w hichrelates to adult social care and general accounts
w receivable balances) should be assessed for forw ard looking
(93] assumptions, particularly in light of uncertainties created around the
recoverability of debts in the Covid-19 pandemic.
Controls
® High - Significant effect on control system
Medium — Effect on control system
® Low —Best practice
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Follow up of prior year recommendations

We identified the follow ing issues in the audit of the Group, Council and Pension Fund’s 2019/20 financial statements, w hich resulted in 1 recommendations being reported in our
2018/19 Audit Findings report.

Assessment Issue and risk previously communicated (Pension Fund) Update on actions takento address the issue

X In the prior year audit, our testing of membership data found that Managementresponse
supporting documents such as evidence for sending out the w elcome The 2018/19 audit report identified issues w ith new starter processing due to a case
pa_ck could not be obtained due to an administration -backlog of these . backlog. The new starter backlog has now been resolved and a process review
being sent out. _Th_e length of delay was (_)f the order O_f 4-6 monthg This completed to mitigate future backlog in this area. Backlog still exists in other case
supported the findings of an Internal Audit Report during 2018/19 into areas, but, resource has been allocated to backlog clearance and this has reduced
pension f.und administration w hich provided a minimal asgurance opinion. from ¢20,000 casesin April 2019 to ¢3,000 cases in April 2020. It is on-track to be fully
Part of this was due to a large backlog of tasks that w ere incomplete. cleared by January 2021

Auditor assessment
Our testing of membership data identified that an administration backlog still exists.

g Internal audit also carried out a further review of the Pensions Administration system,
L% also finding that workto clear the historic back log spanning all six funds administered
w0 by SCC continues.
(o))

Assessment

v Action completed
X Notyet addressed
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Audit adjustments — Group and Council

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

Impact of adjusted misstatements

All adjusted misstatements are set out in detail below along withthe impact on the key statements and the reported net expenditure for the year ending 31 March 2020.

CIES Balance Sheet Impact on total net expenditure
Detail £000 £’ 000 £000

Derecognition of Eco-Park Gasifier 42,288 (42,288) 42,288

Derecognition of the carrying amount the Eco Park gasifier given the
view that it is no longer probable that the economic benefits or service
potential willflow to the entity, resulting in a £42.3m reduction in the
CIES.

)
&Q:Collection Fund Adjustments 26,095 (26,095) Nil

(MCollection fund account balances, transactions and disclosures are taken
Udirectly fromthe District and Borough returns. The Council received these
llow ing production of the draftaccounts and therefore rolled forw ard
figures fromthe prior year for the purpose of preparing the draft financial
statements. The returns subsequently provided have allow ed for updates

toincome and expenditure from NDR and Council tax recorded in the
CIES and Note 11, as wellthe corresponding entries to the balance sheet
w ithin debtors, creditors, bad debt provisions, and the NDR appeals
provision. The combined impact is a £26m reduction in the CIES.

Overall impact £68,383 (£68,383) £42,288

©2020 Grant Thomton UK LLP | Audit Findings Report for Sumey County Council and Sumey County Council Pension Fund| 2019/20




Appendix C

DRRTT

Audit adjustments — Group and Council

Impact of unadjusted misstatements

The table below provides details of adjustments identified during the 2019/20 audit w hich have not been made w ithin the final set of financial statements. The Audit and Governance

Committee is required to approve management's proposed treatment of all items recorded w ithin the table below :

Comprehensivelncome
and Expenditure Statement of Financial Impact on total net
Detail Statement £:000 Position £’ 000 expenditure £°000

Reason for not adjusting

Halsey Garton Equity Investment 3,748 (£3,748) 3,748

We challenged the factthat investments in Halsey Garten had

been held at historic costw ithin the draft accounts, at £92.9m.

Management subsequently prepared a valuation based on the net

present value of future cashflow s to enforce their view that the

carrying value is not materially different to the fair value. We are

satisfied with the valuation, w hich suggests that the investment
;Ehould be held at £89.2m, a decrease of £3.7m.

The impact is not material
to the financial statements

«Q
(MProperty, Plant and Equipment disposals 144 (144) 144

88\/e identified a school as one that should have been disposed in (3,300)
2019/20 due to it having attained Academy status in-year, but the 3300
school in question could not be identified on the asset register. It '
transpires that the school should have been added in 2014/15
following CIPFA guidance on re-admission of foundation schools,
after being disposed in the 2013 financial year with a book value of
£2.2m. Uplifts in build costindices from 2013 w ould give an
indicative estimated carrying value of £3.3m for the school w ithin
the current year, had it remained on the balance sheet and been
revalued. The missed annual depreciation charges are judged to be
circa £144k, assuming a useful life of 20 years.

The impact is not material
to the financial statements
and it is not possible to
identify the true
retrospective impact of
subsequent valuations

Property, Plant and Equipment additions Nil (5,749) Nil
Our sample testing of additions noted a capital expense recorded in 5,749

2019/20, but the underlying capital w orks took place in 2018/19. No

accrual had been recorded, meaning that additions in 2019/20 are

overstated. It was not possible to isolate the error, and as such the

error rate in our sample w as extrapolated over the total additions

balance, giving an extrapolated overstatement of £5.7m

Extrapolations are not true
errors, so adjustment
w ould not be appropriate.

Overall impact £3,892 (£3,892) £3,892
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Audit adjustments — Group and Council

Misclassification and disclosure changes

The table below provides details of misclassification and disclosure changes identified during the audit w hich management has agreed to amend in the final set of financial statements.

Disclosure omission

Detail

Adjusted?

Assumptions made aboutthe future and other
major sources of estimation uncertainty

Additional detail was added to the disclosure note to emphasise valuation uncertainties relating to property
assets arising from the impact of the Covid-19 pandemic, including specific narrative for investment
properties, to more fully reflectthe nature and cause of the uncertainties reported by management’s
property valuation specialist.

An additional disclosure was also added to reflect material valuation uncertainties relating to the net
defined benefit liability in the Council's balance sheet.

Financial Instruments

abed

We challenged the Council as to w hy the fair value of PFl debt w as equal to the amortised cost. The
Council subsequently valued PFl debt on a cashflow basis withthe use of an expert. Adjustments to the
2019 and 2020 fair value of the PFl leases have resulted in an adjustment to the fair value disclosed on
these assets in both current and prior year figures; from£132.7m to £200m in 2019, and £98.4m to
£167.5m in 2020. As the liabilities are correctly held at amortised cost in the accounts, there is no impact
on the Comprehensive Income and Expenditure Statement.

%inancial Instruments

Investments in Halsey Garten are held should be changed from level 1 to Level 3 given that given that
shares in Halsey Garton are not traded in active markets, and valuation bases for non-listed companies
are not based on observable inputs.

Post balance sheet events

The Council does not reference Covid-19 as a post balance-sheet event. We w ould expect covid-19 to be
referenced in the PBSE disclosure given the financial impact of the pandemic on the Council after 31
March 2020.

Group Movementin Reserves Statement

In the draft accounts, the Group MIRS statement did not fulfil the disclosure requirements of the CIPFA
Code. The statement did not include adjustments betw een group accounts and authority accounts, nor the
authority’s share of the reserves of subsidiaries, associates and joint ventures. Management have updated
the accounts accordingly.

Defined benefit pension schemes disclosure

Within note 38, reversals of net charges made to the Surplus or Deficit on the Provision of Services for
post-employment benefits through reserves w ere disclosed incorrectly and should have been (£154,976k)
and not the (£64,428k) disclosed.
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Audit adjustments — Group and Council

Misclassification and disclosure changes
The table below provides details of misclassification and disclosure changes identified during the audit w hich management has agreed to amend in the final set of financial statements.

Disclosure omission Detail Adjusted?

Eco Park disclosure changes Following on from the derecognition of the Eco Park gasifier, adjustments are required to:
* EFA and EFA note
* Financial Instruments
«  Expenditure by nature v
+ Group Accounts
+ Critical Judgements
* Narrative Statement — Overall deficit and asset balances
* Critical Judgement disclosures

Other,minor amendments A number of other minor changes have been made to disclosure notes and accounting policies throughout v
;9 the financial statements to improve accuracy, clarity and understandability.
Q
(0}
D
o
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Audit adjustments — Pension Fund

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

Impact of adjusted misstatements
No adjusted misstatements impacting on the Fund Account or Net Assets Statement have been identified through our audit procedures.

Impact of unadjusted misstatements

The table below provides details of adjustments identified during the 2019/20 audit w hich have not been made w ithin the final set of financial statements. The Audit and Governance
Committee is required to approve management's proposed treatment of all items recorded w ithin the table below:

Fund Account Net Assets Statement
Detail £000 £ 000 Reason for notadjusting

—rivate Equity Valuations: (£13,767) (£13,767) Managementresponse:
QUpdated fund manager valuations for 31 March
020 w ere obtained for private equity funds

_gfter management had prepared the draft
Faccounts. The updated valuations represented

a £13.8m decrease from the position reported, . . . .
to £292.1m. Asthe £13.8m is not material at an audit level, w e are happy to not make this

adjustment to our valuations

It was based on our understanding of Private Markets and discussions w ith our
Head of Alternatives at Border to Coast, that private markets wouldn't be as
significantly impacted in their valuations compared to publicly listed equities, given
their nature as iliquid assets.

Pooled Property Valuations: (£2,319) (£2,319) Managementresponse:
Updated fund manager valuations for 31 March
2020 w ere obtained for pooled property
investments after management had prepared
the draftaccounts. The updated valuations
represented a £2.3m decrease from the
position reported, to £278.1m.

Similar to private markets, given the nature of property funds as illiquid assets,we
expected any change in valuation to not be as significantly impacted in their
valuations as at 31 March 2020 compared to publicly listed equities during COVID-
19. Any market reaction in global property markets as a result of COVID-19, is still
unclear and less correlated than public markets.

As the £2.3m is not material at an audit level, we are happy to not make this
adjustment to our valuations

Overall impact (£16,068) (£16,068)  Below audit performance materiality
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Audit adjustments — Pension Fund

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

Disclosure amendment Detail Adjusted?
Sources of estimation uncertainty Management have enhanced the disclosures in the financial statements around sources of estimation uncertainty to
make specific reference to material valuation uncertainties around pooled property and private equity investments, as a v
result of the impact of the Covid-19 pandemic on market activity, meaning that less certainty, and a higher degree of
caution, should be placed on the recorded valuation of these assets than would otherw ise be the case.
Other Covid-19 amendments The Fund does not reference Covid-19 as a post balance-sheet event. We w ould expect covid-19 to be referenced in the v
PBSE disclosure given the financial impact of the pandemic on Fund investments after 31 March 2020.
Stock Lending No prior year comparator w as included in Note 17c for stock lending or associated collateral. The prior year values are v
£53.8m and £57.9m respectively, and need to be included in the note.
Boarder to Coast Pension Partnership Additional disclosures will be required for BCPP as arelated party, including the nature of the relationship and the value
@ of transactions. The Fund should also update the description of the fund section to explain the relationship of the v
(e} partnership to the Fund.
(7]
JKey Management Personnel disclosure Some key management personnel were originally omitted from the note, but have now been included. v
Other, minor amendments A number of other minor changes have been made to disclosure notes and accounting policies throughout the financial v

statements to improve accuracy, clarity and understandability.

Impact of prior year unadjusted misstatements

No unadjusted misstatements relating to the Pension Fund w ereidentified during the 2019/20 audit.
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Fees

We confirm below our final fees charged for the audit and provision of non-audit services.

Audit fees Proposed fee Final fee
Council Audit £140,415 TBC
Pension Fund Audit £31,371 TBC
Total audit fees (excluding VAT) £171,786 TBC
The fees reconcile to the financial statements.
Non-audit fees for other services Proposed fee Final fee
gudit Related Services:
@ Agreed upon procedures relating to the Teachers’ Pensions End of Year Certificate 4,000 4,000
g Certification of Teacher’'s Pensions return — Surrey Choices Limited 3,500 3,500
W
Non-Audit Services:
* CFO Insights subscription 12,500 12,500
Total non-audit fees (excluding VAT) £20,000 £20,000
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