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Corr-confidence

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

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

Over the last two financial years the Council has developed and implemented a transformation plan, which has delivered improvements in the capacity
and capabilities of the Finance Team as well as significant savings across the Council. In both 2018/19 and 2019/20 the Council delivered underspends
against budget, which have enabled it to increase the available General Fund Balance and earmarked reserves.

The Council included £82m of efficiency proposals in the annual budget for 2019/20 which was approved by Council in February 2019. We noted that
£72m (88%) was reported as achieved at year-end. The £10m of non-delivered savings was 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 was offset by alternative one-off
measures in year, with the recurrent impact rolled forward 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.

On 4 February 2020, a balanced budget of £968.4m for 2020/21 was approved by members. To achieve this balanced budget, £38m of savings and
efficiencies were identified. Looking over the following 4 years, a cumulative funding gap of £162.3m was projected by 2024/25. To close this gap,
additional efficiencies of c.£40m per year would need to be identified and delivered.

The pandemic has resulted in additional spending pressures estimated together with a hit to the Council’s income streams estimated at £62 million as at

e of quarter 3. In the short term the government is providing financial support to meet some of these pressures, including the use of reserves and

&dntingencies to reduce the overall financial impact in the current year. The current known allocation from central government to the Council remains at
2 million.

T 2020-21 forecast position as at Quarter 3 on service budgets is a deficit of £0.2 million following receipt of expected Covid-19 funding. The impact of
the pandemic continues to be the key driver for the overspend within departments, including unanticipated costs for new service provision in dealing with
the health crisis and the impact on income generation as a result of the national lockdown measures and the economic impact.

The future of local authority funding remains uncertain as new Local Government funding arrangements that were meant to be in place by April 2020
have been delayed until at least 2022. The Council has set a balanced budget for 2021/22 with an anticipated MTFS gap of £178 million to 2026/26. The
Council has closed the budget gap for 2021-22 and is proposing a balanced budget which assume budget growth of £35.2 million across directorates
together with a Council Tax increase of 1.99 per cent plus an additional 0.5 per cent increase in respect of the adult social care precept.

From 2021/22 and over the following four years, the Council’s approved MTFS approved capital programme totalled £1905.5 million to invest in County’s
roads, infrastructure, the environment and buildings. This includes £879.2 million of Capital Pipelines proposals subject to further scrutiny and challenge.
The proposed funding for the capital programme over the same period is largely by borrowing of £1,145 million and grants and contributions of £651.3
million.

Accounting and auditing developments

On 1 April 2020, the National Audit Office introduced a new Code of Audit Practice which comes into effect from audit year 2020/21. The Code introduced

a revised approach to the audit of Value for Money. (VFM) There are three main changes arising from the NAO’s new approach:

*  Anew set of key criteria, covering financial sustainability, governance and improvements in economy, efficiency and effectiveness

* More extensive reporting, with a requirement on the auditor to produce a commentary on arrangements across all of the key criteria, rather than the
current ‘reporting by exception’ approach

«  The replacement of the binary (qualified / unqualified) approach to VFM conclusions, with more sophisticated judgements on performance, as well as
key recommendations on any significant weaknesses in arrangements identified during the audit.

© 2021 Grant Thornton UK LLP.

We will consider your arrangements for
managing and reporting your financial
resources and assessing your financial
resilience as part of our audit in
completing our Value for Money work.

Where any actions have been agreed in
respect of matters identified through
previous audit work, either on the financial
statements or in respect of work on
arrangements to secure VFM, we will
assess the progress against previously
agreed recommendations.

Members of the finance team attended
our annual final accounts workshop
during February, hosted by our highly
experienced public sector assurance team
as they help you prepare for your 2021
financial statements audit by highlighting
potential risk areas and providing you
with practical advice



7 abed

Key matters (continued)

Corr-confidence

In the period December 2018 to January 2020 the Financial Reporting Council issued a number of updated International Auditing
Standards (ISAs (UK)) which are effective for audits of financial statements for periods beginning on or after 16 December 2019. ISA (UK) 540
(revised): Auditing Accounting Estimates and Related Disclosures includes significant enhancements in respect of the audit risk assessment
process for accounting estimates. As part of this process auditors also need to obtain an understanding of the effectiveness of the role of
those charged with governance relating to accounting estimates adopted by management, which is particularly important where the
estimates have high estimation uncertainty, or require significant judgement.

Although the implementation of IFRS 16 has been delayed, audited bodies still need to include disclosures in their 2020/21 statements to
comply with the requirements of IAS 8 . As a minimum, we would expect the Council to disclose the title of the standard, the date of initial
application and the nature of the changes in accounting policy for leases. If the impact of IFRS 16 is not known or reasonably estimable, the
accounts should state this.

In the prior year the Council’s valuer reported a material uncertainty regarding the valuations of properties due to the Covid 19 pandemic.
In addition, there was a material uncertainty in relation to the valuation of the pooled property funds which impacted both the Council’s
and Pension Fund’s positions. We will monitor the position for the 31 March 2021 valuations.

Impact of Covid 19 pandemic

The outbreak of the Covid-19 coronavirus pandemic has had a significant impact on the Council’s normal operations. Throughout the
pandemic the Council has kept critical services going at the same time supporting the Covid 19 national effort. The Council has delivered
food parcels, accommodated rough sleepers, boosted hardship funds, made welfare calls to vulnerable people, worked with district and
borough councils distributing grants to businesses who face financial hardship. The Council has also assisted with testing programmes and
vaccine administration by helping with site preparation and logistics and in communications and engagement with local communities to
encourage uptake of the vaccine.

Since the start of the pandemic, over £62.4 million Covid grants has been received to help them offset the impacts of Covid-19. At the end of
quarter 3, grants of £562.5 million have been made available to directorates and the balance of £9.9 million held in reserves. .

The Council is now considering how to take forward the benefits from remote working necessitated by the pandemic. This includes further
use of flexible working, effective use of office space and reviewing service delivery models to ensure that residents and local communities
continue to receive cost effective, efficient quality services.

© 2021 Grant Thornton UK LLP.

We will continue to provide you with sector
updates via our Audit and Governance
Committee updates.

We will liaise with the Council’s valuer and
Pension Fund managers to clarify any
potential material uncertainties in 2020-21.

We will consider your arrangements for
managing the impact of the Covid-19
pandemic as part of our Value for Money
work.
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MTFS and Transformation

The Council continues to undergo extensive change and transformation. Work continues on developing planned programmes to achieve
recurring efficiencies of £75.3 million with an estimated one-off investment of £21.1 million in 2021/22 with a potential funding gap of £1+.7
million yet to be identified. Budget pressures to 2025/26 of £239.5 million with anticipated funding reductions of £62 million combined with
planned efficiencies of £113.5 million has resulted in MTFS funding gap of £178 million to be identified over the next & years.

Pension Fund developments

The Pension Fund investments continue to recover from the pandemic shock. Pensions Administration has been based within Orbis Business
Services, where the pensions Administration Team (PAT] carries put the operational day to day tasks on behalf of members and employers
of the Fund and the Council. For the last two years Internal Audit have raised concerns about the level of assurance that they are able to
give in relation to the operation of the PAT. As a result a significant improvement programme (the Pensions Administration Turnaround
Programme]) has been established and progress on its implementation is being monitored by the Local Pension Board and the Audit and
Governance Committee. A pension administration “Turnaround Board” has been established to oversee the dissolution of the Orbis pension
partnership, along wit the reversion to sovereign authorities including a review of the fundamentals for delivering pensions administration. In
November 2020 Internal Audit reported that “High Priority actions relating to the audit of Pension Fund Administration remain work in
progress. Internal Audit are currently scheduled to complete a full internal audit of the PAT in Quarter 4 of 2020/21.

© 2021 Grant Thornton UK LLP.

We will consider your arrangements for
MTFS gap and transformation as part of
our audit in completing our Value for
Money work

We will review the valuation of the Pension
Fund Assets as part of our audit of the
Pension Fund Accounts

We will also monitor progress of the
Pensions Administration Turnaround
Programme during 2020/21 and review the
work carried out by Internal Audit as part
of our audit of the Pension Fund Accounts,
and in completing our Value for Money
work
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Introduction and headlines

Purpose

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

Respective responsibilities

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

‘gcope of our audit

Phe scope of our audit is set in accordance with the Code and International
andards on Auditing (ISAs) (UK). We are responsible for forming and
expressing an opinion on the:

* Council’s financial statements that have been prepared by management
with the oversight of those charged with governance (the Audit and
Governance Committee); and

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

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

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

© 2021 Grant Thornton UK LLP.

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

Council

* The risk that the valuation of land and buildings in the accounts are materially misstated.

* The risk that the valuation of Investment Properties in the accounts are materially misstated.

* The risk that the valuation of the net pension fund liability in the accounts is materially misstated.

* The risk of management override of controls.

The risk that the accuracy and presentation of the Private Finance Initiative (PFI) and similar contracts are
materially misstated.

Pension Fund
* The risk of management override of controls.
* The risk that the valuation of level 3 investments in the accounts is materially misstated.

We will communicate significant findings on these areas as well as any other significant matters arising from
the audit to you in our Audit Findings (ISA 260) Report.

Materiality

Group

We have determined planning materiality to be £26.9m for the Group (PY£26m), which equates to
approximately 1.26% of your Group prior year gross expenditure for the year. We are obliged to report
uncorrected omissions or misstatements other than those which are ‘clearly trivial’ to those charged with
governance. Clearly trivial has been set at £1.3m (PY £1.3m).

Council

We have determined planning materiality to be £25.8m for the Council (PY£26.8m), which equates to
approximately 1.25% of your prior year gross expenditure for the year. We are obliged to report uncorrected
omissions or misstatements other than those which are ‘clearly trivial’ to those charged with governance.
Clearly trivial has been set at £1.3m (PY £1.3m).

Pension Fund

We have determined materiality at the planning stage of our audit to be £38.5m (PY £38.6m) for the Pension
Fund, which equates to approximately 1% of the 2019/20 net assets. We are obliged to report uncorrected
omissions or misstatements other than those which are ‘clearly trivial’ to those charged with governance.
Clearly trivial has been set at £1.9m (PY £1.9m).
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Introduction and headlines (continued])

© 2021 Grant Thornton UK LLP.

Value for Money arrangements
Our risk assessment regarding your arrangements to secure value for money have identified the following risks of significant
weakness:

* The Council’s arrangements in response to the Covid-19 pandemic and capitalising on the benefits from the different
models of service delivery and ways of working brought about by the pandemic.

* The Council’s arrangements for setting the Medium Term Financial Plan and achieving financial sustainability.

* The Council’s arrangements for service transformation and cultural change.

* The Council’s arrangements for working with its key partners to deliver services such as waste PFI more efficiently.
* The Council’s arrangements for improving its Ofsted ‘Inadequate rating’ rating of Children’s services.

* The Council’s arrangements for bringing back in-house the pension administration from Orbis partnership.

Audit logistics

Our interim visit will take place in March 2021 and our final visit will take place between July - September 2021. Our key
deliverables are this Audit Plan, our Audit Findings Report and Auditor’s Annual Report. Our audit approach is detailed in
Appendix A.

Our fee for the audit will be £192,235 (PY: £172,477) for the Council and £35,571 (PY:£38,597) for the Pension Fund, subject

to the Council and the Pension Fund delivering a good set of financial statements and working papers. These fees are also
subject to agreement with PSAA under the terms of our contract with them.

We have complied with the Financial Reporting Council's Ethical Standard (revised 2019) and we as a firm, and each
covered person, confirm that we are independent and are able to express an objective opinion on the financial statements.
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Group audit scope and risk assessment

In accordance with ISA (UK] 600, as group auditor we are required to obtain sufficient appropriate audit evidence regarding
the financial information of the components and the consolidation process to express an opinion on whether the group
financial statements are prepared, in all material respects, in accordance with the applicable financial reporting framework.

Individually
Component Significant?
Surrey County Yes
Council
Halsey Garton Yes

Property Limited

Level of response required
under ISA (UK) 600

Risks identified

Planned audit approach

Comprehensive *  See page 8 onwards

Full scope audit performed by Grant Thornton UK LLP

Valuation of Investment
Property assets as at 31

Component Audit .

Full scope UK statutory audit performed by component auditor.
The nature, time and extent of our involvement in the work of component auditor

March 2021. will begin with a discussion on risks, guidance on designing procedures,
participation in meetings, followed by the review of relevant aspects of the
component auditor, audit documentation and meeting with appropriate
members of management.

Surrey Choices Limited No Analytical only None Analytical review performed by Grant Thornton UK LLP.
Hendeca Group No Analytical only None Analytical review performed by Grant Thornton UK LLP.
Limited

Key changes within the group:

None identified

© 2021 Grant Thornton UK LLP.

Audit scope

B Audit of the financial information of the component using component materiality
Audit of one more classes of transactions, account balances or disclosures relating to
significant risks of material misstatement of the group financial statements

|

[ Review of component’s financial information

B Specified audit procedures relating to significant risks of material misstatement of the
group financial statements
Analytical procedures at group level
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Significant risks identified

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

Risk Risk relates to Reason for risk identification Key aspects of our proposed response to the risk
The revenue cycle includes Council and Under ISA (UK) 240 there is a rebuttable presumed risk that revenue may be misstated due to the improper recognition of revenue.
fraudulent transactions Pension Fund

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

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

* There s little incentive to manipulate revenue recognition.
*  Opportunities to manipulate revenue recognition are very limited.

* The culture and ethical frameworks of local authorities, including that of Surrey County Council, mean that all forms of fraud are seen as
unacceptable.

6 obed

Therefore, we do not consider this to be a significant risk at for the Surrey County Council and Surrey County Council Pension Fund.

Management over-ride of Council and Under ISA (UK) 240 there is a non-rebuttable presumed risk that the risk We will:

controls Pension Fund  of management over-ride of controls is presentin all entities. The council
faces external scrutiny of its spending and this could potentially place
management under undue pressure in terms of how they report
performance.

* Evaluate the design effectiveness of management controls
over journals.

* Analyse the journals listing and determine the criteria for

. . . . . selecting high risk unusual journals.
We therefore identified management override of control, in particular

journals, management estimates and transactions outside the course of

business as a significant risk, which was one of the most significant

assessed risks of material misstatement. +  Gain an understanding of the accounting estimates and
critical judgements applied made by management and
consider their reasonableness with regard to corroborative
evidence.

Test unusual journals recorded during the year and after the
draft accounts stage for appropriateness and corroboration.

* Evaluate the rationale for any changes in accounting
policies, estimates or significant unusual transactions.

© 2021 Grant Thornton UK LLP. 9
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Significant risks identified (continued)

Risk Risk relates to Reason for risk identification Key aspects of our proposed response to the risk
Valuation of Council The Council carries out a rolling programme of valuations We will:
Icm.ld .Ond that ensures al |9nd and buildings reqwrec.j to be meGSWed * Evaluate management's processes and assumptions for the calculation of the estimate,
buildings at curljent value is reV"'L{ed,?t least every five years. This the instructions issued to valuation experts and the scope of their work.
valuation represents a significant estimate by management o o )
in the financial statements due to the size of the numbers Evaluate the competence, capabilities and objectivity of the valuation expert.
involved (£1.2 billion) and the sensitivity of this estimateto  +  Write to the valuer to confirm the basis on which the valuation was carried out to ensure
changes in key assumptions. that the requirements of the Code are met.
The Waste PF Prow.der continued to work on completing the Engage our own valuer to assess the instructions to the Council’s valuer, the Council’s
Eco Park assets during 2020/21 and Management have > . . .
. Ve . valuer’s report and the assumptions that underpin the valuation.
monitored the position to ensure they are appropriately
treated in the year end accounts. * Testrevaluations made during the year to see if they had been input correctly into the
Council’s asset register and financial statements.
Management has engaged the services of a valuer to * Assess the value of a sample of assets in relation to market rates for comparable
estimate the current value as at 31 March 2021. properties.
We therefore identified valuation of land and buildings,
E particularly revaluations and impairments, as a significant
Q risk, which was one of the most significant assessed risks of
@ material misstatement.
|
o
Valuation of Council The Council revalues its Investment Property on an annual We will:
Investm'ent bf?cf's to efnsure that the carrying V?llfe Is not moterlﬁllg . * Evaluate management's processes and assumptions for the calculation of the estimate,
properties different from the current value or fair value at the financial the instructions issued to valuation experts and the scope of their work.

statements date. This valuation represents a significant
estimate by management in the financial statements due to
the size of the numbers involved (£133.8 million) and the
sensitivity of this estimate to changes in key assumptions.

Management has engaged the services of a valuer to
estimate the current value as at 31 March 2021.

We therefore identified valuation of investment properties,
particularly revaluations and impairments, as a significant
risk, which was one of the most significant assessed risks of
material misstatement.

Evaluate the competence, capabilities and objectivity of the valuation expert.

Write to the valuer to confirm the basis on which the valuation was carried out to ensure
that the requirements of the Code are met.

Engage our own valuer to assess the instructions to the Council’s valuer, the Council’s
valuer’s report and the assumptions that underpin the valuation.

Test revaluations made during the year to see if they had been input correctly into the
Council’s records and financial statements.

Assess a sample of Investment Properties in relation to market rates for comparable
properties.

Test the reasonableness of the assumptions used by the valuer in valuing Investment
Properties.

© 2021 Grant Thornton UK LLP.
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Significant risks identified (continued)

Risk Risk relates to

Reason for risk identification

Key aspects of our proposed response to the risk

Valuation of
the pension
fund net
liability

Council

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

The pension fund net liability is considered a
significant estimate due to the size of the numbers
involved (£1.1 billion in the Council’s balance sheet)
and the sensitivity of the estimate to changes in key
assumptions.

We will:

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 evaluate the design
of the associated controls.

Evaluate the instructions issued by management to their management expert (an actuary] for
this estimate and the scope of the actuary’s work.

Assess the competence, capabilities and objectivity of the actuary who carried out the
Council’s pension fund valuation.

Assess the reasonableness of the actuary’s assumptions and calculations in-line with the
relevant standards, including their consideration of the ongoing impact of the McCloud,
Goodwin and Guaranteed Minimum Pension cases.

Assess the accuracy and completeness of the information provided by the Council to the
actuary to estimate the liability.

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

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

© 2021 Grant Thornton UK LLP.
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Significant risks identified (continued)

Risk

Risk relates to Reason for risk identification

Key aspects of our proposed response to the risk

Accuracy and
presentation
of the Private
Finance
Initiative (PFI)
and similar
contracts
liabilities and
associated
disclosures

Council

You have three schemes to be accounted for as PFI
arrangements. These include waste PFl scheme, a Street Lighting
scheme and a Care Homes scheme.

The total liability relating to these schemes on the balance sheet
was £109m (including deferred income liability) as at 31 March
2020; the book value of associated assets was £196.8m including
assets under construction.

As these PFl transactions are significant, complex and involve a
degree of subjectivity in the measurement of financial
information, we have categorised them as a significant risk of
material misstatement.

We will:
* review your PFl models and assumptions contained therein.
* compare your PFl models to previous year to identify any changes.

review and test the output produced by your PFI models to generate the financial
balances within the financial statements.

* review the PFl disclosures to assess whether they are consistent with International
Accountancy Standard IFRIC12. We will check additional disclosures that you
include within the financial statements to the PFI models.

Valuation of
Level 3
Investments
(Annual
revaluation)

Pension Fund

The Fund values its investments on an annual basis to ensure that
the carrying value is not materially different from the fair value at
the financial statements date.

By their nature Level 3 investment valuations lack observable
inputs. These valuations therefore represent a significant estimate
by management in the financial statements due to the size of the
numbers involved (£438 million) and the sensitivity of this
estimate to changes in key assumptions

Under ISA 315 significant risks often relate to significant non-
routine transactions and judgemental matters. Level 3
investments by their very nature require a significant degree of
judgement to reach an appropriate valuation at year end.

Management utilise the services of investment managers and/or
custodians as valuation experts to estimate the fair value as at 31
March 2021.

We will:
* Evaluate management's processes for valuing Level 3 investments.

* Review the nature and basis of estimated values and consider what assurance
management has over the year end valuations provided for these types of
investments; to ensure that the requirements of the Code are met.

* Independently request year-end confirmations from investment managers and the
custodian.

* For a sample of investments, test the valuation by obtaining and reviewing the
audited accounts, (where available) at the latest date for individual investments
and agreeing these to the fund manager reports at that date. Reconcile those
values to the values at 31 March 2021 with reference to known movements in the
intervening period.

* Inthe absence of available audited accounts, we will evaluate the competence,
capabilities and objectivity of the valuation expert.

*  Where available review investment manager service auditor report on design and
operating effectiveness of internal controls.

© 2021 Grant Thornton UK LLP.
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Key aspects of our proposed response to the risk

Non-pay expenditure on goods and services represents a significant
percentage of the Council’s gross operating expenditure. Management
uses judgement to estimate accruals of un-invoiced costs.

We identified completeness of non- pay expenditure and associated
short-term creditors as a risk requiring particular audit attention.

We will:

Evaluate the Council’s accounting policy for recognition of non-pay expenditure for
appropriateness, including the use of de minimis level set.

Gain an understanding of the Council’s system for accounting for non-pay expenditure
and evaluate the design of the associated controls.

Obtain and test a listing of non-pay payments made in April and May 2021 to ensure
that they have been charged to the appropriate year.

Practice Note 10 suggests that the risk of material misstatement due to
fraudulent financial reporting that may arise from the manipulation of
expenditure recognition needs to be considered, especially an entity is
required to meet financial targets.

Having considered the risk factors relevant to Surrey County Council
and Surrey Pension fund and the nature of the expenditure at the
Council and Fund, we have determined that no separate significant risk
relating to expenditure recognition is necessary, as the same rebuttal
factors listed on page 8 relating to revenue recognition apply.

We consider that the risk relating to expenditure recognition would
relate primarily to period-end journals and accruals which are
considered as part of the standard audit tests below and our testing in
relation to the significant risk of Management Override of Controls as
set out on page 8.

We will:

Obtain an understanding of the design effectiveness of controls relating to operating
expenditure.

Perform testing over post year end transactions to assess completeness of expenditure
recognition.

Test a sample of operating expenses to gain assurance in respect of the accuracy of
expenditure recorded during the financial year.

Risk
Risk
Completeness  Council
of non-pay
operating
expenditure
and
associated
short-term
creditors
Fraud in Councill
Expenditure and
Recognition Pension
Fund
Actuarial Pension
Present Value Fund

of Promised
Retirement
Benefits

The Fund discloses the Actuarial Present Value of Promised Retirement
Benefits within its Notes to the Accounts. This represents a significant
estimate in the financial statements.

The Actuarial Present Value of Promised Retirement Benefits is
considered a significant estimate due to the size of the numbers
involved (£6.1 billion) and the sensitivity of the estimate to changes in
key assumptions.

We therefore identified valuation of the Fund’s Actuarial Present Value
of Promised Retirement Benefits as a risk of material misstatement.

We will:

Update our understanding of the processes and controls put in place by management
to ensure that the Fund’s Actuarial Present Value of Promised Retirement Benefits is not
materially misstated and evaluate the design of the associated controls.

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

Assess the competence, capabilities and objectivity of the actuary who carried out the
Fund’s valuation.

Assess the accuracy and completeness of the information provided by the Fund to the
actuary to estimate the liability.

Test the consistency of disclosures with the actuarial report from the actuary.

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

© 2021 Grant Thornton UK LLP.
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Other risks identified (continued)

Reason for risk identification

Key aspects of our proposed response to the risk

Risk Risk relates to
Valuation of Pension Fund
Level 2

Investments

While level 2 investments do not carry the same level of
inherent risks associated with level 3 investments, there is
still an element of judgement involved in their valuation as
their very nature is such that they cannot be valued
directly.

We therefore identified the valuation of the Fund’s Level 2
investments as a risk of material misstatement.

We will:

Gain an understanding of the Fund’s process for valuing Level 2 investments and evaluate the
design of the associated controls.

Review the nature and basis of estimated values and consider what assurance management
has over the year end valuations provided for these types of investments.

Review the reconciliation of information provided by the individual fund manager’s custodian
and the Pension Scheme's own records and seek explanations for variances.

Independently request year-end confirmations from investment managers and custodian.

Review investment manager service auditor report on design effectiveness of internal controls.

Contributions Pension Fund

T abed

Contributions from employers and employees’ represents
a significant percentage of the Fund’s revenue.

We therefore identified the completeness and accuracy of
the transfer of contributions as a risk of material
misstatement.

We will:

Evaluate the Fund's accounting policy for recognition of contributions for appropriateness.

Gain an understanding of the Fund's system for accounting for contribution income and
evaluate the design effectiveness of the associated controls.

Agree changes in Admitted/Scheduled bodies to supporting documentation and agree total
contributions for each employer to employer contributions reports.

Test a sample of contributions to source data to gain assurance over their accuracy and
occurrence.

Test relevant member data to gain assurance over management information to support a
predictive analytical review with reference to changes in member body payrolls and the
number of contributing employees to ensure that any unusual trends are satisfactorily
explained.

Pension Benefits Pension Fund
Payable

Pension benefits payable represents a significant
percentage of the Fund’s expenditure.

We therefore identified the completeness, accuracy and
occurrence of the transfer of pension benefits payable as
a risk of material misstatement.

We will:

Evaluate the Fund's accounting policy for recognition of pension benefits expenditure for
appropriateness.

Gain an understanding of the Fund's system for accounting for pension benefits expenditure
and evaluate the design of the associated controls.

Test a sample of lump sums and associated individual pensions in payment by reference to
member files.

Test relevant member data to gain assurance over management information to support a
predictive analytical review with reference to changes in pensioner numbers and increases
applied in year to ensure that any unusual trends are satisfactorily explained.

© 2021 Grant Thornton UK LLP.
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Accounting estimates and related disclosures

The Financial Reporting Introduction

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

ISA (UK) 540 (revised): including:

AUd't’”Q ACCOU”U”Q * The nature and extent of oversight and governance over management’s

Estimates and Related financial reporting process relevant to accounting estimates;

Disclosures which includes * How management identifies the need for and applies specialised skills or
. ope knowledge related to accounting estimates;

significant enhancements

in respect of the audit risk

assessment process for

accounting estimates.

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

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

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

Specifically do Audit and Governance Committee members:

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

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

* Evaluate how management made the accounting estimates?

© 2021 Grant Thornton UK LLP. 15
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Accounting estimates and related disclosures

(continued])

Additional information that will be required

To ensure our compliance with this revised auditing standard, we will be
requesting further information from management and those charged with
governance during our audit for the year ended 31 March 2021.

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

* Valuations of land and buildings
* Valuation of investment properties
* Depreciation

* Year end provisions and accruals, specifically for demand led services such
as Adult’s and Children’s services

* Provision for business Rates Appeals

* Credit loss and impairment allowances

* Valuation of defined benefit net pension fund liabilities
* Fair value estimates

* Valuation of level 2 and level 3 investments

The Council’s Information systems

In respect of the Council’s information systems we are required to consider how

management identifies the methods, assumptions and source data used for each

material accounting estimate and the need for any changes to these. This
includes how management selects, or designs, the methods, assumptions and
data to be used and applies the methods used in the valuations.

© 2021 Grant Thornton UK LLP.

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

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

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

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

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

Under ISA (UK] 540 we are required to consider the following:

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

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

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

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

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

© 2021 Grant Thornton UK LLP.
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Where there is material estimation uncertainty, we would expect the financial statement
disclosures to detail:

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

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

* An explanation of any changes made to past assumptions if the uncertainly is
unresolved.
Planning enquiries

As part of our planning risk assessment procedures we have sent inquiries to the
management that will be presented at the Audit and Governance Committee as part of our
Informing the audit risk assessment report. We would appreciate a prompt response to these
enquires in due course.

Further information

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

https://www.frc.org.uk/getattachment/0faé9c03-49ec-49ae-a8c-cc7a2b65382a/ISA-(UK)-
540 Revised-December-2018 final.pdf




8T abed

Other matters

Other work

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

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

*  We carry out work to satisfy ourselves that disclosures made in your Annual Governance
Statement are in line with requirements set by CIPFA.

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

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

— giving electors the opportunity to raise questions about your 2020/21 financial
statements, consider and decide upon any objections received in relation to the
2020/21 financial statements;

— issuing a report in the public interest or written recommendations to the Council
under section 24 of the Local Audit and Accountability Act 2014 (the Act).

— application to the court for a declaration that an item of account is contrary to law
under section 28 or a judicial review under section 31 of the Act

— issuing an advisory notice under section 29 of the Act

*  We certify completion of our audit.

© 2021 Grant Thornton UK LLP.
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Other material balances and transactions

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

Going concern

As auditors, we are required to obtain sufficient appropriate audit evidence regarding, and
conclude on:

* whether a material uncertainty related to going concern exists; and

* the appropriateness of management’s use of the going concern basis of accounting in
the preparation of the financial statements.

The Public Audit Forum has been designated by the Financial Reporting Council as a “SORP-
making body” for the purposes of maintaining and updating Practice Note 10: Audit of
financial statements and regularity of public sector bodies in the United 