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EXECUTIVE SUMMARY AND BACKGROUND

The Authority’s Auditors — Deloitte - have drafted an Audit Plan which was not
received by Management until August 2020 by which point the audit was underway.
The plan outlined the basis of their approach to the 2019/20 audit. The agreed cost
of the Audit for 2019/20 is £12,058 although a fee variation of £27,000 was agreed
for the prior year audit. Deloitte have raised the possibility of additional fees in
relation to 2019/20 but no details has yet been received. Any addition will be
subject to verification and justification.

The Plan, a copy of which is attached, includes the auditors’ analysis of risks, their
strategy and the reporting and audit timetable.

The draft Plan has been agreed by Authority officers and is presented to Members
for information. However, it is a ‘discussion’ document, as emphasised by the
auditors, to the extent that any issues that Members wish to raise in relation to the
Plan can be communicated directly to the auditors as indicated in their introductory
letter.

Deloitte have outlined an overall materiality level for the financial statements of
£984,000 based upon 2% of gross expenditure. The reporting level of uncorrected
misstatements to be communicated to Authority Members has been set at £49,000.
This is outlined on page 9 of the plan.

REDMOND REVIEW

The Government appointed Sir Tony Redmond to undertake a review of the
effectiveness of local audit and the transparency of local authority financial
reporting. The review’s final report was issued on September 8™ 2020. The main
recommendations of the review are as follows

A new body, the Office of Local Audit and Regulation (OLAR), be created to manage,
oversee and regulate local audit with the following key responsibilities: procurement
of local audit contracts; producing annual reports summarising the state of local
audit management of local audit contracts; monitoring and review of local audit
performance; determining the code of local audit practice; and regulating the local
audit sector. This would replace the current roles and responsibilities relating to local
audit discharged by the Public Sector Audit Appointments (PSAA), Institute of
Chartered Accountants in England and Wales (ICAEW), FRC/ARGA, and the
Comptroller and Auditor General (C&AG). This would require primary legislation.
The governance arrangements within local authorities be reviewed by local councils
with the purpose of: an annual report being submitted to Full Council by the external
auditor; consideration being given to the appointment of at least one independent
member, suitably qualified, to the Audit Committee; and formalising the facility for
the CEO, Monitoring Officer and Chief Financial Officer (CFO) to meet with the Key
Audit Partner at least annually.
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All auditors engaged in local audit be provided with the requisite skills and training
to audit a local authority irrespective of seniority.
The current fee structure for local audit be revised to ensure that adequate
resources are deployed to meet the full extent of local audit requirements. That
quality be consistent with the highest standards of audit within the revised fee
structure. In cases where there are serious or persistent breaches of expected
guality standards, OLAR has the scope to apply proportionate sanctions.

Statute be revised so that audit firms with the requisite capacity, skills and
experience are not excluded from bidding for local audit work.

External Audit recognises that Internal Audit work can be a key support in
appropriate circumstances where consistent with the Code of Audit Practice.
The deadline for publishing audited local authority accounts be revisited with a view
to extending it to 30 September from 31 July each year.
The external auditor be required to present an Annual Audit Report to the first Full
Council meeting after 30 September each year, irrespective of whether the accounts
have been certified; OLAR to decide the framework for this report.

The report is clear that the proposal to set up OLAR should not be seen as a
resurrected Audit Commission. In broad terms the recommendations are to be
welcomed, but will result in additional costs to local authorities in respect of higher
audit fees. As far as the Authority is concerned, some of the arrangements replicate
what happens at present as the accounts and auditor’s report is already made to the
full Authority meeting and the Audit committee is only utilised if the Accounts
cannot be prepared and presented to a normal authority meeting. If and when the
proposals become statute the Authority will need to consider how to implement the
proposals.

RECOMMENDATIONS

7.

The Authority is recommended to:

(a) accept the level of materiality and misstatement outlined on page 9 of the
plan;

(b)  otherwise receive this report as information

CHRIS BUSS

Western Riverside Transfer Station Treasurer
Smugglers Way
Wandsworth SW18 1JS

215t September 2020
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Introduction

Appendix

The key messages in this report:

I have pleasure in presenting our planning report to the Members of the Authority for the 2020 audit, our

second as your external auditors. I would like to draw your attention to the key messages of this paper:

Audit quality is Scope of our
our number one work
priority. We plan

our audit to

focus on audit

quality and have

set the following

audit quality

objectives for

this audit:

+ A robust
challenge of
the key
judgements
taken in the
preparation of

Significant
Audit Risks

the statement
of accounts.

A strong
understanding
of your
internal
control
environment.

A well planned
and delivered
audit that
raises findings
early with
those charged
with
governance.

Other Areas
of Audit
Focus

Deloitte Confidential: Government and Public Services

Our audit work will be carried out in accordance with the requirements of the Code of Audit
Practice (‘the Code’) and supporting guidance published by the National Audit Office (NAQO) on
behalf of the Comptroller and Auditor General.

The Code sets the overall scope of the audit which includes an audit of the accounts of the
Authority and work to satisfy ourselves that the Authority has made proper arrangements to
secure value for money (VFM) in its use of resources. There have not been any changes to the
Code, itself, and therefore the scope of our work is broadly similar to the scope of work set for
your auditor in the prior year.

Our responsibilities as auditor, and the responsibilities of the Authority, are set out in "PSAA
Statement of responsibilities of auditors and audited bodies: Principal Local Authorities and Police
Bodies”, published by Public Sector Audit Appointments Limited.

Our initial risk assessment has identified the following significant audit risks, discussed further on

pages 11-14; ;JU

« Management override of controls - auditing standards presume there is a risk that the Q
accounts may be fraudulently misstated by management overriding controls. Key areas of
focus are: bias in the preparation of accounting estimates; inappropriate journal entries; and
transactions which have no economic substance.

D
(o]
w

+ Revenue and expenditure recognition
« Valuation of property assets

We will update our risk assessment as more information becomes available on the impact of
COVID-19 upon the authority and its financial position as at 31 March 2020 (discussed further on
pages 5-6).

Other matters which we have not currently identified as significant audit risks for the 2019/20
audit, but which will be areas of audit focus (and whose risk we will reassess as more information
becomes available), include::

« Pension Liability
» Financial sustainability disclosures

Details of these are presented on page 15 to 16
5



Introduction (Continued) Appendix
The key messages in this report:

Audit quality is our number 1I=\reas_of The Code atnd sduil::Jportmg autd;tozhgwdanclz(e nrcl)te requllge u:fto pe.rfo.rfl"n atrls.kk
one priority. We plan our v‘v)::lf(l): our assessment and to carry out further work where we identify a significant risk.

audit to focus on audit Our risk assessment to determine whether there are any further significant risks

quality and have set the VFM is ongoing, in particular to update for the findings of internal audit work
following audit quality completed in the latter part of the year, outturn performance against financial
pRIEEtiVESOIREhiGiatd it and operational metrics and the outcome of any findings from the work of

» A robust challenge of regulators.

the key judgements
taken in the preparation
of the statement of
accounts. Brexit Despite Britain formally leaving the European Union on the 31st January 2020,
negotiations surrounding the future economic relationship with the EU are still
ongoing, and will affect the on-going economic climate. This has potential

This has been discussed further on pages 17;

A strong understanding

of your internal control impact on the skills and staff shortages following Brexit, depending on any
environment. immigration implications.

* A well planned and . . . . .
vl sl dhel Our audit plan does not include any risks or procedures in respect of the impact

upon the Authority, whether on VfM arrangements, budgets, or more widely. We will
update the Authority if any risks are identified as the eventual circumstances of the
UK'’s exit become clear.

raises findings early
with those charged with
governance.

Ben Sheriff
Engagement Lead

Deloitte Confidential: Government and Public Services

v6 abed



COVID-19 pandemic and its impact on our audit

Requirements

Appendix
CIPFA has issued guidance highlighting the importance of considering the impact of COVID-19 in preparation of the
2019/20 financial statements, including communicating risks and governance impacts in narrative reporting. This is
consistent with the Financial Reporting authority’s guidance to organisations on the importance of communicating
the impact of COVID-19 and related uncertainties, including their impact on resilience and going concern
assessments.

Entity-specific explanations of the current and expected effects of COVID-19 and the authority’s plans to mitigate
those effects should be included in the narrative reporting (including where relevant the Annual Governance
Statement), including in the discussion on Principal Risks and Uncertainties impacting an organisation.

As well as the effects upon reserves, financial performance and financial position, examples of areas highlighted by
CIPFA include the impact on service provision, changes to the workforce and how they are deployed, impacts upon
the supply chain, cash flow management, and plans for recovery. Risks highlighted include those relating to
investments, capital programmes, and resilience of the community including partner organisations and charities.

Actions We therefore expect a thorough assessment of the current and potential future effects of the COVID-19 pandemic
including:
+ A detailed analysis across the authority’s operations, including on its income streams, supply chains and cost
base, and the consequent impacts on financial position and reserves;
+ The economic scenario or scenarios assumed in making forecasts and on the sensitivities arising should other
potential scenarios materialise (including different funding scenarios);
« The authority’s financial position, financial sustainability, and where relevant the potential requirement for a
section 114 notice; and
+ The effect of events after the reporting date, including the nature of non-adjusting events and an estimate of
their financial effect, where possible.
Impact on the authority Impact on annual report and financial statements Impact on our audit
We will consider the key We will consider the impact of the outbreak on the annual report We will consider the impact on the
impacts on the business such and financial statements, discussed further on the next slide audit including:
as: including: + Resource planning;
+ Interruptions to service + Principal risk disclosures; « Timetable of the audit;
provision; + Impact on property, plant and equipment; . Impact on our risk assessment;
* Supply chain disruptions; . Impact on pension fund investment measurement and . Logistics including meetings
+ Unavailability of personnel; impairment; with entity personnel.
« Reductions in income; « Events after the reporting period and relevant disclosures;

The closure of facilities and + Narrative reporting;

premises.

« Impairment of non-current assets;

« Allowance for expected credit losses.
7
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COVID-19 Impact on annual report and financial statemepts,,

Impact on
property, plant
and equipment

Impact on
pension fund
investment
measurement

Expected credit
losses

Events after
the reporting
period and
relevant
disclosures

Narrative and
other reporting
issues

The Royal Institute of Chartered Surveyors has issued a practice alert, as a result of which valuers have
identified a material valuation uncertainty at 31 March 2020 for most types of property valuation. We would
expect that this will impact the authority, will require specific disclosure in the financial statements, and will
result in an Emphasis of Matter in our audit report.

The authority needs to consider its approach to the measurement of property, plant and equipment (PPE).
Where property held at current value is based on market valuations the authority should consider with their
valuers the impact that COVID-19 has had on current value. The Authority will also need to consider whether
there are any indications of impairment of assets requiring adjustment at 31 March 2020.

As a result of the COVID-19 pandemic pension fund investments have been subject to volatility. It is important
to engage early with custodians and fund managers to not only gather information for year-end measurements
but to also understand any estimation techniques and any changes to those techniques that may be needed to
measure the financial instruments. Where such volatility exists it may mean that the inputs used in the fair
value measurement may change and may require a change of measurement technique, and consideration of
the level of uncertainty in valuations where there is significantly more estimation.

The authority will need to consider the provision for credit losses for receivables, including for expected credit
losses for assets accounted for under IFRS 9.

Local authorities began to see the most substantial impacts of COVID-19 in March 2020 and therefore before
the end of the reporting period. The authority will need to consider the events after the Reporting Period and
whether these events will be adjusting or non-adjusting and make decisions on a transaction by transaction
basis. The authority will need to make significant judgements about these decisions and the nature of the
COVID-19 pandemic will mean that they will need to continually review and update these assessments up to
the date the accounts are authorised for issue.

The following areas will need to be considered by local authorities as having being impacted on by the COVID-19

pandemic.

- Narrative reporting as well as the usual reporting requirements will need to cover the effects of the pandemic on
services, operations, performance, strategic direction, and resources.

« Reporting on the impact of financial pressures and financial sustainability in the narrative report and the relevant
liquidity reporting requirements under the Code’s adoption of IFRS 7 Financial Instruments: Disclosures.

+ Reporting judgements and estimation uncertainty, the Authority will need to report the impact on material
transactions including decisions made on the measurements of assets and liabilities.

96 dbed



Our audit of the statement of accounts explained Appendix
We tailor our audit to your Authority

Identify changes in your business and Scoping In our final report
environment . . ) .

. o ) Our work will be carried out In our final report to you we will conclude on the
The Authority is negotiating a potential _ in accordance with the Code significant risks identified in this paper, report to
redevelopment of the Cringle Dock Transfer Station || of Audit Practice and you our other findings, and detail those items we
which would provide a new transfer station and supporting auditor guidance will be including in our audit report, including key
financial benefits for the constituent authorities. notes issued by the NAO. audit matters if applicable.

More detail is given on the
following page.

Identify
changes . Significant Conclude on
. Determine . S
in your - risk significant
. materiality :
business and assessment risk areas
environment

Other Our audit
findings report

/6 abed

Quality and Independence

We confirm all Deloitte network
firms and engagement team
members are independent of

. . Western Riverside Waste Authority.
Determine materiality S|gn|f|ca.nt I‘I.S!( as§es.s.ment o We take our independence and the
We have determined materiality to be We have identified significant agdlt I’ISk.S based quality of the audit work we
£984k, representing 2% of gross on our knowledge of t!‘\vsj Au_thorlty and its perform very seriously. Audit
expenditure. We will report to you operations. More detail is given on pages 9 to quality is our number one priority.
misstatements over £49k and others 10.
which are qualitatively significant. In the prior year we identified management
Materiality applied in the prior year was override of controls and Revenue and _
£1.000Kk. expenditure recognition as significant audit
' risks.
Deloitte Confidential: Government and Public Services 9 7



Scope of work and approach

Appendix

We have the following areas of responsibility under the Code of

Audit Practice

Opinion on the Authority’s financial statements

We will conduct our audit in accordance with the Code of Audit
Practice and supporting guidance issued by the National Audit
Office ("NAO”) and International Standards on Auditing (UK)
(“ISA (UK)") as adopted by the UK Auditing Practices Board
(“APB").

We report on whether the financial statements:

« Give a true and fair view of the financial position and income
and expenditure

« Are prepared properly in accordance with the Code of Practice
on Local Authority Accounting (“the Code”).

« The Authority is not expected to be in scope for audit work on
Whole Government Account.

Opinion on other matters

We are required to report on whether other information published
with the audited financial statements is consistent with the
financial statements.

Other information includes information included in the statement
of accounts, in particular the Narrative Report. It also includes
the Annual Governance Statement which the Authority is required
to publish alongside the Statement of Accounts.

In reading the information given with the financial statements, we
take into account our knowledge of the Authority, including that
gained through work in relation to the body’s arrangements for
securing value for money through economy, efficiency and
effectiveness in the use of its resources.

«

q
q
(

Value for Money conclusion

We are required to provide a conclusion on whether the Authority has put in place proper
arrangements for securing economy, efficiency and effectiveness in its use of resources.

We carry out a risk assessment to identify any risks that, in our judgement, have the
potential to cause us to reach an inappropriate conclusion on the audited body’s
arrangements. The risk assessment enables us to determine the nature and extent of
further work that may be required. This means that if we do not identify any significant

risks, there is no requirement to carry out further work.

We also consider the impact of findings of other inspectorates, review agencies and other
relevant bodies on their risk assessment, where they are relevant and available.

Our responsibilities as auditor, and the responsibilities of the Authority, are set out in "PSAA Statement of responsibilities of

auditors and audited bodies: Principal Local A’i*horities and Police Bodies”, published by PSAA

Deloitte Confidential: Government and Public Services



Scope of work and approach (Continued) Appendix
Our approach

Liaison with internal audit

The Auditing Standards Board'’s version of ISA (UK) 610 “Using the work of internal auditors” prohibits use of internal audit to provide
“direct assistance” to the audit. Our approach to the use of the work of Internal Audit has been designed to be compatible with these

requirements. We are not planning to take reliance on the work of internal audit, it will however be considered as part of our risk
assessment.

We will review their reports issued as part of the 2019/20 internal audit programme. We consider the findings from their work and
where significant control weaknesses are identified, we consider the impact on the scope of our own work.
Approach to controls testing

For controls considered to be ‘relevant to the audit’, our work involves evaluating the design of these controls and determining
whether they have been implemented ("D & I").

We do not expect to place reliance on the operating effectiveness of controls in the current year.

Materiality

The audit partner has determined materiality as £984k, based on professional judgement, the requirement of auditing standards and the

financial measures most relevant to users of the financial statements. We will report to you misstatements over £49k and others which
are qualitatively significant.

66 abed

We have used 2% of gross expenditure, as the benchmark for determining materiality as this is an area of focus for users of the
accounts.

Deloitte Confidential: Government and Public Services 11



Continuous communication and reporting

Planned timing of the audit

As the audit plan is executed throughout the year, the results will be analysed continuously and conclusions (preliminary and

Appendix

otherwise) will be drawn. The following sets out the expected timing of our reporting to and communication with you.

Planning

Interim fieldwork

Year end fieldwork

Reporting

+ Planning meetings to
inform risk assessment
and identify judgmental
accounting issues

+ Document
understanding of key
business cycles and
changes to financial
reporting

« Documents design of
key control

« Review of key Authority
documents including
minutes

« Review of internal audit
reports to date

2019/20 Audit Planning

Review of Authority
performance and events
year to date

Substantive testing of
limited areas including
expenditure, payroll
and income

Perform risk
assessment procedures
for financial statements
and VFM

Review of Authority
accounting policies

Update to the review of
Authority documents

Update to the internal
audit reports

Planning report to the

Members of the Authority

Review of Authority quarter
4 performance/ events

Substantive test of all
areas

Finalisation of work in
support of value for money
responsibilities

Detailed review of annual
accounts and report,
including Annual
Governance Statement

Completion of testing on
significant audit risk

Review of final internal
audit reports and opinion

Year-end closing meetings

Reporting of significant
findings from the audit

Issue of audit report

« Debrief session with the
finance team

« Annual audit letter

Jan - Mar 2020

Ongoing communication and feedback

Deloitte Confidential: Government and Public Services

Mar - July 2020

Final report to the Members
of the Authority

July - Sept 2020

Any additional reporting
as required

Oct 2020

00T 9bed



Significant risks — statement of accounts

Our risk assessment process

We consider a number of factors when deciding on
the significant audit risks. These factors include:

« the significant risks and uncertainties
previously reported in the narrative report and
financial statements;

« the IAS 1 critical accounting estimates
previously reported in the annual report and
financial statements;

« our assessment of materiality; and

« the changes that have occurred in the business
and the environment it operates in since the
last annual report and financial statements.

Deloitte view

IAS 1 requires entities to make disclosures
about the assumptions it has made about the
future and other major sources of estimation
uncertainty at the year end that have a
significant risk of resulting in a material
adjustment to the carrying amount of assets
and liabilities within the next financial year.

If a matter does not meet this criterion, it
should not be included in the disclosure on
sources of estimation uncertainty.

We recommend the Authority re-look at
whether the estimates it disclosed in the prior
year meet this criterion.

The Code of Practice on Local Government
Accounting requires the statement of accounts to
include a narrative report which provides
information on the authority, its main objectives
and strategies and the principal risks that it faces.

Deloitte Confidential: Government and Public Services

Management override of controls

Revenue and expenditure
recognition

Valuation of property assets

The Authority is negotiating a
potential redevelopment of the
Cringle Dock Transfer Station
which would provide a new
transfer station and financial
benefits for the constituent
authorities.

The adoption of IFRS16 has
been deferred to 2021/22 when
the Authority will adopt
International Financial Reporting
Standard 16 - Leases

13

Appendix

IAS 1 Critical accounting
estimates

» Useful economic lives of
property, plant and
equipment

+ Pension liability valuation

Principal risk and
uncertainties

« Ability to fund waste
disposal costs and the
potential subsequent
pressure on the authority to
seek short term cost savings

« Possible nuisance claims by
new residents in relation to
the redevelopment of the
transfer stations

« Brexit impact on future
finances

« Volatility of recycling rates

11
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Significant risk Appendix

Management override of controls

Risk identified In accordance with ISA 240 (UK and Ireland) management override of controls is a presumed significant risk.
This risk area includes the potential for management to use their judgement to influence the financial
statements as well as the potential to override the Authority’s controls for specific transactions.

The key judgments in the financial statements are those which we have selected as areas of audit focus;
valuation of the Authority’s properties and pension liability. These are inherently the areas in which
management has the potential to use their judgment to influence the financial statements.

Our response In considering the risk of management override, we plan to perform the following audit procedures that
directly address this risk:

«  We will risk assess journals and select items for detailed follow up testing. We do this by using data
analytics profiling to identify journals which have characteristics of increased interest. We will then test the ™0
appropriateness of journal entries selected through this profiling activity, and other adjustments made in Q
the preparation of financial reporting. L(%
« We will review accounting estimates for evidence of bias that could, in aggregate, result in material =
misstatements due to fraud. Other areas of estimation in addition to the above include provisions and o
estimation of depreciation based on a selection of useful economic lives. N

« We will obtain an understanding of the business rationale of significant transactions that we become aware
of that are outside of the normal course of business for the entity, or that otherwise appear to be unusual,
given our understanding of the entity and its environment.

14 12
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Significant risk Appendix

Revenue and expenditure recognition

Risk identified Under UK auditing standards, there is a presumed risk in respect of revenue recognition due to fraud. For the
Authority, we consider this significant risk to be the validity, accuracy and completeness of the variable
element of the revenue relating to the actual direct tonnage charged to the four constituents councils.

Given that revenue is driven by the volume of activity during the year, this risk is also linked to the
recognition of expenditure. The Authority has a significant contract with Cory Limited for the provision of
waste management services. The risk includes the accuracy and completeness of expenditure calculated by
Cory and whether the Authority is accounting for expenditure appropriately and consistently in line with
activity.

In 2019/20, the Authority approved a gross expenditure budget of £54.9m. Given the pressures across the whole of
the public sector, there is an inherent risk that the year-end position could be manipulated by omitting or misstating

«  We will obtain an understanding of and test the design and implementation of the key controls in place in
relation to recording completeness of expenditure and accruals;

« We will review the contract in place between the Authority and Cory Limited;

« We will perform focused testing in relation to the completeness of revenue, expenditure and accruals;

« We will review the accuracy of the expenditure calculated by Cory

« As part of this focused testing, we will challenge any assumptions made in relation to year-end accruals;

« We will also review expenses recorded in the final month of the year against previous year’s trends to
identify if there are any inconsistencies;

«  We will perform testing for unrecorded liabilities based on payments made and expenses recorded in the
period after year end up to 30 days; and

» In addition, we will review the year on year movement in expenditure and accruals and will investigate any
significant movements.

Is. U

accruals g

Our response In considering the risk identified, we plan to perform the following audit procedures that directly address this ¢
risk: =

o

w

15 s
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Significant risk Appendix
Valuation of Property assets

Cost Acc. Depreciation NBV
2017/18 £63.8m £2.9m £60.9m
Risk identified The Authority held property, plant and equipment of £59.8m at 31 March 2019 which are required to be

recorded at fair value determined as the existing use value (EUV) at the balance sheet date. Depreciated
replacement cost is also used as an estimate of fair value for assets with no market-based evidence.

Assets are revalued on a regular basis to ensure that their carrying amount is not materially different from
their fair value at the year end. The revaluation policy specifies that a full revaluation is carried out as a
minimum every 5 years.

During the year management have concluded that there has been no material change in the Authority’s
property assets from the prior year and there will not be the need to perform any type of valuation.

0T abed

Our response «  We will use our valuation specialists, Deloitte Real Estate, to review and challenge the appropriateness of
the assumptions used in the year-end valuation of the Authority’s property portfolio, including considering
movements compared to those of other authorities performing valuations for 2019/20

«  We will check whether any adjustments to the value of previously capitalised works are required and how
these have been calculated.

« We will challenge management’s assessment as to whether any impairment arises in respect of newly
capitalised expenditure.

- We will also review and challenge management’s judgements on not carrying out valuation for the year and
assess its impact on the Authority’s property asset.

« The Royal Institute of Chartered Surveyors has issued a practice alert, as a result of which valuers have
identified a material valuation uncertainty at 31 March 2020 for most types of property valuation. We would
expect that this will impact the Authority, will require specific disclosure in the financial statements, and will
result in an Emphasis of Matter in our audit report.

16 14
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Other areas of audit focus
Pension liability (LGPS)

Pension Assets Pension liabilities

2017/18 £7.8m £11.3m

The Authority participates in the Local Government Pension
Scheme, administered by London Pension fund Authority.

As at 31 March 2019, the Authority had a £3.3m pension deficit on
its balance sheet. Pension assumptions are a complex and
judgemental area and the calculation is reliant on accurate
membership data provided to the actuary.

We have thus identified this as an other area of audit focus to
report to the Authority as a key area of management judgement.

LGPS

For the LGPS (Local Government Pension Scheme), it is possible to
identify Western Riverside Waste Authority portion of the assets
and liabilities, and the Local Authority Accounting Code of Practice
requires full disclosure of the Authority’s share of the LGPS within
its financial statements. There are a large humber of judgments
inherent in the calculation of the scheme liability, including future
inflation rates and appropriate discount rates. Small movements in
these rates can have a material impact. Additionally there are
judgements implicit in allocating Authority’s share of the assets of
the scheme.

Deloitte Confidential: Government and Public Services
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Appendix

Net pension deficit

£3.7m

We will carry out a separate, detailed risk assessment of each of the
individual components of the calculation (for example market
assumptions, membership data, assets and liabilities) using a
developed methodology which takes into account factors such as an
assessment of the actuary.

We will also liaise with the scheme auditor on the results of their audit
procedures on the scheme as a whole.

We will consider the make-up of the pension assets and the extent to
which the asset types have been valued based on observable market
prices or using estimation and judgement in the valuation and
consider the extent of uncertainty in the asset valuation and the
impact on our approach.

We scope our work, including the nature and extent of our actuarial
specialists involvement, in a way which responds to this detailed risk
assessment. Should our risk assessment change our overall audit Q1
approach in respect of testing pensions, we will notify the Committee.

T abed

Upon the completion of the LGPS consultation which proposes changes
to address the age discrimination rulings (McCloud etc) to bring the
LGPS in line with the government’s commitment to remove the
differences in treatment from all public service pension schemes with
similar protections. We will consider the impact of such changes on
the Authority

We will review the disclosure based on the IAS 19 report issued to the
Authority’s by the actuary and we will assess the competence and
objectivity of the work of the actuary.

15



Other areas of audit focus (continued) Appendix

Financial sustainability disclosure

Risk identified The impact of COVID-19 is expected to result in significant additional costs for FY20/21. Although the
Government intends to compensate Authority’s for the impact of COVID-19, it is doubtful that this will extend
to fully cover loss of income and any other longer term cost implications impacting on the Authority’s own
resources. Whilst additional funding has been provided to the most authorities, it is, to date, significantly less
than the anticipated financial impact on the Authority.

Although Authorities are required to prepare their financial statements on a going concern basis under the
CIPFA Code, they should also make appropriate disclosures in respect of uncertainties affecting their financial
sustainability. In addition, if the Treasury officer considers that the Authority's expenditure, including proposed
expenditure, is likely to exceed the resources available, then they are required to issue a section 114 notice,
which, inter alia, places significant restrictions upon on-going expenditure.

Our response We will review management’s financial sustainability considerations and conclusions to determine the
reasonableness of the disclosures on the financial pressures due to Covid-19 pandemic, albeit in the context of
the authority’s ability to levy its costs upon councils. We shall specifically review the budget forecasts and
perform analytical procedures to evaluate whether any matters impacting upon our responsibilities or requiring
us to exercise any of our reporting powers.
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Value for money conclusion

Appendix

Our risk assessment process and significant risks

We are required to provide a conclusion on whether the authority has
put in place proper arrangements for securing economy, efficiency
and effectiveness in its use of resources.

The Code and supporting auditor guidance note require us to perform
a risk assessment to identify any risks that have the potential to
cause us to reach an inappropriate conclusion on the audited body’s
arrangements. We are required to carry out further work where we
identify a significant risk - if we do not identify any significant risks,
there is no requirement to carry out further work.

Our risk assessment to determine whether there are any further
significant risks is ongoing, in particular to update for the findings of
internal audit work completed in the latter part of the year, outturn
performance against financial and operational metrics and the
outcome of any findings from the work of regulators. We will also
consider the arrangements in place regarding the refinancing and the
potential redevelopments in our risk assessment.

19
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Our risk assessment procedures include:

Updating our understanding of the Authority’s transformation

programmes and the related considerations to achieve value for

money;
Reading the annual governance statement;

Considering local and sector developments and how they
impact on the Authority;

Meeting with senior officers;

Reviewing reports issued by internal audit;

o
jab)
Q

Reviewing other documentation of the Authority including @
budget setting reports, financial and operational performanga

monitoring reports;
Reviewing reports issued by regulators;

Where significant risks are identified we will perform additional

o
~

procedures to address these risks. We have not currently identified
any significant risks. If additional procedures require the support of

subject matter experts this may have an impact on fees. We wi
discuss this with management in advance of any additional wor
required.

I
k
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Purpose of our report and responsibility statement

Our report is designed to help you meet your governance

duties

What we report

Our report is designed to establish our respective
responsibilities in relation to the audit, to agree our audit
plan and to take the opportunity to ask you questions at the
planning stage of our audit. Our report includes our audit
plan, including key audit judgements and the planned scope.

Use of this report

This report has been prepared for the Members of the
Authority, as a body, and we therefore accept responsibility
to you alone for its contents. We accept no duty,
responsibility or liability to any other parties, since this
report has not been prepared, and is not intended, for any
other purpose. Except where required by law or regulation, it
should not be made available to any other parties without
our prior written consent.

We welcome the opportunity to discuss our report with you
and receive your feedback.

Deloitte Confidential: Government and Public Services

What we don’t report

As you will be aware, our audit is not designed to identify all
matters that may be relevant to the Authority.

Also, there will be further information you need to discharge
your governance responsibilities, such as matters reported
on by officers or by other specialist advisers.

Finally, the views on internal controls and business risk
assessment in our final report should not be taken as
comprehensive or as an opinion on effectiveness since they
will be based solely on the audit procedures performed in the
audit of the statement of accounts and the other procedures
performed in fulfilling our audit plan.

Other relevant communications

We will update you if there are any significant changes to the

Appendix

audit plan.
‘/t d /7
7/ "‘U’b d
Deloitte LLP

St Albans 18 August 2020
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Appendix 1 - Fraud responsibilities and
Responsibilities explained

Your Responsibilities:

The primary responsibility for the prevention and detection of fraud
rests with officers and those charged with governance, including
establishing and maintaining internal controls over the reliability of
financial reporting, effectiveness and efficiency of operations and
compliance with applicable laws and regulations.

Our responsibilities:

+  We are required to obtain representations from your officers
regarding internal controls, assessment of risk and any known or
suspected fraud or misstatement.

« As auditors, we obtain reasonable, but not absolute, assurance
that the statement of accounts as a whole are free from material
misstatement, whether caused by fraud or error.

« As set out in the significant risks section of this document, we
have identified the risk of management override of controls and
completeness of expenditure as key audit risks for your
organisation.

Fraud Characteristics:

« Misstatements in the statement of accounts can arise from either
fraud or error. The distinguishing factor between fraud and error
is whether the underlying action that results in the misstatement
of the statement of accounts is intentional or unintentional.

+ Two types of intentional misstatements are relevant to us as
auditors - misstatements resulting from fraudulent financial
reporting and misstatements resulting from misappropriation of
assets.
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representations """

We will request the following to be
stated in the representation letter:

+  We acknowledge our responsibilities for
the design, implementation and
maintenance of internal control to
prevent and detect fraud and error.

+ We have disclosed to you the results of
our assessment of the risk that the
statement of accounts may be
materially misstated as a result of fraud.

« We are not aware of any fraud or
suspected fraud / We have disclosed
to you all information in relation to
fraud or suspected fraud that we are
aware of and that affects the entity
and involves:

(i) officers;

(ii) officers who have significant roles
in internal control; or

(iii) others where the fraud could
have a material effect on the
statement of accounts.

+ We have disclosed to you all
information in relation to allegations of
fraud, or suspected fraud, affecting
the entity’s statement of accounts
communicated by officers, former
officers, analysts, regulators or others.

20
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Appendix 1 - Fraud responsibilities and representations

Inquiries

We will make the following inquiries regarding fraud:

Officers:

Officers assessment of the risk that the statement of accounts may be materially misstated due to fraud,
including the nature, extent and frequency of such assessments.

Officers process for identifying and responding to the risks of fraud in the entity.

Officers communication, if any, to those charged with governance regarding its processes for identifying and
responding to the risks of fraud in the entity.

Officers communication, if any, to employees regarding its views on business practices and ethical behaviour.
Whether officers have knowledge of any actual, suspected or alleged fraud affecting the entity.
We plan to involve officers from outside the finance function in our inquiries.

Internal audit

Whether internal audit has knowledge of any actual, suspected or alleged fraud affecting the entity, and to
obtain its views about the risks of fraud.

Those charged with governance

Deloitte Confidential: Government and Public Services

How those charged with governance exercise oversight of officers processes for identifying and responding to
the risks of fraud in the entity and the internal control that officers have established to mitigate these risks.

Whether those charged with governance have knowledge of any actual, suspected or alleged fraud affecting
the entity.

The views of those charged with governance on the most significant fraud risk factors affecting the entity.

23
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Appendix 2 - Independence and fees

As part of our obligations under International Standards on Auditing (UK), we are required to report to you on the

matters listed below:

Deloitte Confidential: Government and Public Services

We confirm the audit engagement team, and others in the firm as appropriate, Deloitte LLP and,
where applicable, all Deloitte network firms are independent of the Authority and will reconfirm our
independence and objectivity to the Authority for the year ending 31 March 2020 in our final report to
the Members of the Authority.

The “scale fee” set by Public Sector Auditor Appointments Limited for the financial statement audit,
including whole of government accounts and procedures in respect of the value for money
assessment, is £12,058. Following the initial issues in the 2019 audit, we have agreed a fee variation
of £27,000 in respect of the additional costs of the audit (primarily in respect of the Cory transaction
accounting, property valuation and restatement issues, and quality of initial draft deliverables), which
has been approved by management and PSAA.

While we acknowledge management’s commitment to improvement in the financial reporting process,
and would expect improvement compared to the 2018/2019, we consider that the scale fee is at
present at a historic level that is not reflective of the cost of delivery of the audit of even a simple
local authority in accordance with the requirements of auditing standards.

For 2020, we will be proposing fee variations for the authority reflecting:

* the minimum costs of delivery of any audit of a local authority, including in respect of property
valuations and pensions;

* our experience of the cost of delivery of the audit;

* the areas of increased and/or additional accounting and audit complexity and risk arising from the
COVID-19 pandemic; and

* wider factors impacting the cost of the delivery of the audit due to regulatory changes and
requirements.

For 2021, there are on-going discussions with PSAA in respect of scale fees. We would highlight that
we would expect there to be potentially significant fee increases reflecting a number of changes in
2021 including the requirements of the revised Code of Audit Practice in particular in respect of Value
for Money, the increased requirements on audit of accounting estimates under the revised ISA 540,
and wider regulatory changes increasing the cost of audit delivery (and in 2022 for the
implementation of IFRS 16, Leases).

There are no non-audit fees.
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Appendix 2 - Independence and fees (continued) Appendix

As part of our obligations under International Standards on Auditing (UK), we are required to report to you on the
matters listed below:

We continue to review our independence and ensure that appropriate safeguards are in place
including, but not limited to, the rotation of senior partners and professional staff and the involvement
of additional partners and professional staff to carry out reviews of the work performed and to
otherwise advise as necessary.

We have no other relationships with the Authority, its members, officers and affiliates, and have not
supplied any services to other known connected parties.
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Appendix 3 — Developments in financial reporting

The new leasing standard IFRS 16 Leases will replace IAS 17.
Implementation has been deferred to the 2021-22 financial
year.

The new standard eliminates the distinction between operating
and finance leases for lessees and brings in a single approach
under which all but low- value or short term (less than 12
months) leases are recognised. The distinction between
operating and finance leases for lessors is maintained.

The Authority will need to:

« have arrangements for capturing information on leases and
contracts; and

+ recalculate lease liabilities for arrangements that have
variable elements such as index-linked increases.
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Appendix

Successful implementation of the
new standard will depend on the
Authority collating and reviewing
relevant information about their
new and existing leases. This will
require a significant exercise to
collect and analyse relevant
information and the Authority will
need to have an effective project
plan and timetable to prepare for
implementation on a timely
basis.
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Appendix 3 - Developments in financial reporting (contintf&d}

The Ministry of Housing, Communities and Local Government (MHCLG) has published its consultation
on proposals to remove age discrimination from the LGPS in England and Wales.

The consultation, which will run until 8 October 2020, follows the court ruling which found
protections given to older members in the judicial and firefighters’ pension schemes directly
discriminated against younger members in those schemes.

MHCLG's consultation proposes to bring the LGPS in line with the government’s commitment to
remove the differences in treatment from all public service pension schemes with similar protections.

The Authority will need to:
« discuss with their actuary what the impact of the consultation is on the assessment of the

McCloud liability; and
« if material, if material consider the impact for 2019-20 as well as the 2020-21 financial reporting.
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