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Executive Summary

Purpose
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Executive Summary

Working with the Council

During the year we have delivered a number of successful outcomes with
you:

« An audit delivered by the statutory deadline — we delivered the audit by
working hard in partnership with your team to tackle the issues identified,
particularly those in relation to the valuation of PPE.

« Improved financial processes — we worked with you and feedback on
areas where processes could be improved for future years, particularly in
respect of disclosures and the treatment of financial instruments.

» Sharing our insight — we provided regular Audit and Governance
Committee updates covering best practice. We also shared our thought
leadership reports.

We would like to record our appreciation for the assistance and co-operation
provided to us during our audit by the Council's staff.

Grant Thornton UK LLP
August 2019
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Audit of the Financial Statements

Our audit approach

Materiality

In our audit of the Council’'s and Pension Fund financial statements, we use
the concept of materiality to determine the nature, timing and extent of our
work, and in evaluating the results of our work. We define materiality as the
size of the misstatement in the financial statements that would lead a
reasonably knowledgeable person to change or influence their economic
decisions.

We determined materiality for the audit of the Council’s financial statements
to be £14.533 million, and determined materiality for the audit of the Pension
Fund financial statements to be £27.010 million.

We also set a lower level of specific materiality for senior officer
remuneration at the Council of £100k due to the sensitive nature of these.

We set a lower threshold of £ 0.726 million for the Council and £1.35 million
for the Pension Fund, above which we reported errors to the Audit and
Governance Committee, as Those Charged with Governance, in our Audit
Findings Reports.
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The scope of our audit

Our audit involves obtaining sufficient evidence about the amounts and disclosures in

the financial statements to give reasonable assurance that they are free from material

misstatement, whether caused by fraud or error. This includes assessing whether:

» the accounting policies are appropriate, have been consistently applied and
adequately disclosed;

» the significant accounting estimates made by management are reasonable; and

» the overall presentation of the financial statements gives a true and fair view.

We also read the remainder of the financial statements and the narrative report,
annual governance statement and Annual Report published alongside the financial
statements to check it is consistent with our understanding of the Council and Pension
Fund.

We carried out our audits in accordance with ISAs (UK) and the NAO Code of Audit
Practice. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Our audit approach was based on a thorough understanding of the Council and
Pension Fund business and is risk based.

We identified key risks and set out overleaf the work we performed in response to
these risks and the results of this work.



Audit of the Financial Statements (Council)

Significant Audit Risks
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Audit of the Financial Statements (Council) - continued

Risks identified in our audit plan How we responded to the risk Findings and conclusions

Management override of internal controls We have: Our work did not identify any issues in
respect of management override of

Under ISA (UK) 240 there is a non-rebuttable presumed * Gained an understanding of the accounting estimates, ! )
risk that the risk of management over-ride of controls is judgements applied and decisions made by management = CONtrols to bring to your attention.
present in all entities. . The Council faces external scrutiny and considered their reasonableness;

of its spending, and this could potentially place + obtained a full listing of journal entries, identified and

management under undue pressure in terms of how they tested unusual journal entries for appropriateness; and

report performance. . , _
» evaluated the rationale for any changes in accounting

Management over-ride of controls is a risk requiring policies or significant unusual transactions.
special audit consideration.
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Audit of the Financial Statements (Pension Fund)

Pension Fund Significant Audit Risks

These are the risks which had the greatest impact on our overall strategy for auditing the Pension Fund and where we focused more of our work.

Risks identified in our audit plan How we responded to the risk

Valuation of level 3 investments As part of our audit work in this area we have;

» Gained an understanding of the Fund’s process for valuing level 3
investments and evaluated the design of the associated controls;

Under ISA 315 significant risks often
relate to significant non-routine

transactions and judgemental » reviewed the nature and basis of estimated values and considered
matters. Level 3 investments by their what assurance management has over the year end valuations
very nature require a significant provided for these types of investments;

degree of judgement to reach an » considered the competence, expertise and objectivity of any
appropriate valuation at year end. management experts used,;

We identified the valuation of Level 3
investments as a risk requiring
special audit consideration.

» for a sample of investments, tested 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. We have reconciled those values to the values at
31 March 2019 with reference to known movements in the
intervening period

» reviewed the qualifications of the expert to value Level 3 investments
at year end and gained an understanding of how the valuation of
these investments has been reached; and

Findings and conclusions

As part of testing of our classification of investment
assets we noted that the Pension Fund initially
received the market value report from it's
custodian Mellon. On review of the report, the
Pension Fund have amended some of the
categories that Mellon had assigned to the
investments. The audit team have checked the re-
classifications and are satisfied that the changes
are in line with the evidence received from the
Fund Managers. This provides appropriate
evidence of challenge by the Pension Fund of the
work undertaken by the expert. The Pension Fund
have informed the audit team that they are going
to raise this issue with Mellon as part of the wash-
up session after the accounts to ensure
consistency of approach in future years.
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Value for Money conclusion
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Value for Money conclusion




Value for Money conclusion
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Value for Money conclusion
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Value for Money conclusion

Risks identified in our audit plan

Financial Sustainability of the Council

Like many other similar local authorities, the
financial outlook remains challenging. The
2018/19 budget is predicated on the delivery of
£31.6m of savings and at M6 the Council was
reporting a projected overspend of £8.6m
against its revenue budget. Latest financial
plans indicate a further £19.6m savings will be
required in 2019/20 with a further £14m in
2020/21 to achieve a balanced budget.

We will review the Council’s arrangements for
identifying and agreeing savings plans, and
communicating key findings to the Council and
key decision making committees.
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How we responded to the risk

Plans are in place to deliver the £23m of savings that will be needed for 2019/20,
with projects, such as the Council redesign, and savings on procurement already
well advanced. Other savings plans have been challenged as part of the budget
process with key projects going through the star chamber process.

The latest budget monitoring for 2019/20 is predicting a small net overspend, which
is predominantly made up of demand pressures on adults and children’s services.
In addition, the DSG High Needs Block is forecasting to overspend by a similar
amount to prior year. Work is ongoing in these areas to bring spending back in line,
or to fund via alternative savings.

Findings and conclusions

Auditor view

* While the Council faces a
challenging financial
position there remain
appropriate arrangements
in place for managing the
budget.

Management response

e The Council will continue
to monitor financial risk
and resilience on an
ongoing basis taking every
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Value for Money conclusion

Risks identified in our
audit plan

Commissioning
arrangements

The Council continues to
outsource key contracts.
Last year's VFM conclusion

highlighted that the
arrangements around
commissioning were
inadequate. In particular
we highlighted that lessons
learned from the
implementation of major

contracts was not being
appropriately disseminated
to all officers and that there
was a risk that
commissioning
departments do not have
the necessary skills and
expertise to secure the best
outcome for users of the
services.

We will review the progress
the Council has made in
regard to the risk identified
in the prior year.

How we responded to the risk

Following the qualified VFM conclusion and the new senior leadership team in place at the
Council, there has been an obvious focus on the need to improve the procurement and
commissioning arrangements in place at the Council.

The Corporate and Communities Overview and Scrutiny Board have received various
reports and updates on commissioning, with the Audit and Governance Committee, also
regularly updated on progress.

Improved governance is in place, with the following measures being put in place during the
year;

The introduction of a Commercial and Commissioning Board. The aim of
which is to provide a strategic view of commissioning and commissioned
services,

The introduction of a category management team, whose purpose is to ensure
commerciality is introduced and to identify opportunities for reducing spend,

The introduction of a central buying team, and
The introduction of a greater focus on commercial reporting.

We have reviewed minutes of meetings from the board and noted the focus on managing
the procurement process, and identifying key risks. A set of actions is produced following
the end of each meeting, which are monitored to ensure that all risks are addressed and
tasks managed.

Where contracts are let, or where decisions have been taken to move services back in
house, a lessons learned report has been produced. This is shared as appropriate, in
many cases, through the well established star chamber process. This helps ensure that
learning points are shared across departments.

Commercial reporting is significantly improved, with a dashboard system in place that
shows contracts in place, savings and an overall workplan. Officers and members are able
to access this, which gives a clear overview of the work that is ongoing within
commissioning and procurement.

Findings and conclusions

Auditor view

Overall there is clear evidence that the
Council has done a large amount of
work in this area on the arrangements
in place, and there is clear
commitment from both senior officers
and members to ensure that
arrangements are robust and deliver
the best value services for the
residents of Worcestershire.

Given the nature of these projects and
the long lead time, there is no
evidence yet that the improved
arrangements are delivering improved
outcomes, however there is an
expectation that the new
arrangements would lead to better
outcomes in the future.

The Council has appropriate
arrangements in place.

Management response

The Council has continued to
strengthen it's arrangements around
commissioning and this will remain a
key business activity to ensure the
appropriate resources are secured to
undertake service provision.






A. Fees - Councill

We confirm below our final proposed fees charged for the audit and provision of non-audit services. Please note that these proposed additional fees are estimates based on our best
projection of work and will be subject to approval by PSAA in line with the Terms of Appointment.

Additional Audit Fees

Area of work Timing Comment

Assessing the impact of the
McCloud Ruling
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A. Fees — Pension Fund

We confirm below our final proposed fees charged for the audit and provision of non-audit services. Please note that these proposed additional fees are estimates based on our best
projection of work and will be subject to approval by PSAA in line with the Terms of Appointment.

Planned Audit Fees
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A. Audit Related Services Fees — Pension Fund

In addition to the audit fees we set out below our final proposed fees for audit related services provided during the course of our audit.
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A. Reports issued

We confirm below our final reports issued

Reports issued

Report Date issued

Audit Plan (Council & Pension Fund) December 2018

Audit Findings Report (Council & Pension Fund) = July 2019

Annual Audit Letter (Council & Pension Fund) August 2019
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