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AGENDA ITEM No.4

EAST RENFREWSHIRE COUNCIL

AUDIT AND SCRUTINY COMMITTEE

26 November 2020

Report by Head of Accountancy (Chief Financial Officer)

2019/20 ANNUAL ACCOUNTS AND DRAFT ANNUAL AUDIT REPORT FOR EAST
RENFREWSHIRE COUNCIL

PURPOSE OF REPORT

1. The Audit of the Council’s Annual Accounts for 2019/20 has been completed and a
copy of the Accounts is now submitted for consideration by the Audit and Scrutiny
Committee. In addition, the draft Annual Audit Report to the Council and the Controller of
Audit for 2019/20 has been prepared by the External Auditors making reference to the
International Standard on Auditing (ISA) 260 report to those charged with governance.

RECOMMENDATION
2. The Committee is invited to: -

o Consider the draft 2019/20 Annual Audit Report to the Council and the Controller
of Audit and related ISA 260 report;

¢ Note and comment on the content of the Council’s Annual Accounts for 2019/20;
and

¢ Remit the report to Council for consideration.

BACKGROUND

3. The external audit of the Council’'s Annual Accounts for 2019/20 has now been
completed and the Council has been awarded an audit certificate which has no
qualifications. A copy of the Accounts is attached as Appendix 1.

REPORT

4. The financial position of the Council continues to be satisfactory. In particular, the
Accounts show that: -

e As the Council operated comfortably within budget it did not require to fully drawdown
£4, 312k from reserves as planned, with only £911k being called upon. This
represents an improvement of £3,401k

e The Council's Non-Earmarked General Fund reserve has therefore decreased by
£911k resulting in a balance of £9,643k as at 31 March 2020 (3.8% of the annual
budgeted net revenue expenditure). This is slightly below the Council’s most prudent
target level of 4%, but better than forecast when setting the budget for 2020/21,
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however it is anticipated that the balance will reduce by a further £3,500k during the
current year in line with 2020/21 budget plans.

e Capital Expenditure of £50,844k was invested.

e There has been an operating surplus of £598k on the Housing Revenue Account, this
increasing the accumulated surplus balance to carry forward to £2,316k.

DRAFT ANNUAL AUDIT REPORT AND RELATED ISA 260 REPORT

5. A copy of the draft Annual Audit Report, which provides an overview of the main
issues arising from the 2019/20 Audit of the Council, has been prepared along with the
associated ISA 260 report to those charged with governance. The Committee is invited to
consider the documents. The External Auditors will be attending the Audit and Scrutiny
Committee meeting to speak to and discuss these. The finalised Annual Audit Report will be
circulated to members in due course.

RECOMMENDATION
6. The Committee is invited to: -

e Consider the draft 2019/20 Annual Audit Report to the Council and the Controller
of Audit and related ISA 260 report;

¢ Note and comment on the content of the Council’s Annual Accounts for 2019/20;
and

e Remit the report to Council for consideration.

REPORT AUTHOR
Head of Accountancy - Margaret McCrossan
Chief Accountant - Barbara Clark Tel 0141 577 3068
E-mail. Barbara.Clark@EastRenfrewshire.gov.uk
Report Date - 6 November 2020

BACKGROUND PAPERS

This report refers to the Council’s Annual Accounts for 2019/20 and the External Auditor’s
Annual report to the Council and the Controller of Audit for 2019/20.


mailto:Barbara.Clark@EastRenfrewshire.gov.uk
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8 Nelson Mandela Place
Glasgow
G2 1BT

T: 0131 625 1500
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Audit and Scrutiny Committee

26 November 2020

East Renfrewshire Council
Audit of 2019/20 annual accounts

Independent auditor's report

1. Our audit work on the 2019/20 annual accounts is now substantially complete. We anticipate
being able to issue unqualified audit opinions in the independent auditor's report by 30 November
2020 (the proposed report is attached at Appendix A).

2. We have included an ‘Emphasis of Matter’ paragraph in the audit report. This draws attention to
the reference in Notes 6 and 7 relating to the effects of uncertainties caused by Covid-19 on the
valuation of land and buildings. The audit opinion is not modified in respect of this matter.

Annual audit report

3. Under International Standards on Auditing in the UK, we report specific matters arising from the
audit of the financial statements to those charged with governance of a body in sufficient time to
enable appropriate action. We present for the Audit and Scrutiny Committee’s consideration our
draft annual report on the 2019/20 audit. The section headed "Significant findings from the audit
in accordance with ISA 260" sets out the issues identified in respect of the annual accounts.

4.  The report also sets out conclusions from our consideration of the four audit dimensions that
frame the wider scope of public audit as set out in the Code of Audit Practice.

5. This report will be issued in final form after the annual accounts have been certified.

Unadjusted misstatements

6. We also report to those charged with governance all unadjusted misstatements which we have
identified during our audit, other than those of a trivial nature and request that these
misstatements be corrected.

7. We have no unadjusted misstatements to be corrected.

Fraud, subsequent events and compliance with laws and regulations

8. In presenting this report to the Audit and Scrutiny Committee we seek confirmation from those
charged with governance of any instances of any actual, suspected or alleged fraud; any
subsequent events that have occurred since the date of the financial statements; or material non-
compliance with laws and regulations affecting the entity that should be brought to our attention.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Representations from Section 95 Officer

9. As part of the completion of our audit, we are seeking written representations from the Section 95
Officer on aspects of the annual accounts, including the judgements and estimates made.

10. A draft letter of representation is attached at Appendix B. This should be signed and returned to

us by the Section 95 Officer with the signed annual accounts prior to the independent auditor’s
report being certified.

Providing services to the Auditor General for Scotland and the Accounts Commission
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APPENDIX A: Proposed Independent Auditor’s Report

Independent auditor’s report to the members of East Renfrewshire Council and the Accounts
Commission

Report on the audit of the financial statements
Opinion on financial statements

| certify that | have audited the financial statements in the annual accounts of East Renfrewshire Council and its
group for the year ended 31 March 2020 under Part VII of the Local Government (Scotland) Act 1973. The
financial statements comprise the group and council-only Comprehensive Income and Expenditure Statements,
Movement in Reserves Statements, Balance Sheets, and Cash-Flow Statements, the council-only Housing
Revenue Account Income and Expenditure Statement, the Movement on the Housing Revenue Account
Statement, Council Tax, National Non-domestic Rates, the Common Good Fund and notes to the financial
statements, including a summary of significant accounting policies. The financial reporting framework that has
been applied in their preparation is applicable law and International Financial Reporting Standards (IFRSs) as
adopted by the European Union, and as interpreted and adapted by the Code of Practice on Local Authority
Accounting in the United Kingdom 2019/20 (the 2019/20 Code).

In my opinion the accompanying financial statements:

e give a true and fair view in accordance with applicable law and the 2019/20 Code of the state of affairs of
the council and its group as at 31 March 2020 and of the income and expenditure of the council and its
group for the year then ended;

° have been properly prepared in accordance with IFRSs as adopted by the European Union, as interpreted
and adapted by the 2019/20 Code; and

° have been prepared in accordance with the requirements of the Local Government (Scotland) Act 1973,
The Local Authority Accounts (Scotland) Regulations 2014, and the Local Government in Scotland Act
2003.

Basis for opinion

| conducted my audit in accordance with applicable law and International Standards on Auditing (UK) (ISAs
(UK)), as required by the Code of Audit Practice approved by the Accounts Commission for

Scotland. My responsibilities under those standards are further described in the auditor’s responsibilities for the
audit of the financial statements section of my report. | was appointed by the Accounts Commission on 7
January 2019. The period of total uninterrupted appointment is 2 years. | am independent of the council and its
group in accordance with the ethical requirements that are relevant to my audit of the financial statements in the
UK including the Financial Reporting Council’s Ethical Standard, and | have fulfilled my other ethical
responsibilities in accordance with these requirements. Non-audit services prohibited by the Ethical Standard
were not provided to the council. | believe that the audit evidence | have obtained is sufficient and appropriate to
provide a basis for my opinion.

Emphasis of matter: Valuation of land and buildings

| draw attention to Note 6 in the financial statements, Critical Judgement in Applying Accounting Policies and
Note 7 Assumptions made about the Future and other Major Sources of Estimation Uncertainty, which state that
the valuation of land and buildings will be significantly impacted by Covid-19 and its anticipated effect is not
reflected in the accounts.

Conclusions relating to going concern basis of accounting
| have nothing to report in respect of the following matters in relation to which the ISAs (UK) require me to report

to you where:

° the use of the going concern basis of accounting in the preparation of the financial statements is not
appropriate; or

Providing services to the Auditor General for Scotland and the Accounts Commission
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e the Head of Accountancy (Chief Financial Officer) has not disclosed in the financial statements any
identified material uncertainties that may cast significant doubt about the council's ability to continue to
adopt the going concern basis of accounting for a period of at least twelve months from the date when the
financial statements are authorised for issue.

Risks of material misstatement

| report in a separate Annual Audit Report, available from the Audit Scotland website, the most significant
assessed risks of material misstatement that | identified and my conclusions thereon.

Responsibilities of the Head of Accountancy (Chief Financial Officer) and the Audit and Scrutiny
Committee for the financial statements

As explained more fully in the Statement of Responsibilities, the Head of Accountancy (Chief Financial

Officer) is responsible for the preparation of financial statements that give a true and fair view in accordance
with the financial reporting framework, and for such internal control as the Head of Accountancy (Chief Financial
Officer) determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, the Head of Accountancy (Chief Financial Officer) is responsible for
assessing the council's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless deemed inappropriate.

The Audit and Scrutiny committee is responsible for overseeing the financial reporting process.
Auditor’s responsibilities for the audit of the financial statements

My objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that

includes my opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit
conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, intentional omissions, misrepresentations, or the override of internal control. The
capability of the audit to detect fraud and other irregularities depends on factors such as the skilfulness of the
perpetrator, the frequency and extent of manipulation, the degree of collusion involved, the relative size of
individual amounts manipulated, and the seniority of those individuals involved. | therefore design and perform
audit procedures which respond to the assessed risks of material misstatement due to fraud.

A further description of the auditor’s responsibilities for the audit of the financial statements is located on the
Financial Reporting Council's website www.frc.org.uk/auditorsresponsibilities. This description forms part

of my auditor’s report.

Other information in the annual accounts

The Head of Accountancy (Chief Financial Officer) is responsible for the other information in the annual
accounts. The other information comprises the information other than the financial statements, the audited part
of the Remuneration Report, and my auditor’s report thereon. My opinion on the financial statements does not
cover the other information and | do not express any form of assurance conclusion thereon except on matters
prescribed by the Accounts Commission to the extent explicitly stated later in this report.

In connection with my audit of the financial statements, my responsibility is to read all the other information in
the annual accounts and, in doing so, consider whether the other information is materially inconsistent with the
financial statements or my knowledge obtained in the audit or otherwise appears to be materially misstated.

If I identify such material inconsistencies or apparent material misstatements, | am required to determine
whether there is a material misstatement in the financial statements or a material misstatement of the other

Providing services to the Auditor General for Scotland and the Accounts Commission
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information. If, based on the work | have performed, | conclude that there is a material misstatement of this
other information, | am required to report that fact. | have nothing to report in this regard.

Report on other requirements
Opinions on matters prescribed by the Accounts Commission

In my opinion, the audited part of the Remuneration Report has been properly prepared in accordance with The
Local Authority Accounts (Scotland) Regulations 2014.

In my opinion, based on the work undertaken in the course of the audit:

e the information given in the Management Commentary for the financial year for which the financial
statements are prepared is consistent with the financial statements and that report has been prepared in
accordance with statutory guidance issued under the Local Government in Scotland Act 2003; and

e the information given in the Annual Governance Statement for the financial year for which the financial
statements are prepared is consistent with the financial statements and that report has been prepared in
accordance with the Delivering Good Governance in Local Government: Framework (2016).

Matters on which | am required to report by exception

| am required by the Accounts Commission to report to you if, in my opinion:

° adequate accounting records have not been kept; or

° the financial statements and the audited part of the Remuneration Report are not in agreement with the
accounting records; or

° I have not received all the information and explanations | require for my audit; or

° there has been a failure to achieve a prescribed financial objective.

I have nothing to report in respect of these matters.
Conclusions on wider scope responsibilities

In addition to my responsibilities for the annual accounts, my conclusions on the wider scope responsibilities
specified in the Code of Audit Practice, including those in respect of Best Value, are set out in my Annual Audit
Report.

Use of my report

This report is made solely to the parties to whom it is addressed in accordance with Part VII of the Local
Government (Scotland) Act 1973 and for no other purpose. In accordance with paragraph 120 of the Code of
Audit Practice, | do not undertake to have responsibilities to members or officers, in their individual capacities, or
to third parties.

John Cornett, FCPFA
Audit Director

Audit Scotland

4" Floor

8 Nelson Mandela Place
Glasgow, G2 1BT

Providing services to the Auditor General for Scotland and the Accounts Commission
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APPENDIX B: Letter of Representation (ISA 580)

John Cornett, Audit Director
Audit Scotland

4th Floor

8 Nelson Mandela Place
Glasgow

G2 1BT

Dear John

East Renfrewshire Council
Annual Accounts 2019/20

1. This representation letter is provided about your audit of the annual accounts of East
Renfrewshire Council for the year ended 31 March 2020 for the purpose of expressing an opinion
as to whether the financial statements give a true and fair view in accordance with the financial
reporting framework, and for expressing other opinions on the remuneration report, management
commentary and annual governance statement.

2. | confirm to the best of my knowledge and belief and having made appropriate enquiries of the
Chief Executive and Corporate Management Team, the following representations given to you in
connection with your audit of East Renfrewshire Council's annual accounts for the year ended 31
March 2020.

General

3. East Renfrewshire Council and | have fulfilled our statutory responsibilities for the preparation of
the 2019/20 annual accounts. All the accounting records, documentation and other matters which
| am aware are relevant to the preparation of the annual accounts have been made available to
you for the purposes of your audit. All transactions undertaken by East Renfrewshire Council
have been recorded in the accounting records and are properly reflected in the financial
statements.

4. | confirm that the effects of uncorrected misstatements are immaterial, individually and in
aggregate, to the financial statements as a whole. | am not aware of any uncorrected
misstatements other than those reported by you.

Financial Reporting Framework

5. The annual accounts have been prepared in accordance with the Code of Practice on Local
Authority Accounting in the United Kingdom 2019/20 (2019/20 accounting code), and in
accordance with the requirements of the Local Government (Scotland) Act 1973, the Local
Government in Scotland Act 2003 and The Local Authority Accounts (Scotland) Regulations
2014.

6. In accordance with the 2014 regulations, | have ensured that the financial statements give a true
and fair view of the financial position of East Renfrewshire Council and its Group at 31 March
2020 and the transactions for 2019/20.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Accounting Policies & Estimates

7.

All significant accounting policies applied are as shown in the notes to the financial statements.
The accounting policies are determined by the 2019/20 accounting code where applicable.
Where the code does not specifically apply | have used judgement in developing and applying an
accounting policy that results in information that is relevant and reliable. All accounting policies
applied are appropriate to East Renfrewshire Council circumstances and have been consistently
applied.

The significant assumptions used in making accounting estimates are reasonable and properly
reflected in the financial statements. Judgements used in making estimates have been based on
the latest available, reliable information. Estimates have been revised where there are changes
in the circumstances on which the original estimate was based or as a result of new information
or experience.

Going Concern Basis of Accounting

9. | have assessed East Renfrewshire Council's ability to continue to use the going concern basis of
accounting and have concluded that it is appropriate. | am not aware of any material
uncertainties that may cast significant doubt on East Renfrewshire Council's ability to continue as
a going concern.

Assets

10. Where a rolling programme of asset valuations has been used, | have satisfied myself that the
carrying amount of assets at 31 March 2020 does not differ materially from that which would be
determined if a revaluation had been carried out at that date.

11. | carried out an assessment at 31 March 2020 as to whether there is any indication that an asset
may be impaired and have recognised any impairment losses identified.

12. | have provided you with all information of which | am aware regarding any valuation exercises
carried out after 31 March 2020.

13. There are no plans or intentions that are likely to affect the carrying value or classification of the
assets recognised within the financial statements.

14. Owned assets are free from any lien, encumbrance or charge except as disclosed in the financial
statements.

Liabilities

15. Al liabilities at 31 March 2020 of which | am aware have been recognised in the annual
accounts.

16. Provisions have been recognised in the financial statements for all liabilities of uncertain timing or

amount at 31 March 2020 of which | am aware where the conditions specified in the 2019/20
accounting code have been met. The amount recognised as a provision is the best estimate of
the expenditure likely to be required to settle the obligation at 31 March 2020. Where the effect of
the time value of money is material, the amount of the provision has been discounted to the
present value of the expected payments.

Providing services to the Auditor General for Scotland and the Accounts Commission
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17. Provisions recognised in previous years have been reviewed and adjusted, where appropriate, to
reflect the best estimate at 31 March 2020 or to reflect material changes in the assumptions
underlying the calculations of the cash flows.

18. The accrual recognised in the financial statements for holiday untaken by 31 March 2020 has
been estimated on a reasonable basis.

19. The pension assumptions made by the actuary in the IAS 19 report for East Renfrewshire
Council have been considered and | confirm that they are consistent with management's own
view.

20. There are no plans or intentions that are likely to affect the carrying value or classification of the
liabilities recognised in the financial statements.

Contingent liabilities

21. There are no significant contingent liabilities, other than those disclosed in Note 40 to the
financial statements, arising either under formal agreement or through formal undertakings
requiring disclosure in the accounts. All known contingent liabilities have been fully and properly
disclosed, including any outstanding legal claims which have not been provided under the Code
of Practice on Local Authority Accounting in the United Kingdom 2019/20 and IAS 37

22. With specific reference to equal pay claims | can confirm that it is not possible to quantify the
contingent liability.

Fraud

23. | have provided you with all information in relation to:
— my assessment of the risk that the financial statements may be materially misstated
because of fraud
— any allegations of fraud or suspected fraud affecting the financial statements
— fraud or suspected fraud that | am aware of involving management, employees who have a
significant role in internal control, or others that could have a material effect on the financial
statements.

Laws and Regulations

24. | have disclosed to you all known instances of non-compliance or suspected non-compliance with
laws and regulations whose effects should be considered when preparing financial statements.

Related Party Transactions

25. All material transactions with related parties have been appropriately accounted for and disclosed
in the financial statements in accordance with the 2019/20 accounting code. | have made
available to you the identity of all the East Renfrewshire Council's related parties and all the
related party relationships and transactions of which | am aware.

Remuneration Report

26. The Remuneration Report has been prepared in accordance with the Local Authority Accounts
(Scotland) Amendment Regulations 2014, and all required information of which | am aware has
been provided to you.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Management commentary

27. | confirm that the Management Commentary has been prepared in accordance with the statutory
guidance and the information is consistent with the financial statements.

Corporate Governance

28. | confirm that the East Renfrewshire Council has undertaken a review of the system of internal
control during 2019/20 to establish the extent to which it complies with proper practices set out in
the Delivering Good Governance in Local Government: Framework 2016. | have disclosed to you
all deficiencies in internal control identified from this review or of which | am otherwise aware.

29. | confirm that the Annual Governance Statement has been prepared in accordance with the
Delivering Good Governance in Local Government: Framework 2016 and the information is
consistent with the financial statements. There have been no changes in the corporate
governance arrangements or issues identified, since 31 March 2020, which require to be
reflected.

Group Accounts

30. | have identified all the other entities in which East Renfrewshire Council has a material interest
and have classified and accounted for them in accordance with the 2019/20 accounting code.
Any significant issues with the financial statements of group entities, including any qualified audit
opinions, have been advised to you.

Events Subsequent to the Date of the Balance Sheet

31. All events subsequent to 31 March 2020 for which the 2019/20 accounting code requires
adjustment or disclosure have been adjusted or disclosed.

This representation letter was presented to, and agreed at, the meeting of the East Renfrewshire
Audit and Scrutiny Committee on 26 November 2020.

Yours sincerely

Section 95 Officer

Providing services to the Auditor General for Scotland and the Accounts Commission
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Key messages

2019/20 annual accounts

1

The financial statements of East Renfrewshire Council and its group give
a true and fair view of the state of affairs of the Council at 31 March 2020
and have been properly prepared in accordance with the financial
reporting framework.

The financial statements include an explanatory paragraph within Note 6
Critical Judgements in Applying Accounting Policies and Note 7
Assumptions made about the Future and other Major Sources of
Estimation Uncertainty, describing the effect of significant uncertainties,
caused by Covid-19, as declared in the property valuation reports. This is
a significant management disclosure in the financial statements that
impacts on the users’ understanding of the accounts. We have included
an Emphasis of Matter referring to these paragraphs in our independent
auditor’s report on the financial statements. Although the Emphasis of
Matter paragraph constitutes a modification to our independent auditor’s
report our opinion on the financial statements is not qualified in respect of
this matter.

The council delivered the unaudited annual accounts in accordance with
the original audit timetable. Despite some delays during the audit process
the annual accounts were signed off in line with the revised timetable
permitted to reflect the impact of Covid-19.

Financial management

4

The Council has appropriate and effective financial management. For
2019/20 a budget underspend of £3.401 million was reported with all
services performing within budget.

Systems of internal control operated effectively in 2019/20 with some
scope for improvement noted.

The Council should review its systems of internal control to ensure that
they continue to operate as intended with the impact of revised working
arrangements as a result of Covid-19.

Financial sustainability

7

The Covid-19 global pandemic has had a significant impact on the short-
term finances of the Council with a forecast budget deficit of £11.828
million identified for 2021/22. The impact on medium and long term
planning is still to be evaluated.

In June 2020 the council decided to adopt a single year approach for the
2021/22 budget. The Council intends to revert to 3-year budget setting for
the period 2022-25, when it is hoped that multi-year settlements will be
available from Scottish Government.

The Council has a strong history of achieving savings targets however
with the financial pressures arising from continued increases in demand
for services and Covid-19 pressures, this will become increasingly
difficult.
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Governance and transparency

10 During 2019/20 there were appropriate and effective governance
arrangements in place.

11 The Council reacted promptly and appropriately to the Covid-19
pandemic. The emergency governance arrangements that were
implemented ensured that the Council continued to deliver services
while also being reactive in dealing with new emerging demands.

Best Value

12 The Annual Strategic Performance Report for 2019/20 shows that the
Council is performing well against many of the indicators in the Outcome
Delivery Plan.

13 The Council has an appropriate and effective Best Value framework in
place.
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Introduction

1. This report summarises the findings arising from the 2019/20 audit of East
Renfrewshire Council (the Council) and its group.

2. The scope of the audit was set out in our 2019/20 Annual Audit Plan presented
to the 12 March 2020 meeting of the Audit and Scrutiny Committee. This report
comprises the findings from

e an audit of the annual accounts
e consideration of the four audit dimensions that frame the wider scope of

public audit set out in the Code of Audit Practice 2016 as illustrated in
Exhibit 1.

Exhibit 1
Audit dimensions

Source: Code of Audit Practice 2016

3. The main elements of our audit work in 2019/20 have been:

e an audit of the annual accounts of the Council and its group including the
statement of accounts of the section 106 charities administered by the
council and the issue of independent auditor's reports setting out our
opinions

¢ areview of the Council's key financial systems

e consideration of the four audit dimensions

4. Subsequent to the publication of the Annual Audit Plan, in common with all

public bodies, the Council has had to respond to the global coronavirus pandemic.

This impacted on the final month of the year and will continue to have significant


http://www.audit-scotland.gov.uk/report/code-of-audit-practice-2016
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impact into financial year 2020/21. This has had significant implications not least
for the services it delivers, sickness absence levels, and the suspension of non-
essential projects and activities, such as capital construction. Our planned audit
work has had to adapt to new emerging risks as they relate to the audit of the
financial statements and the wider dimensions of audit.

Adding value through the audit
5. We add value to the council through the audit by:

e having regular communication with senior officers during the period of
remote working to enable our audit to proceed in line with the revised
timetable

e identifying significant risks, and making clear and relevant
recommendations

e sharing intelligence and good practice through our national reports
(Appendix 5) and good practice guides

e providing conclusions on the appropriateness of corporate governance,
performance management arrangements and financial sustainability

6. In doing the above we aim to help the Council promote improved standards of
governance, better management and decision making and more effective use of
resources.

Responsibilities and reporting

7. The Council has primary responsibility for ensuring the proper financial
stewardship of public funds. This includes preparing annual accounts that are in
accordance with proper accounting practices.

8. The Council is also responsible for compliance with legislation, and putting
arrangements in place for governance, propriety and regularity that enable it to
successfully deliver its objectives.

9. Our responsibilities as independent auditor appointed by the Accounts
Commission are established by the Local Government in Scotland Act 1973, the
Code of Audit Practice 2016 and supplementary guidance, and International
Standards on Auditing in the UK.

10. As public sector auditors we give independent opinions on the annual
accounts. Additionally, we conclude on:

¢ the effectiveness of the Council’s performance management arrangements,

¢ the suitability and effectiveness of corporate governance arrangements, and
financial position

e the arrangements for securing financial sustainability and,
e Best Value arrangements.

11. Further details of the respective responsibilities of management and the
auditor can be found in the Code of Audit Practice 2016. and supplementary
guidance.

12. This report raises matters from our audit. Weaknesses or risks identified are
only those which have come to our attention during our normal audit work and may
not be all that exist. Communicating these does not absolve management from its
responsibility to address the issues we raise and to maintain adequate systems of
control.
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13. Our annual audit report contains an agreed action plan at Appendix 1 setting
out specific recommendations, responsible officers and dates for implementation. It
also includes outstanding actions from last year and the steps being taken to
implement them.

Auditor Independence

14. Auditors appointed by the Accounts Commission or Auditor General must
comply with the Code of Audit Practice and relevant supporting guidance. When
auditing the financial statements auditors must comply with professional standards
issued by the Financial Reporting Council and those of the professional
accountancy bodies. We can confirm that we comply with the Financial Reporting
Council’s Ethical Standard. We can also confirm that we have not undertaken any
non-audit related services and therefore the 2019/20 audit fee of £231,500 as set
out in our Annual Audit Plan remains unchanged. We are not aware of any
relationships that could compromise our objectivity and independence.

15. This report is addressed to both the Council and the Controller of Audit and will
be published on Audit Scotland's website www.audit-scotland.gov.uk in due course.
We would like to thank the management and staff who have been involved in our
work for their cooperation and assistance during the audit.

Introduction |7
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Part 1

Audit of 2019/20 annual accounts

Main judgements

The financial statements of East Renfrewshire Council and its group give a true
and fair view of the state of affairs of the Council at 31 March 2020 and have
been properly prepared in accordance with the financial reporting framework.

The financial statements include an explanatory paragraph within Note 6 Critical
Judgements in Applying Accounting Policies and Note 7 Assumptions made
about the Future and other Major Sources of Estimation Uncertainty, describing
the effect of significant uncertainties, caused by Covid-19, as declared in the
property valuation reports. This is a significant management disclosure in the
financial statements that impacts on the users’ understanding of the accounts.
We have included an Emphasis of Matter referring to these paragraphs in our
independent auditor’s report on the financial statements. Although the
Emphasis of Matter paragraph constitutes a modification to our independent
auditor’s report our opinion on the financial statements is not qualified in
respect of this matter.

The Council delivered the unaudited annual accounts in accordance with the
original audit timetable which enabled the annual accounts to be signed off in
line with the revised timetable permitted to reflect the impact of Covid-19.

The annual accounts are the principal means of accounting for the
stewardship of resources and performance.

Our audit opinions on the annual accounts are unmodified

16. The accounts for the Council and its group for the year ended 31 March 2020
were approved by the Audit and Scrutiny Committee on 26 November 2020. As
reported in the independent auditor’s report;

¢ the financial statements give a true and fair view and were properly prepared
in accordance with the financial reporting framework

¢ the audited part of the remuneration report, management commentary and
the annual governance statement were all consistent with the financial
statements and properly prepared in accordance with the relevant
regulations and guidance.

17. We have included an ‘Emphasis of Matter’ paragraph in our independent
auditor’s report which refers to the impact of Covid-19 on the valuations of land and
buildings. Emphasis of Matter paragraphs are included in auditors’ reports where
the auditor considers it necessary to draw users’ attention to matters which are
fundamental to the understanding of the accounts. Notes 6 and 7 in the annual
report and accounts describes the uncertainty. The audit opinion is not qualified in
respect of this matter. Further information is contained in Exhibit 3.

18. The working papers provided with the unaudited accounts were of a
reasonable standard and finance staff provided good support to the audit team
during the audit. This helped ensure that the audit of the annual accounts ran
smoothly.
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The annual accounts were signed off in line with the revised
timescales permitted to reflect Covid-19

19. The Scottish Government has advised that it considers the provisions made in
Schedule 6 of the Coronavirus (Scotland) Act 2020 to be sufficient to allow each
local authority to determine its own revised timetable for the Annual Accounts

20. The Council delivered the unaudited annual accounts in accordance with the
original audit timetable. The impact of Covid-19 and the limitations of carrying out
an audit remotely had an impact on the time taken to complete the audit.

21. Although later than originally planned, the annual accounts were signed off in
line with the revised timetable permitted to reflect the impact of Covid-19.

Our audit opinions on Section 106 charities were unmodified

22. Due to the interaction of section 106 of the Local Government in Scotland Act
1973 with the charities legislation, a separate independent auditor's report is
required for the statement of accounts of the seven registered charities where
members of East Renfrewshire Council are sole trustees, irrespective of the size of
the charity.

23. Out of the seven registered charitable trusts, two have not made any grant
awards in the last six years and consideration should be given to making these
dormant if there are no plans to rectify this. The Council has been unable to reduce
the number of charitable trusts where it is the sole trustee either by combining
trusts or by making them dormant. The progress has been limited by the specific
terms and conditions permitted by some of the trusts’ deeds.

24, Our audit opinions on the Section 106 charities are unmodified.
Objections

25. The Local Authority Accounts (Scotland) Regulations 2014 require a local
authority to publish a public notice on its website that includes details of the period
for inspecting and objecting to the accounts. This must remain on the website
throughout the inspection period. The council complied with the regulations. There
were no objections to the 2019/20 accounts.

Whole of Government Accounts

26. In accordance with the WGA guidance, the council submitted a consolidation
pack for the whole of government accounts audit on 23 September 2020. The
required assurance statement will be submitted to the National Audit Office (NAQO)
by the 4 December 2020 deadline.

Overall materiality is £3.87 million

27. The assessment of what is material is a matter of professional judgement. It
involves considering both the amount and nature of any misstatement in the
financial statements.

28. Our initial assessment of materiality for the annual accounts was carried out
during the planning phase of the audit and is summarised in Exhibit 2. On receipt
of the unaudited annual accounts we reviewed our materiality judgements and
concluded that no changes were required to our planned levels.
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Exhibit 2
Materiality values

Materiality level Amount

Overall materiality £3.87 million
Performance materiality £2.32 million
Reporting threshold £38,000

Source: Audit Scotland Annual Audit Plan 2019/20

Appendix 2 identifies the main risks of material misstatement and

our audit work to address these

29. Appendix 2 provides our assessment of risks of material misstatement in the
annual accounts and any wider audit dimension risks. These risks influence our
overall audit strategy, the allocation of staff resources to the audit and indicate how
the efforts of the team were directed. Appendix 2 summarises the work we
undertook to address these risks and our conclusions from this work.

30. We have no issues to report from our work on the risks of material
misstatements highlighted in our 2019/20 Annual Audit Plan.

Significant findings from the audit in accordance with ISA260

31. International Standard on Auditing (UK) 260 requires us to communicate
significant findings from the audit to those charged with governance, including our
view about the qualitative aspects of the body’s accounting practices.

32. The significant findings are summarised in Exhibit 3. Where a finding has
resulted in a recommendation to management, a cross reference to the Action Plan

at Appendix 1 has been included.

Exhibit 3

Significant findings from the audit of the financial statements

Issue Resolution

1. Impact of Covid-19 on valuations of land and
buildings

The Council’s land and properties are part of a
rolling 5-year valuation programme.

The valuer noted in the final valuation report that
‘(year-end) valuations do not reflect the
consequences of the prevailing Covid-19 pandemic
and its influence on the property market and wider
economy which are anticipated to be significant.’

Therefore, a higher degree of uncertainty should be
attached to the valuations than would normally be
the case. This reflects Royal Institute of Chartered
Surveyors (RICS) guidance which is the basis of
the work undertaken by the valuer.

The accounts have been amended to include more
information setting out the impact of Covid-19 on
land and buildings valuations.

We have included an Emphasis of Matter
paragraph in the independent auditor’s report
because the disclosure is fundamental to users’
understanding of the accounts.

The audit opinion is not modified in respect of this
matter.

We have sought assurances on management’s
assessment of the fair value of land and property in
the ISA 580 representation letter.
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Issue

Detail on the uncertainty was provided in note 6
and note 15, however, the unaudited accounts did
not provide sufficient information about this in Note
7 Assumptions about the Future and other Major
Sources of Uncertainty.
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Resolution

Recommendation 1
(refer appendix 1, action plan)

2. McCloud Pension adjustment

We reported in our 2018/19 Annual Audit Report
that the financial statements included an
adjustment to the value of the Council’s pension
liability to reflect an age discrimination legal ruling
(commonly referred to as the McCloud Ruling)
resulting from the transitional arrangement within
firefighters’ and judges’ pension schemes. This
adjustment increased the actuarial present value of
pension liabilities by £6.677 million.

In July 2020 the Government announced the
proposed remedy in the McCloud Case which used
different parameters to the presumed remedy that
had been used to calculate the £6.677million in
2018/19. In light of this, the scheme’s actuary,
Hymans Robertson, provided a revised I1AS19
actuarial valuation which highlighted an
approximate overstatement in the previous
assessment for the Council of £3.841 million.

The £3.841 million adjustment was appropriately
accounted for in the 2019/20 past service cost line,
resulting in a decrease in the Council’s net pension
liability by the same amount.

As this adjustment is fully mitigated by a statutory
adjustment, it has no impact on the reported
general fund reserve balance.

We reviewed the adjustments and were satisfied
that the updated net pension liability reflected in the
audited financial statements was properly stated.

There is no further action required by the Council.

3. Clyde Valley Waste Treatment arrangement

In 2016 the Council, with four other local
authorities, entered into a 25-year agreement with a
private sector partner, Viridor, to divert non-
recyclable domestic waste from landfill to be
converted into low carbon energy at Viridor's
energy recovery facility at Dunbar.

The contract started in January 2020 and the
Council accounted for its share of the running costs
in the 2019/20 unaudited accounts, however its
share of the assets and liabilities associated with
the facility were incorrectly excluded.

To correct for this an audit adjustment to account
for the Council’s share as a finance lease was
made to the accounts. This adjustment increased
the value of Property, Plant and Equipment in the
Balance Sheet by £2.972 million with a
corresponding adjustment to Finance Lease lines
by the same amounts. The net impact on the total
Net Assets balance is therefore nil.

Management confirmed that there are on-going
discussions with partners and financial advisors
over the financial model to be applied, and that it is
possible that their assessment may change in
future periods. We are satisfied that the accounting
treatment applied in 2019/20 is a materially
accurate estimate

Recommendation 2
(refer appendix 1, action plan)

Source: Audit Scotland

Identified misstatements were adjusted in the accounts and we did

not need to revise our audit approach

33. Only the misstatement noted above in relation to the treatment of the Clyde
Valley Waste Treatment arrangement exceeded our performance materiality level
of £2.32 million. However, we have concluded that the misstatement arose from an
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isolated issue and does not indicate further systemic error. We therefore concluded
that no further audit work was required.

34. It is our responsibility to request that all misstatements, other than those below
the reporting threshold, are corrected although the final decision on making the
correction lies with those charged with governance considering advice from senior
officers and materiality. All individual misstatements which exceeded our reporting
threshold have been amended in the audited financial statements. There are no
unadjusted errors.

Progress has been made on prior year recommendations

35. We have followed up the actions which were reported in our 2018/19 Annual
Audit Report. Overall, the Council has made reasonable progress in implementing
our prior year audit recommendations. For actions not yet implemented, revised
responses and timescales have been agreed with management, and are set out in
Appendix 1.
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Part 2

Financial management

Main judgements

The Council has appropriate and effective financial management. For 2019/20 a
budget underspend of £3.401 million was reported with all services performing
within budget.

Systems of internal control operated effectively in 2019/20 with some scope for
improvement noted.

The Council should review its systems of internal control to ensure that they
continue to operate as intended with the impact of revised working
arrangements as a result of Covid-19.

Financial management is about financial capacity, sound budgetary
processes and whether the control environment and internal controls are
operating effectively

Budget process was appropriate

36. We have reported in previous years’ reports on the accuracy and timing of
reporting to members of significant budget underspends. The Council reviewed its
budget setting process in 2017/18. Since this review, budget underspends have
reduced from 4% of budget in 2017/18, and 2% in 2018/19 to 1.3% in 2019/20.

37. The projected outturn for 2019/20 was reported to members in March 2020
forecasting an underspend of £1.618 million. The actual outturn is £3.401 million
represents a 110% movement on the previous forecast outturn. It should be noted
that due to the impact of Covid-19, the later April outturn report was not reported to
members.

38. We acknowledge that the council continues to make progress in the level of
underspend and that the budget reports provided to members are sufficiently
detailed. The council should continue to ensure that reports to members are
accurate and timely.

The 2019/20 budget included planned savings and contributions
from reserves to address the funding gap

39. The Council approved its 2019/20 budget in February 2019. The budget was
set at £242.90 million net expenditure with a funding gap of £13.453 million. Plans
to address this gap included a council tax increase of 3%, identified savings of
£9.118 million and a transfer of £4.312 million from reserves.

The Council operated within budget in 2019/20

40. The final outturn for 2019/20 reported to members in June 2020 confirmed that
all service departments operated within their agreed budget for the year. As noted
above, the approved budget included a planned draw-down from reserves of
£4.312 million, however the final outturn reported that only £0.911 million of
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reserves required to be utilised. This therefore represents a total budget
underspend of £3.401 million for 2019/20.

41. As with previous years, the reasons for the budget underspend remain largely
similar. The Council had again directed departments to implement identified
savings as soon as possible in order to allow for an increase in reserves to mitigate
the 