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The contents of this report relate only to those matters which came to our attention during the conduct of our normal audit procedures which are designed for the purpose of expressing
our opinion on the financial statements. Our audit is not designed to test all internal controls or identify all areas of control weakness. However, where, as part of our testing, we identify
control weaknesses, we will report these to you. In consequence, our work cannot be relied upon to disclose all defalcations or other irregularities, or to include all possible improvements
in internal control that a more extensive special examination might identify. This report has been prepared solely for your benefit and should not be quoted in whole or in part without our
prior written consent. We do not accept any responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content of this report, as this report
was not prepared for, nor intended for, any other purpose.

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

This table summarises the key findings and other matters arising from the statutory audit of North Devon District Council (‘the Council’) and the preparation of the Council's financial
statements for the year ended 31 March 2019 for those charged with governance.

Financial
Statements

Under International Standards of Audit (UK) (ISAs) and the National

Audit Office (NAO) Code of Audit Practice (‘the Code'), we are

required to report whether, in our opinion, the Council's financial

statements:

» give atrue and fair view of the financial position of the Council
and its income and expenditure for the year; and

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

We are also required to report whether other information published

together with the audited financial statements (including the Annual

Governance Statement (AGS) and Narrative Report, is materially

inconsistent with the financial statements or our knowledge

obtained in the audit or otherwise appears to be materially

misstated.

Most areas of work are in progress or subject to internal quality review procedures.
These include:

Journals testing — management override of control

Revaluation of land and buildings including assessment of fair value
Valuation of the net pension fund liability and review of Mc Cloud assumptions
Operating expenses

Employee remuneration

Other revenues

Property, plant and equipment

Debtors

Creditors

Other disclosures.

Value for Money
arrangements

Under the National Audit Office (NAO) Code of Audit Practice ('the
Code'), we are required to report if, in our opinion, the Council has
made proper arrangements to secure economy, efficiency and
effectiveness in its use of resources (‘the value for money (VFM)
conclusion’).

Our work is currently in progress..

Statutory duties

The Local Audit and Accountability Act 2014 (‘the Act’) also

requires us to:

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

» To certify the closure of the audit.

We have not exercised any of our additional statutory powers or duties

Acknowledgements
We would like to take this opportunity to record our appreciation for the assistance provided by the finance team and other staff during our audit.
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Summary

» Substantive testing on significant transactions and material account balances, including
the procedures outlined in this report in relation to the key audit risks

Overview of the scope of our audit We have not had to alter or change our audit plan, as communicated to you on 5 March

This Audit Findings Report presents the observations arising from the audit that are 2019.
significant to the responsibility of those charged with governance to oversee the financial

reporting process, as required by International Standard on Auditing (UK) 260 and the

Code of Audit Practice (‘the Code’). Its contents have been discussed with management.

As auditor we are responsible for performing the audit, in accordance with International
Standards on Auditing (UK) and the Code, which is directed towards forming and
expressing an opinion on the financial statements that have been prepared by
management with the oversight of those charged with governance. The audit of the
financial statements does not relieve management or those charged with governance of
their responsibilities for the preparation of the financial statements.

Audit approach

Our audit approach was based on a thorough understanding of the Council's business and
is risk based, and in particular included:

* An evaluation of the Council's internal controls environment, including its IT systems
and controls;

Our approach to materiality

The concept of materiality is fundamental to the preparation of the financial statements and  Materiality calculations remain the same as reported in our audit plan. We detail in the
the audit process and applies not only to the monetary misstatements but also to disclosure table below our determination of materiality for North Devon District Council.
requirements and adherence to acceptable accounting practice and applicable law.

Amount (£) Qualitative factors considered
Materiality for the financial statements 1,153k Based on 2% for your gross revenue expenditure for the year
Performance materiality 865k Using 75% of materiality to reflect our assessment of risk
Trivial matters 58k 5% of materiality
Materiality for Senior Officer Remuneration 50k Potential public interest in these figures

© 2019 Grant Thornton UK LLP | Audit Findings Report for North Devon District Council | 2018/19 4
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Significant findings — audit risks

Risks identified in our Audit Plan Commentary
o The revenue cycle includes fraudulent Auditor commentary
transactions (Rebutted) Having reconsidered the risk factors set out in ISA240 and the nature of the revenue streams at the Council since issuing

Under ISA (UK) 240 there is a rebuttable presumed the Audit Plan, we have determined that the risk of fraud arising from revenue recognition can still be rebutted, because:
risk that revenue may be misstated due to the

. . » there is little incentive to manipulate revenue recognition
improper recognition of revenue.

This presumption can be rebutted if the auditor * opportunities to manipulate revenue recognition are very limited

concludes that there is no risk of material « The culture and ethical frameworks of local authorities, including North Devon District Council, mean that all forms of
misstatement due to fraud relating to revenue fraud are seen as unacceptable

recognition.

Therefore we do not consider this to be a significant risk for North Devon District Council.

9 Management override of controls Auditor commentary

Under ISA (UK) 240 there is a non-rebuttable Our work in regards to this area is currently in progress.
presumed risk that the risk of management over-ride
of controls is present in all entities.

We therefore identified management override of
control, in particular journals, management estimates
and transactions outside the course of business as a
significant risk, which was one of the most significant
assessed risks of material misstatement.

© 2019 Grant Thornton UK LLP | Audit Findings Report for North Devon District Council | 2018/19



Financial statements

DRAFT

Significant findings — audit risks

Risks identified in our Audit Plan

Commentary

Valuation of land and buildings

The Authority revalues its land and buildings on a
rolling five-yearly basis. This valuation represents a
significant estimate by management in the financial
statements due to the size of the numbers involved
(over £80 million) and the sensitivity of this estimate
to changes in key assumptions. Additionally,
management will need to ensure the carrying value
in the Authority’s financial statements is not
materially different from the current value or the fair
value (for surplus assets) at the financial statements
date, where a rolling programme is used.

We therefore identified valuation of land and
buildings, particularly revaluations and impairments,
as a significant risk, which was one of the most
significant assessed risks of material misstatement,
and a key audit matter.

Auditor commentary
Work in progress

Valuation of pension fund net liability

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

The pension fund net liability is considered a
significant estimate due to the size of the numbers
involved (£63 million in the Authority’s balance sheet)
and the sensitivity of the estimate to changes in key
assumptions.

We therefore identified valuation of the Authority’s
pension fund net liability as a significant risk, which
was one of the most significant assessed risks of
material misstatement, and a key audit matter.

Auditor commentary

Our work in progress on the pension fund net liability, this includes reviewing the actuary’s treatment of the provision for

the Guaranteed Minimum Pension (GMP) equalisation.
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Significant findings - other issues

Issue

Commentary

Auditor view

Potential impact of the McCloud
judgement

The Court of Appeal has ruled that there was
age discrimination in the judges and
firefighters pension schemes where
transitional protections were given to scheme
members.

The Government applied to the Supreme
Court for permission to appeal this ruling, but
this permission to appeal was unsuccessful.
The case will now be remitted back to
employment tribunal for remedy.

The legal ruling around age discrimination
(McCloud - Court of Appeal) has implications
not just for pension funds, but also for other
pension schemes where they have
implemented transitional arrangements on
changing benefits.

Discussion is ongoing in the sector regarding the potential
impact of the ruling on the financial statements of Local
Government bodies.

It is our view this relates to a past event with an obligation
and so should be reflected within the pension liability in the
accounts.

The Council has requested an estimate from its actuary of
the potential impact of the McCloud ruling. The actuary’s
estimate was of a possible increase in pension liabilities of
£1,039k.

Management’s view is that the impact of the ruling is not
material for North Devon District Council, and will be
considered for future years’ actuarial valuations.

Our work in this area is currently in progress. We are in the process of
challenging management on the assumptions made by the actuary,
accuracy around supporting data and information that the assumptions
have been based on.
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Other communication requirements

We set out below details of other matters which we, as auditors, are required by auditing standards and the Code to communicate to those charged with governance.

Issue

Commentary

Matters in relation to fraud

We have previously discussed the risk of fraud with the Governance Committee. We have not been made aware of any incidentsin
the period and no other issues have been identified during the course of our audit procedures to date..

Matters in relation to related
parties

We are not aware of any related parties or related party transactions which have not been disclosed

Matters in relation to laws and
regulations

You have not made us aware of any significant incidences of non-compliance with relevant laws and regulations and we have not
identified any incidences from our audit work to date.

Written representations

A letter of representation will been requested from the Council, which will be included in the Governance Committee papers.

Confirmation requests from
third parties

We requested from management permission to send confirmation requests for bank and investment balances. This permission was
granted and the requests were sent.— Audit work is in progress

We requested from management permission to send confirmation requests to the pension fund auditor. This permission was granted
and the requests were sent. Audit work is in progress

Disclosures

Our audit work is still in progress.

Audit evidence and
explanations/significant
difficulties

All information and explanations requested from management was provided to date, our audit work is still in progress.
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Other responsibilities under the Code

Issue Commentary

o Other information e We are required to give an opinion on whether the other information published together with the audited financial statements
(including the Annual Governance Statement and Narrative Report), is materially inconsistent with the financial statements or our
knowledge obtained in the audit or otherwise appears to be materially misstated.

Our work is still in progress

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

exception ¢ If the Annual Governance Statement does not meet the disclosure requirements set out in the CIPFA/SOLACE guidance or is
misleading or inconsistent with the other information of which we are aware from our audit
e If we have applied any of our statutory powers or duties
Our work is still in progress
9 Specified procedures for We are required to carry out specified procedures (on behalf of the NAO) on the Whole of Government Accounts (WGA) consolidation
Whole of Government pack under WGA group audit instructions.
Accounts * Note that work is not required as the Council does not exceed the threshold.
e Certification of the closure of Our work is still in progress
the audit
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Value for Money

Background to our VFM approach

We are required to satisfy ourselves that the Council has made proper arrangements for
securing economy, efficiency and effectiveness in its use of resources. This is known as
the Value for Money (VFM) conclusion.

We are required to carry out sufficient work to satisfy ourselves that proper arrangements
are in place at the Council. In carrying out this work, we are required to follow the NAO's
Auditor Guidance Note 3 (AGN 03) issued in November 2017. AGN 03 identifies one single
criterion for auditors to evaluate:

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

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

Informed

decision
making

Value for
Money
arrangements

criteria

Working Sustainable
with partners resource
& other third deployment

parties

© 2019 Grant Thornton UK LLP | Audit Findings Report for North Devon District Council | 2018/19

Risk assessment

We carried out an initial risk assessment in January 2019 and identified a number of
significant risks in respect of specific areas of proper arrangements using the
guidance contained in AGNO3. We communicated these risks to you in our Audit Plan
dated 21 February 2019.

We have continued our review of relevant documents up to the date of giving our
report, and have not identified any further significant risks where we need to perform
further work.

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

Our work

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

We have focused our work on the significant risks that we identified in the Council's
arrangements. In arriving at our conclusion, our main considerations were:

* How reasonable the assumptions made by the Council were in its latest Medium Term
Financial Strategy

* What are the arrangements for monitoring and reporting on the 21:21 Transformation
Programme.

Our VFM work is currently being finalised.

© 2019 Grant Thornton UK LLP | Audit Findings Report for North Devon District Council | 2018/19

Recommendations for improvement

We discussed findings arising from our work with management and have agreed
recommendations for improvement.

Significant difficulties in undertaking our work
We did not identify any significant difficulties in undertaking our work on your
arrangements which we wish to draw to your attention.

Significant matters discussed with management

There were no matters where no other evidence was available or matters of such
significance to our conclusion or that we required written representation from
management or those charged with governance.
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents.

Significant risk Findings

Conclusion

o Financial sustainability e Work currently being finalised

The Council has recently refreshed its Medium
Term Financial Strategy (MTFS). This shows a
cumulative budget gap of £666k by 2022/23

e 21:21 Programme e Work currently being finalised

The 21:21 Transformation Programme is a significant
project for the Council and is critical to the way it will
deliver its services in the medium term.

© 2019 Grant Thornton UK LLP | Audit Findings Report for North Devon District Council | 2018/19
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Independence and ethics

We confirm that there are no significant facts or matters that impact on our independence as auditors that we are required or wish to draw to your attention. We have complied with the

Financial Reporting Council's Ethical Standard and confirm that we, as a firm, and each covered person, are independent and are able to express an objective opinion on the financial
statements

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

Further, we have complied with the requirements of the National Audit Office’s Auditor Guidance Note 01 issued in December 2017 which sets out supplementary guidance on ethical
requirements for auditors of local public bodies.

Details of fees charged are detailed in Appendix D

Audit and Non-audit services

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to the Council. The following non-audit services were identified, as well
as the threats to our independence and safeguards that have been applied to mitigate these threats.

Fees £ Threats identified Safeguards
Audit related
Certification of Housing 21,253 Self-Interest (because The level of this recurring fee taken on its own is not considered a significant threat to independence as the fee
benefits grant this is a recurring fee) for this work is estimated to be £21,253 in comparison to the total fee for the audit of £36,499 and in particular

relative to Grant Thornton UK LLP’s turnover overall. Further, it is an indicative fee and there is no contingent
element to it. These factors all mitigate the perceived self-interest threat to an acceptable level.

Non-audit related - None

These services are consistent with the Council’s policy on the allotment of non-audit work to your auditors. All services have been approved by the Governance Committee. None of
the services provided are subject to contingent fees.
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Follow up of prior year recommendations

We identified the following issues in the audit of North Devon District Council’s 2017/18 financial statements, which resulted in three recommendations being reported in our 2017/18
Audit Findings report.

Assessment  Issue and risk previously communicated Update on actions taken to address the issue
o ‘/ The Council must develop realistic savings plans to bridge the * A balanced budget was set for 2019/20. The Medium Term Financial Strategy
budget gap of £616k over the 2019/20 to 2021/22 period. identifies budget gaps totalling £666k in 2020/21 to 2022/23, which have been

considered as part of our VFM work.

e ‘/ The Council should introduce regular reporting to members on * Our work in this area is still in progress as it is part of our VFM work.
individual projects within the 21:21 Programme, and on the
Programme as a whole. This should include details of whether
schemes are delivering the savings that had been projected.

e ‘/ Management should ensure that a detailed fair value review and e Our work in this area is still in progress.
assessment of all assets is undertaken by the valuer between the
formal valuation date and the year end. This should take into
consideration all movements in industry indices and local market
conditions.

Assessment
v Action completed
X Not yet addressed
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Fees

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

Audit Fees

Proposed fee Final fee
Council Audit 36,499 36,499
Total audit fees (excluding VAT) £36,499 £36,499

* There has been additional work carried out due to the McCloud pensions judgement and the subsequent impact of the LGPS pension liability. Potential additional fee related
to this work will be discussed with management and will have to be agreed with PSAA.

Non Audit Fees

Fees
Fees for other services £
Audit related services:
» Certification of Housing benefits grant 21,253
Non-audit services -
£21,253

© 2019 Grant Thornton UK LLP | Audit Findings Report for North Devon District Council | 2018/19



