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Commercial in confider

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

The purpose of this report is to contribute towards the effective two-way communication between Kent County Council’s external auditors and Kent
County Council’'s Governance and Audit Committee, as 'those charged with governance'. The report covers some important areas of the auditor risk
assessment where we are required to make inquiries of the Governance and Audit Committee under auditing standards.

Background

Under International Standards on Auditing (UK), (ISA(UK)) auditors have specific responsibilities to communicate with the Governance and Audit
Committee. ISA(UK) emphasise the importance of two-way communication between the auditor and the Governance and Audit Committee and also
specify matters that should be communicated.

This two-way communication assists both the auditor and the Governance and Audit Committee in understanding matters relating to the audit and
developing a constructive working relationship. It also enables the auditor to obtain information relevant to the audit from the Governance and Audit
Committee and supports the Governance and Audit Committee in fulfilling its responsibilities in relation to the financial reporting process.

Communication

As part of our risk assessment procedures we are required to obtain an understanding of management processes and the Council’s oversight of the
following areas:

* General Enquiries of Management
* Fraud,

* Laws and Regulations,

* Related Parties,

» Going Concern, and

* Accounting Estimates.
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Purpose

This report includes a series of questions on each of these areas and the response we have received from Kent County Council’s management. The
Governance and Audit Committee should consider whether these responses are consistent with its understanding and whether there are any further

comments it wishes to make.

Q GrantThornton
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General Enquiries of Management

1. What do you regard as the key events or issues that  The High Needs deficit has been highlighted as the Council’s biggest single financial risk. Ongoing rises in

will have a significant impact on the financial statements gemand to support children and young people with Special Educational Needs and Disability (SEND).

for 2022/237 This demand is rising much faster than increases in High Needs funding within the Dedicated Schools
Grant. The Council has agreed and is implementing an SEN Action Plan and is part of the government’s
“Safety Valve” programme.

The year end out-turn position has had a significant impact and has arisen due to a number of factors:
Inflation increases over and above estimated price levels included within capital and revenue budgets.
Under or non-delivery of savings plans agreed as part of the 22-23 and MTFP.

Increase in costs due to heightened inflation, risk to investment income and disruption to supply as a result
of the Russian invasion of Ukraine.

Workforce recruitment and retention issues for key suppliers of council services leading to increased costs
and/or service disruption.

Increased demands on council services due to a range of complex factors including latent/supressed
demand from Covid-19 lockdowns, increased complexity of need for some client groups and higher
expectations leading to increased demand.

Changes in working and personal lives following the pandemic leading to the need to make permanent
changes to way in which council services are provided.

Shortfalls in capital grants for highways asset management.
Reduced income from capital receipts and developer contributions.
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General Enquiries of Management

2. Have you considered the appropriateness of the Yes
accounting policies adopted by Kent County Council?

Have there been any events or transactions that may

cause you to change or adopt new accounting policies? No
If so, what are they?

3. Is there any use of financial instruments, including Yes, but no derivatives. Details of our financial instruments are included in the Statement of Accounts. See
derivatives? If so, please explain note 38 of the Statement of Accounts

4. Are you aware of any significant transaction outside g
the normal course of business? If so, what are they?

Q GrantThornton
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General Enquiries of Management

5. Are you aware of any changes in circumstances that  potential material change in value of land and buildings or infrastructure assets where changes in

Wﬁuld |eat(:1 to ’i7mpairment of non-current assets? If S0,  5ccounting treatment are implemented as experienced in the 2021/22 changes required by CIPFA .
what are they

6. Are you aware of any guarantee contracts? If so, No
please provide further details

7. Are you aware of the existence of loss contingencies No, Not aware of any loss contingencies or unasserted claims that may affect the financial statements.
and/or un-asserted claims that may affect the financial

statements? If so, please provide further details

8. Other than in house solicitors, can you provide details |nyicta Law, the Council's retained (and owned) legal provider. Bevan Brittan LLP, Browne Jacobsen,
of those solicitors utilised by Kent County Council during Burgess Salmon, Anthony Collins, Ashfords LLP, Bates Wells, Dentons, Freeths, Kennedys, Pinsent

the year. Pl_ease indic_ate whgre they ane working on Masons, Taylor Rose, Trowers, Weightmans Bird and Bird. No significant or material litigation from prior
open litigation or contingencies from prior years? years.
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General Enquiries of Management

Question _____________| Management response

9. Have any of the Kent County Council’s service No — some low level fraud has been reported but it would not affect the financial statements.
providers reported any items of fraud, non-compliance

with laws and regulations or uncorrected misstatements
which would affect the financial statements? If so, No — none from a legal perspective that would materially affect the financial statements.
please provide further details

10. Can you provide details of other advisors consulted  Newton Europe — to review the robustness of the savings and growth plans for 2023-24 and longer term

during the year and the issue on which they were savings and cost reduction measures and to work with Children’s Services on SEND.

consulted? , . . . o .
PWC - a new Capital Reporting Solution to significantly enhance the monitoring and reporting of the

Council’s 10 year capital programme

Itelligenti — to develop revenue and capital financial monitoring reporting solutions using the latest
technology to enable more automation and a move away from manual spreadsheet based reporting

Bettergov — to provide support with Mosaic changes/development.

MCL - to provide consultancy/advice to Public Transport on concessionary fare re-imbursement and support
for the delivery of the Bus Service Improvement Plan, including establishing the Bus Enhanced Partnership

Highways regularly use a number of professional advisors to support their work in delivering major schemes.
SLC Rail have been commissioned to support on the implementation Agreement and contractual matters for
Thanet Parkway (Network Rail).

11. Have you considered and identified assets for which Expected credit losses have been considered. Trade debtors will factor in expected credit losses as set out
expected credit loss provisions may be required under i oyr bad debt policy.

IFRS 9, such as debtors (including loans) and
investments? If so, please provide further details
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Fraud

Matters in relation to fraud
ISA (UK) 240 covers auditors responsibilities relating to fraud in an audit of financial statements.

The primary responsibility to prevent and detect fraud rests with both the Governance and Audit Committee and management.
Management, with the oversight of the Governance and Audit Committee, needs to ensure a strong emphasis on fraud prevention and
deterrence and encourage a culture of honest and ethical behaviour. As part of its oversight, the Governance and Audit Committee should
consider the potential for override of controls and inappropriate influence over the financial reporting process.

As Kent County Council’s external auditor, we are responsible for obtaining reasonable assurance that the financial statements are free
from material misstatement due to fraud or error. We are required to maintain professional scepticism throughout the audit, considering the
potential for management override of controls.

As part of our audit risk assessment procedures we are required to consider risks of fraud. This includes considering the arrangements
management has put in place with regard to fraud risks including:

» assessment that the financial statements could be materially misstated due to fraud,

» process for identifying and responding to risks of fraud, including any identified specific risks,

* communication with the Governance and Audit Committee regarding its processes for identifying and responding to risks of fraud, and
* communication to employees regarding business practices and ethical behaviour.

We need to understand how the Governance and Audit Committee oversees the above processes. We are also required to make inquiries
of both management and the Governance and Audit Committee as to their knowledge of any actual, suspected or alleged fraud. These
areas have been set out in the fraud risk assessment questions below together with responses from Kent County Council’s management.

10 © 2023 Grant Thornton UK LLP | Kent County Council 2022/23 Q GrantThornton



Fraud risk assessment
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1. Has Kent County Council assessed the risk of
material misstatement in the financial statements due to

fraud?

How has the process of identifying and responding to
the risk of fraud been undertaken and what are the

results of this process?

How do the Council’s risk management processes link to

financial reporting?

2. What have you determined to be the classes of
accounts, transactions and disclosures most at risk to

fraud?

1"

© 2023 Grant Thornton UK LLP | Kent County Council 2022/23

Yes and the risk is considered to be minimal. Controls are in place through the budget setting, budget
monitoring and year-end analytical review. We now have details on a business intelligence dashboard of
cost centres per budget manager, key service lines and manager analysis enabling an easily accessible
view at a detailed level allowing us to target and challenge any budget manager where we perceive
there may be anomalies. We also have a regular balance sheet management review. Variances must be
explained and validated. Significant changes from previous year's spend must also be explained.

Fraud risks have been developed through the analysis of fraud referrals both within the organisation and
through engagement with other public/ private sector organisations and publications such as fighting
fraud locally. This has resulted in an overall risk of fraud included in the corporate risk register
(CRR0049). There is a specific risk within Libraries, Registration and Archive (LRA0008) on internal
fraud.

There is also a specific risk in relation to employee pay and expenses (PC0004). There is a also a
specific fraud risk relating to procurement fraud (SC006). These risks have been considered and
relevant controls have been put in place to help mitigate against the risk event. In addition to the above
work has progressed with engaging with Divisional Management Teams in embedding fraud risk
assessments and the mapping out of controls to mitigate the risk, this work has been delayed due to
Covid, however we have only 6 divisions left to work with to complete this exercise, once done the risk
assessments form part of our relationship management meetings with divisions.

Mandate Fraud and faster payment (there was an attempt to facilitate a faster payment of £1.2m via an
email hack), financial assessment in respect of personal budgets, use of direct payments, imprest
accounts, IR35 Compliance, procurement fraud have been considered as most at risk to fraud, however
these have not resulted in values of fraud or error that would be material to the accounts. In addition, Blue
Badge fraud remains the highest referral fraud type with reputational damage being the main risk as
opposed to financial risk.

Q GrantThornton



Fraud risk assessment
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3. Are you aware of any instances of actual, suspected
or alleged fraud, errors or other irregularities either
within Kent County Council as a whole, or within specific
departments since 1 April 20227 If so, please provide
details.

4. As a management team, how do you communicate
risk issues (including fraud) to those charged with
governance?
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We are aware of instances of actual, suspected or alleged fraud, errors or other irregularities these are
covered in the Counter Fraud Progress Reports presented to Governance and Audit Committee - Browse
meetings - Governance and Audit Committee (kent.gov.uk)

Counter Fraud Progress reports were presented to G&A in July 22, Oct 22, Jan 23 & May 23.
However key risk areas have been:

Supporting Living — Allegations of providers invoicing for services not delivered, control weakness is that
there is no financial reconciliation within the Mosaic Payment Portal to check relevant business records
(client contact sheets/ rota’s) against what has been invoiced.

Email hacks an attempted fraud to gain a £1.2m faster payment

An actual loss of £222.769 (fully recovered) following an email hack of a social care provider that resulted
in a mandate fraud.

An actual loss of £164,453 in a maintained school following an email hack of a building contractor
commissioned to deliver a capital build project.

Lower levels of fraud within Direct Payments and Blue Badges continue to be received.

A Counter Fraud Report is provided to the Governance and Audit committee which is also provided for
information to the Corporate Management Team.

There is a corporate risk register that goes to G&A Committee and CMT on a regular basis.

The Head of Internal Audit & Counter Fraud regularly liaises with the Council’s Statutory Officers to
discuss risks.

Internal Audit & Counter Fraud colleagues regularly liaise with the Council’s Corporate Risk Management
Team.

¥ GrantThornton
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Fraud risk assessment
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5. Have you identified any specific fraud risks? If so,
please provide details.

Do you have any concerns there are areas that are at
risk of fraud?

Are there particular locations within Kent County Council
where fraud is more likely to occur?

6. What processes does Kent County Council have in
place to identify and respond to risks of fraud?

13 © 2023 Grant Thornton UK LLP | Kent County Council 2022/23

Mandate fraud has evolved, we have seen two attempts made through the hacking of suppliers email
accounts to facilitate a change of bank account. This saw an actual loss of £222,769 which was recovered in
full from the bank and a further attempt which if actioned would have seen a loss of over £1.2m due to the
size of payments made to the supplier. Two factor authentication failed (human error) on the second
attempt. Advice provided to the control team and additional verbal verification via a telephone call is now in
place.

Direct payment misuse has seen a slight increase in 2022/23 but not to a material level.

There is through the report to G&A analysis of the fraud types (existing and emerging), volumes and
amounts, this is derived from the reporting for financial irregularities by services to the Counter Fraud Team,
this processes is a requirement of the financial regulations of the Council.

The Anti Fraud and Corruption Strategy has been updated to reference any new initiatives, policies or

strategies to be risk assessed for fraud by a Counter Fraud Specialist. This requirement is still being
embedded within the organisation and is raised through relationship management meetings.

Q GrantThornton



Fraud risk assessment
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7. How do you assess the overall control environment for Kent
County Council, including:

» the existence of internal controls, including segregation of
duties; and

» the process for reviewing the effectiveness the system of
internal control?

If internal controls are not in place or not effective where are the
risk areas and what mitigating actions have been taken?

What other controls are in place to help prevent, deter or detect
fraud?

Are there any areas where there is a potential for override of
controls or inappropriate influence over the financial reporting
process (for example because of undue pressure to achieve
financial targets)? If so, please provide details
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Each year an annual audit plan is developed that takes into account the risks of the
council, including fraud risks. Where there is a significant risk (such as imprest accounts)
this has prompted a full review to assess the effectiveness of internal controls.

In addition the Counter Fraud Team have developed and are progressing a work
programme to assess the Counter Fraud Culture within business units to support
management in ensuring there is a robust culture within the 1st and 2nd lines of defence.

Standard fraud awareness sessions have been delivered, in particular to Commissioning
Officers on fraud risks within the commissioning life cycle. Infrastructure on fraud and
bribery risks. School Finance officers, senior leaders and governors. In addition, a
school anti-fraud policy has been updated to include a fraud risk assessment for the
schools to complete and embed into their risk management framework.

We are not aware of any areas where internal controls are not in place or not effective.
Nothing has been reported by management in this respect.

Participation in the NFI helps detect fraud and error within the council’s systems.

The performance of Budget Managers against budget is a factor in their annual
performance assessment, so inappropriate influence over the financial reporting process
is a potential risk . However, this is a relatively minor risk and is mitigated by regular
budget monitoring, schemes of delegation and year end processes. Reminders that
evidence to support all transactions has been issued to finance teams. Key decisions and
other significant decisions are reviewed to establish and set out the financial implications
and these are provided by the finance team.
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Fraud risk assessment

8. Are there any areas where there is potential for misreporting? If ~ Overpayments due to errors within the AP/ Faster Payment process is an area for

so, please provide details potential misreporting. Not all errors have been reported as a financial irregularity, for
example an error resulted in a £20k payment being made instead of a £200 payment. An
overpayment of £1m to a care provider was not reported to Internal Audit in a timely
manner. Awareness of reporting fraud and error is raised with CMT and with services via
relationship management meetings, as well as within general fraud awareness sessions.
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Fraud risk assessment
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9. How does Kent County Council communicate and encourage
ethical behaviours and business processes of its staff and
contractors?

How do you encourage staff to report their concerns about fraud?

What concerns are staff expected to report about fraud? Have any
significant issues been reported? If so, please provide details

10. From a fraud and corruption perspective, what are considered
to be high-risk posts?

How are the risks relating to these posts identified, assessed and
managed?
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KCC communicates and encourages ethical behaviour and business processes of its staff
and contractors in a number of ways. The KCC standards which include the Nolan
principles and KCC’s values which set out the expected behaviours, the staff code of
conduct and the Anti-Fraud and Corruption Strategy and Anti Bribery Policy. There is e-
learning provided to support the prevention and detection of fraud and a whistle blowing
policy which encourages staff to report their concerns, the Counter Fraud Team is
included in this policy as an alternative to raising concerns with management.

Whistleblowing is included in Fraud Awareness presentations.

Staff are expected to raise all financial irregularities with Internal Audit. Significant issues
that have been raised have resulted in audits being conducted. This has included the
Gypsy and Traveller Audit, Individual Contracts with Care Providers and Purchase cards,

Currently Senior Officers (KR16 and above) have delegated authority to spend up to £1m,
these posts are considered high risk due to no separation of duty being required, however
in practice, Heads of Service will present business cases to support spending the
council’'s money. And this is being reviewed.

There is an enhanced vetting process in place when recruiting into a KR16 and above,
this ensures that not only the information provided on the application form is correct, but
also ensures there are no financial or reputational risks to the authority.

Furthermore, through the development of the fraud, bribery and corruption risk
assessment, further areas of high risk will be identified with relevant controls being
identified to mitigate the risk, for example regular reminders on declarations of interest,
budget monitoring, separation of duties, rotation of duties.
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Fraud risk assessment
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11. Are you aware of any related party relationships
or transactions that could give rise to instances of
fraud? If so, please provide details

How do you mitigate the risks associated with fraud

related to related party relationships and
transactions?
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As part of the NFI exercise we are alerted to potential conflicts of interest, these are investigated and
where needed a formal investigation is progressed, the matches have resulted in the need to

update declarations of interests for members and officers who sit on charity boards as part of their
position within KCC.

Regular reminders of declarations are issued. As part of the supplier set up process requestors are
required to confirm there is no conflict of interest when setting up a supplier, it also requires the budget
holder to authorise the setting up of the supplier, as well as authorisation from the commissioning
category manager. In addition, reminders on whistle blowing procedures are issued to all staff to prompt
any concerns being raised with either management or Internal Audit.

Internal Audit conducted an audit of Declarations of Interest — Members in 2021/22. The audit provided
Adequate levels of assurance with 3 issues being raised for management to address, the management
actions were to be implemented by the 31/07/22 & 30/11/22, there has been a revised implementation
date to 31/03/2023 which has been extended to 01/04/2024 by management.

In addition, the NFI produces a match to identify staff/ members involvement with companies which is

reviewed and investigated. No related party relationships and transactions have been identified through
the NFI to date or reported to IA&CF by management.

Q GrantThornton



Fraud risk assessment

Commercial in confider

12. What arrangements are in place to report fraud
issues and risks to the Governance and Audit
Committee?

How does the Governance and Audit Committee
exercise oversight over management's processes
for identifying and responding to risks of fraud and
breaches of internal control?

What has been the outcome of these arrangements
so far this year?

13. Are you aware of any whistle blowing potential
or complaints by potential whistle blowers? If so,
what has been your response?

14. Have any reports been made under the Bribery
Act? If so, please provide details
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A comprehensive Counter Fraud Report is presented to the Governance and Audit Report at each
meeting. This includes issues and risks identified during the reported period. The Committee makes use
of the exempt part of the Committee meeting where needed to consider in more detail fraud issues and
risks.

Governance and Audit Committee has the ability to call in any manager to question their arrangements
in addressing the risks of fraud.
Governance and Audit Committee have considered the reports and relevant enquiries have been made

by members of the committee on fraud figures and trends as well as individual cases.

Relevant polices are updated yearly or two yearly, this include Anti Fraud and Corruption Strategy, Anti
Bribery Policy, Anti Money Laundering Policies and Whistleblowing.

Yes, we have had a number of concerns raised through the whistle blowing hotline, depending on the
nature of the concern these have either been addressed through management engagement or through

an investigation by a member of the Counter Fraud Team.

No there have been no reports been made under the Bribery Act
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Law and regulations

Matters in relation to laws and regulations
ISA (UK) 250 requires us to consider the impact of laws and regulations in an audit of the financial statements.

Management, with the oversight of the Governance and Audit Committee, is responsible for ensuring that Kent County Council’s operations are
conducted in accordance with laws and regulations, including those that determine amounts in the financial statements.

As auditor, we are responsible for obtaining reasonable assurance that the financial statements are free from material misstatement due to fraud or
error, taking into account the appropriate legal and regulatory framework. As part of our risk assessment procedures we are required to make
inquiries of management and the Governance and Audit Committee as to whether the body is in compliance with laws and regulations. Where we
become aware of non-compliance or suspected non-compliance we need to gain an understanding of the non-compliance and the possible effect
on the financial statements.

Risk assessment questions have been set out below together with responses from management.

Q GrantThornton
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Impact of laws and regulations

Question | Management response

1. How does management gain assurance that all relevant laws  In addition to audit activity, contractual provisions are in place with legal services providers to
and regulations have been complied with? escalate issues of legal compliance to the Monitoring Officer. Provisions on compliance with
laws and regulations are included in the Council’'s Operating Standards (currently under
review) and the Constitution which are dip sampled through meeting attendance and

et trsr et Slees e banngy Cotnel Fane I e 1o decision review. Regular items and discussions on governance are held with CMT.

prevent and detect non-compliance with laws and regulations?

Monitoring Officer is a Member of CMT and Corporate Board. Annual Governance Statement
Are you aware of any changes to the Council’s regulatory includes questions on compliance that are reviewed and tested throughout the year with a

environment that may have a significant impact on the Council’s ~ very transparent state of affairs.

financial statements?
The Monitoring Officer now also meets weekly with the Leader and Head of Paid Service to

discuss activity and early areas of legal risk and non compliance.

Monitoring Officer seeks assurance on relevant items and has issued s5 reports in previous
financial years where appropriate. Monitoring Officer is very active through a detailed and
tested AGS process and the AGS 2021/22 contained a specific section relating to findings
linked to these questions.

There are no material changes to the council’s regulatory environment likely to have a
significant impact on the financial statement but there are material upgrades planned to the
processes of the Council and the behaviours expected in line with the AGS assurances and
plans.
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Imbact of laws and reaulations

Management response

2. How is the Governance and Audit Committee provided with
assurance that all relevant laws and regulations have been
complied with?

3. Have there been any instances of hon-compliance or
suspected non-compliance with laws and regulation since 1
April 2022 with an on-going impact on the 2022/23 financial
statements? If so, please provide details

4. Are there any actual or potential litigation or claims that
would affect the financial statements? If so, please provide
details

5. What arrangements does Kent County Council have in place
to identify, evaluate and account for litigation or claims?

6. Have there been any reports from other regulatory
bodies, such as HM Revenues and Customs, which indicate
non-compliance? If so, please provide details

21 © 2023 Grant Thornton UK LLP | Kent County Council 2022/23

Through the provision of an annual standalone report on the Annual Governance Statement.

Similarly, regular reporting on progress against the actions identified is brought before the
Committee mid-year. In each calendar year therefore, there are a minimum of 3 reports
relating to this in addition to activity on items like the Code of Corporate Governance etc.

For noting, the Council’'s Monitoring Officer holds open a Section 5 report within the relevant
period relating to the Council’s inability to meet statutory duties in relation to unaccompanied
asylum seeking children but this does not have an ongoing impact on the 2022/23
statements save for as expressly referred.

No material claims received at the time of completion. One piece of litigation discussed with
Paul Dossett for oversight and transparency.

The Chief Accountant liaises with Legal Services team to capture all potential claims handled
and managed by Governance, Law and Democracy. Legal estimate the potential ‘loss’ as
best they can. This is then reported to G&A Committee through the Statement of Accounts.

Insurance claims are handled through the insurance team in conjunction with the insurer and

panel solicitors.
No
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Related Parties

Matters in relation to Related Parties

Kent County Council are required to disclose transactions with bodies/individuals that would be classed as related parties. These may include:
m  bodies that directly, or indirectly through one or more intermediaries, control, or are controlled by Kent County Council;

associates;

joint ventures;

a body that has an interest in the authority that gives it significant influence over the Council;

key management personnel, and close members of the family of key management personnel, and

post-employment benefit plans (pension fund) for the benefit of employees of the Council, or of any body that is a related party of the
Council.

A disclosure is required if a transaction (or series of transactions) is material on either side, i.e. if a transaction is immaterial from the [type of
body]'s perspective but material from a related party viewpoint then the Councilmust disclose it.

ISA (UK) 550 requires us to review your procedures for identifying related party transactions and obtain an understanding of the controls that you
have established to identify such transactions. We will also carry out testing to ensure the related party transaction disclosures you make in the
financial statements are complete and accurate.
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Related Parties

1. Have there been any changes in the related No
parties including those disclosed in Kent County
Council’s 2021/22 financial statements?
If so please summarise:
» the nature of the relationship between these
related parties and Kent County Council
* whether Kent County Council has entered into or
plans to enter into any transactions with these
related parties
» the type and purpose of these transactions

2. What controls does Kent County Council have in  Members and Senior Officers are required to complete declarations of interest which are reviewed during

place to identify, account for and disclose related the year end closure. This is now done through Oracle employee self-service. Information is also
party transactions and relationships? collected via the early return process.
3. What controls are in place to authorise and Normal procurement and payment authorisation rules.

approve significant transactions and arrangements
with related parties?

4. What controls are in place to authorise and The Financial Regulations and the delegation matrix sets out the responsibilities that are to be followed.
approve significant transactions outside of the There are the ‘how to buy’ and other guidance on procurement process. All payments and procurement
normal course of business? follow the same rules.
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Going Concern

Matters in relation to Going Concern

The audit approach for going concern is based on the requirements of ISA (UK) 570, as interpreted by Practice Note 10: Audit of financial
statements and regularity of public sector bodies in the United Kingdom (Revised 2020). It also takes into account the National Audit Office's
Supplementary Guidance Note (SGN) 01: Going Concern — Auditors’ responsibilities for local public bodies.

Practice Note 10 confirms that in many (but not all) public sector bodies, the use of the going concern basis of accounting is not a matter of
significant focus of the auditor’s time and resources because the applicable financial reporting frameworks envisage that the going concern basis
for accounting will apply where the body’s services will continue to be delivered by the public sector. In such cases, a material uncertainty related
to going concern is unlikely to exist.

For this reason, a straightforward and standardised approach to compliance with ISA (UK) 570 will often be appropriate for public sector bodies.
This will be a proportionate approach to going concern based on the body’s circumstances and the applicable financial reporting framework. In
line with Practice Note 10, the auditor’s assessment of going concern should take account of the statutory nature of the body and the fact that the
financial reporting framework for local government bodies presume goingconcern in the event of anticipated continuation of provision of the
services provided by the body. Therefore, the public sector auditor applies a ‘continued provision of service approach’, unless there is clear
evidence to the contrary. This would also apply even where those services are planned to transfer to another body, as in such circumstances, the
underlying services will continue.

For many public sector bodies, the financial sustainability of the body and the services it provides are more likely to be of significant public
interest than the application of the going concern basis of accounting. Financial sustainability is a key component of value for money work and it
is through such work that it will be considered.
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Going Concern

1. What processes and controls does management have  The main processes/controls that the Council currently operates include the following:
in place to identify events and / or conditions which may ¢ Annual budget setting and medium-term plan setting out spending plans. Although the budget
indicate that the statutory services being provided by does not narrowly distinguish spending between statutory and discretionary services we have
Kent County Council will no longer continue? the ability to show this split if necessary to identify reductions in statutory spend
* Regular Budget Monitoring
» Performance Monitoring based on a RAG rating of 37 Key Performance Indicators where green
identifies where performance is at or above target, amber where performance is below target but
above a floor level and red where performance is below the floor level

2. Are management aware of any factors which may Potentially inadequate funding and/or unaffordable changes in costs or demand. Again these would
mean for Kent County Council that either statutory be identified through budget planning and budget/performance management and addressed
services will no longer be provided or that funding for accordingly.

statutory services will be discontinued? If so, what are

they?

3. With regard to the statutory services currently Yes, although the position will need to be kept under review as part of budget planning

provided by Kent County Council, does Kent County
Council expect to continue to deliver them for the
foreseeable future, or will they be delivered by related
public authorities if there are any plans for Kent County
Council to cease to exist?
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Going Concern

4. Are management satisfied that the financial reporting Yes, we are satisfied that the arrangements allow the Council to prepare financial statements on a
framework permits Kent County Council to prepare its going concern basis

financial statements on a going concern basis? Are

management satisfied that preparing financial

statements on a going concern basis will provide a

faithful representation of the items in the financial

statements?
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Accounting estimates

Matters in relation to accounting estimates

ISA (UK) 540 (Revised December 2018) requires auditors to understand and assess a body’s internal controls over accounting estimates,
including:

* The nature and extent of oversight and governance over management’s financial reporting process relevant to accounting estimates;
* How management identifies the need for and applies specialised skills or knowledge related to accounting estimates;

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

* The body’s information system as it relates to accounting estimates;

* The body’s control activities in relation to accounting estimates; and

* How management reviews the outcomes of previous accounting estimates.

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

Specifically do Audit Committee members:
* Understand the characteristics of the methods and models used to make the accounting estimates and the risks related to them;

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

» Evaluate how management made the accounting estimates?
We would ask the Audit Committee to satisfy itself that the arrangements for accounting estimates are adequate.
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Accounting Estimates - General Enquiries of Management

Management response

1. What are the classes of transactions, events and
conditions, that are significant to the financial
statements that give rise to the need for, or changes in,
accounting estimate and related disclosures?

2. How does the Council’s risk management process
identify and address risks relating to accounting
estimates?

3. How does management identify the methods,
assumptions or source data, and the need for changes
in them, in relation to key accounting estimates?

4. How do management review the outcomes of
previous accounting estimates?

5. Were any changes made to the estimation processes
in 2022/23 and, if so, what was the reason for these?

These are set out in the Statement of Accounts, please see Note 5, page 31 of the 2021/22 accounts.

Through discussions with valuers and actuaries.

Through use of external advisors

PPE — Appointment of external valuer — discussion of valuation basis and useful lives. Any changes
required discussed with Head of Finance Operations. Use of K2 asset management database for source
data. Methodologies for estimation uncertainties in Note 5 of the accounts were agreed with external audit.

For IAS 19 confirm with the actuaries with methods and assumptions prior to the preparation of the IAS 19
report and relevant disclosures.

We have a rolling programme of revaluations so any changes required are identified as we revalue the asset
base. Review of accounts by Head of Finance Operations including prior year comparators.

Annual review accrual limits, expected credit losses and impairments to ensure they still remain appropriate
for the following year

Expected Credit Losses — an estimation of future losses has been included for Trade Debtors. This is not
expected to be a material change.

No other changes to estimation processes.



Commercial in confider

Accounting Estimates - General Enquiries of Management

6. How does management identify the need for and Have highly skilled, qualified and experienced accounting team.
apply specialised skills or knowledge related to

accounting estimates? Rigorous procurement process for our valuers.

7. How does the Council determine what control We use our professional judgement to determine what controls are required e.g. thorough review and

act@vities are nee_ded for significant accountipg challenge of asset valuations provided by external valuer.
estimates, including the controls at any service

providers or management experts? We review and challenge the outcomes of any reports received.

8. How does management monitor the operation of Control activities are subject to a review process. Any concerns identified are raised as necessary with the
control activities related to accounting estimates, management team to address and resolve.

including the key controls at any service providers or
management experts?

9. What is the nature and extent of oversight and Head of Finance Operations and S151 Officer review of accounts.
governance over management’s financial reporting

process relevant to accounting estimates, including:

- Management'’s process for making significant
accounting estimates

- The methods and models used

- The resultant accounting estimates included in the
financial statements.
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Accounting Estimates - General Enquiries of Management

10. Are management aware of any transactions,
events, conditions (or changes in these) that may
give rise to recognition or disclosure of significant
accounting estimates that require significant
judgement (other than those in Appendix A)? If so,
what are they?

11. Why are management satisfied that their
arrangements for the accounting estimates, as
detailed in Appendix A, are reasonable?

12. How is the Governance and Audit Committee
provided with assurance that the arrangements for
accounting estimates are adequate ?
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No

Management are satisfied with the arrangements due to the analysis and modelling that is undertaken.

Assurance is provided through the detail set out in the Statement of Accounts
The Committee attend briefing sessions that set out the information and are an opportunity for the
Committee to ask questions and raise any queries in addition to the formal committee meeting.
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Appendix A Accounting Estimates

Method / model used to

make the estimate

Land and Current Value — either Existing
buildings Use Value (EUV) or, if
valuations

Replacement Cost (DRC).
Surplus asset Fair Value
valuations
31 © 2023 Grant Thornton UK LLP | Kent County Council 2022/23

specialist asset where there is
no market based evidence of
current value— Depreciated

Whether
management
have used an
expert

Controls used to
identify estimates

Annual review of PPE Yes
carrying amount

undertaken to inform

valuations required to

ensure the balance

sheet is materially

correct.

Rolling programme of
annual valuations.

Thorough review and
challenge of asset
valuations.

As above Yes

Underlying assumptions:

- Assessment of degree of
uncertainty

- Consideration of alternative
estimates

Commercial in confider

Has there
been a
change in
accounting
method in
year?

Degree of uncertainty inherent with any No

revaluation. We employ professional

valuers and rely on expert opinion subject

to thorough challenge and review of

methodologies and resulting valuations.

As above

As above
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Appendix A Accounting Estimates

Method / model used to
make the estimate

Investment Fair Value

property

valuations

Depreciation Straight line basis over asset’s
useful economic life.
Componentisation
methodology.

© 2023 Grant Thornton UK LLP | Kent County Council 2022/23

Controls used to
identify estimates

Annual revaluation as
prescribed in the CIPFA
Accounting Code of
Practice.

Review of valuations
including asset lives.

Whether
management
have used an
expert

Yes

Yes

Underlying assumptions:

- Assessment of degree of
uncertainty

- Consideration of alternative
estimates

As above

As above

Commercial in confider

Has there
been a
change in
accounting
method in
year?

As above

No

o GrantThornton



Commercial in confider

Appendix A Accounting Estimates

Method / model used to Controls used to Whether Underlying assumptions: Has there been
make the estimate identify estimates management - Assessment of degree of a
have used an uncertainty change in
expert - Consideration of alternative accounting
estimates method in
year?
Valuation of Roll forward method is used to ~ Valuations are Yes — Barnett Degree of uncertainty inherent with any No
defined t?enefit value the liabilities. For performed tri-annually Waddingham revaluation. We employ professional
net pension 2022/23 any events that are and the rolling forward valuers and rely on expert opinion
fund liabilities deemed “material” will be pervious valuations subject to challenge and review.
measured under “stop-start” should not materially
method. distort the results.
Valuations involve projecting For ‘stop-start’ method
future cashflows to be paid we will review these
from the Fund. Cashflows events to ensure where
include pensions paid to material this method

current members and those to should be used.
future members.
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Appendix A Accounting Estimates

Fair value
estimates for
Financial Assets

Method / model used to
make the estimate

Methods and models
supplied by our Treasury
Advisors Arlingclose.

FV calculations also include
12 month expected credit
loss calculation for the
investments held at
amortised costs, the
majority of which are
secured bonds. For 2022/23
a multiplication factor of
112% of historic default
rates was used to calculate
the ECL which was £0 for
our portfolio and therefore
not material. We anticipate
a similar factor to apply for
2023/24 though calculations
will be provided by Link as
the new Treasury Advisor to
KCC from 01/06/23.
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Controls used to
identify estimates

Valuations are provided
annual

Whether
management
have used an
expert

Yes

Underlying assumptions:
- Assessment of degree of
uncertainty

- Consideration of alternative

estimates

Commercial in confider

Has there
been a
change in
accounting
method in
year?

Apply market prices data from Bloomberg No

and other sources as appropriate
dependent on fair value hierarchy.

Q GrantThornton



Appendix A Accounting Estimates (Continued)

Method / model used to Controls used to Whether
make the estimate identify estimates management have
used an expert

Underlying
assumptions:
- Assessment of degree

of uncertainty
- Consideration of
alternative estimates

Commercial in confider

Has there been a
change in
accounting
method in year?

PFI Liabilities PFI operator models for Review of actual No
source data. Accounting unitary charge
models based on compared to
disaggregation of unitary operators model on
charge. an annual basis
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Annual review of the
models and comparing the
outcome to previous
iterations.

No

o GrantThornton
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