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Executive summary  As part of the external auditor’s risk assessment and audit planning 
for 2020/21 they are required to make enquiries to “those charged 
with governance” of management processes and the Authority’s 
oversight of these processes, including material accounting 
estimates. 

The appendices of this report set out the management processes 
and accounting estimates relevant to the 2020/21 audit for 
consideration and approval by the Audit and Governance 
Committee. 

Recommendations It is RECOMMENDED that: 

The Audit and Governance Committee  

 (a) Approve the responses provided by management to the 
external auditors as set out in Appendix A;  

(b) Approve the approach to accounting estimates in the 
financial statements as set out in Appendix B. 

Reason for 
recommendations 

 
For the Audit Committee to consider and approve the response 
to the Council’s external auditors regarding how the Audit 
Committee gains assurance on matters such as fraud, breaches 
of internal control, compliance with laws and regulations and 
accounting estimates.  
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Background 

1. Under International Standards on Auditing and as part of their risk assessment in 
planning their work, the external auditors (Grant Thornton UK LLP) must obtain an 
understanding of management processes and the Audit and Governance 
Committee’s oversight of the following areas: 

 General enquiries of management; 

 Fraud; 

 Laws and regulations; 

 Related parties; 

 Accounting estimates. 

2. This report details the management responses to the questions posed by the 
external auditors in relation to these matters. The Audit and Governance Committee 
is asked to consider whether these responses are consistent with its understanding, 
and whether the Committee wishes to make any further comment.  

3. In addition, ISA540 has been enhanced to place increasing demands on auditors to 
understand and assess the council’s internal controls over accounting estimates. 
Significant accounting estimates can affect disclosures in the accounting statements 
in areas such as: 

 Property, plant and equipment; 

 Pension liabilities; 

 Provisions; 

 Expected credit loss provisions; 

 Accruals 

4. The types of internal control over accounting estimates include: how management 
identify and address risk, how the need for specialist skills is identified, the control 
environment and how the outcomes of previous estimates are reviewed. The role of 
those charged with governance is also reviewed by the auditors. 

5. This report sets out, for consideration by the Audit and Governance Committee, how 
management identify the methods, assumptions and source data for each material 



accounting estimate, the need for any changes to these assumptions and the 
degree of estimation uncertainty related to the accounting estimates. 

Informing The Risk Assessment  

6. Appendix A sets out the enquiries that the external auditor is making to the Audit 
and Governance Committee in order to inform their risk assessment for the council’s 
audit 2020/21. 

7. The Audit and Governance Committee is asked to consider and approve the 
proposed responses, making any additional comments as they consider necessary. 

Accounting Estimates 

8. Appendix B sets out the questions that the external auditor has asked in relation to 
material accounting estimates within the accounts in response to the increased 
requirements of ISA540. 

9. The Audit and Governance Committee is asked to consider and approve the 
proposed responses, making any additional comments as they consider necessary. 

Options Appraisal 

10. Management select the most suitable basis for accounting estimates with reference 
to statutory requirements, available data, cumulative knowledge and experience, as 
well as expert advice. 

Summary of financial implications 

11. The basis of accounting estimates can have a material impact on the financial 
statements of the council as set out in Appendix B. 

Summary of legal implications 

12. None. 

Summary of human resources implications 

13. None. 

Summary of sustainability impact 

14. None. 

Summary of public health implications 

15. None. 

Summary of equality implications 

16. No EIA is necessary for this report as it comprises management responses that 
summarise existing policies and procedures within the authority, which will have 
their own EIA where relevant.  

Summary of risk assessment 

17. By their nature, accounting estimates can have a material impact on the financial 
statements. However, as accounting estimates, they will not affect the financial 
standing of the council. 



Background papers 

None. 

Appendices   

Appendix A – Informing the Audit Risk Assessment 2020/21 

Appendix B – Accounting Estimate Management Summary  


