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1. Recommendations

Honourable Members are recommended to:

(a) Approve the selection of Mazars LLP (“Mazars”) as external auditors for the three
financial years beginning with that commencing on 1 July 2019, as stated in
paragraph 5.11, and for the Financial Secretary to confirm contractual and
engagement arrangements on behalf of Falkland Islands Government;

(b) Approve the selection of Mazars as external auditors for a further two financial years
from 1 July 2022, subject to satisfactory performance by Mazars and agreement on




both sides, with a report with a recommendation being made to ExCo in 2022 by the
Financial Secretary.

2. Additional Financial Implications

2.1

3.

3.1

3.2

3.3

3.4

3.5

None.

Executive Summary

Arrangements for the external audit of the annual financial statements of the Falkland
Islands Government are provided for in the Falkland Islands Constitution Order 2008.

Section 80 of the Constitution states:

“(1) The Governor, acting in his or her discretion, shall make appropriate arrangements
for the audit of the public accounts of the Falkland Islands and of all courts of law
and all authorities and offices of the Government and of statutory bodies; and any
person or authority conducting such an audit shall have access to all books,
records, reports and other documents relating to those accounts.

(2) All reports of audits conducted pursuant to subsection (1) shall be submitted to the
Governor who shall cause them to be published and laid before the Legislative
Assembly and the Public Accounts Committee.

(3) Any person or authority conducting an audit pursuant to subsection (1) shall not be
subject to the direction or control of any other person or authority.”

A tender process was undertaken in early 2019. Six external audit firms responded to an
Invitation to Tender that was sent to a range of UK based external audit providers.

Bids were evaluated on the basis of quality and price.

Mazars have been identified as the preferred bidder.

4. Background

4.1

4.2

4.3

Scope of External Audit Work — FIG and other entities

The requirements are for an external audit of the FIG consolidated financial statements
incorporating:

Falkland Islands Government Currency Fund

Falkland Islands Government Insurance Fund

Falkland Islands Government Pensions (Old Scheme) Fund

Falkland Islands Government Capital Equalisation Fund

Falkland Islands Government Retirement Pensions Equalisation Fund.

In addition, an external audit of the following separate organisations is required, which
have differing governance and reporting arrangements to FIG, and contract directly
with Mazars:



Falkland Islands Development Corporation
Falkland Islands Meat Company Limited
Falkland Landholdings Corporation

Falkland Islands Tourist Board

Media Trust

Falkland Islands Museum and National Trust

Mazars are currently the external auditor for the Government of South Georgia and South
Sandwich Islands, and this work also formed part of the work tendered.

4.4 The entities in the above two paragraphs were provided with an opportunity to continue
with having a tender process to select one external audit provider for all bodies.
Although the external audits are separate processes on separate entities, there are likely
to be economies of scale (for example travel costs) and critical mass (to attract a
broader range of suppliers) in having a combined tender exercise.

4.5 Itis the expectation that the external audit provider will provide advice to FIG and the
other audited bodies on matters that come to their attention during the audit. For
example, this could include:

° Comments on deficiencies in the accounting records and suggestions
for addressing them;

° Details of errors identified in the accounting records or financial
statements and suggestions for correcting them;

° Advice on the accounting policies in use and the application of current
and proposed accounting standards;

° Providing other advice as a by-product of the audit.

4.6 The external audit provider should also plan the audit so that they have a reasonable
expectation of detecting material misstatements, but should not be relied upon as a
means of detecting and disclosing all material irregularities, fraud or non-compliance.

4.7 Regulatory Background — UK based Audit Providers

4.8 The annual external audit work undertaken by an external audit provider is required to
be conducted in accordance with International Standards on Auditing (ISAs (UK))
issued by the Auditing Practices Board® and include such tests of transactions and of
the existence, ownership and valuation of assets and liabilities. The external auditors
obtain appropriate evidence to enable them to draw conclusions to form an audit
opinion.

! The International Standards on Auditing (UK) (ISAs (UK)) and International Standard on Quality Control
(UK) (ISQC (UK)) are based on the International Standards on Auditing (ISAs) and International Standard on
Quality Control (1SQC) of the same titles that have been issued by the International Auditing and Assurance
Standards Board (IAASB), published by the International Federation of Accountants (IFAC) in 20009.
https://www.frc.org.uk/auditors/audit-assurance/standards-and-guidance/2016-auditing-standards



https://www.frc.org.uk/auditors/audit-assurance/standards-and-guidance/2016-auditing-standards

4.9

4.10

411

412

4.13

4.14

4.15

4.16

In addition, an external audit provider is required to adhere to the Ethical Standards for
Auditors issued by the UK Financial Reporting Council®.

The intention was to ensure that the external audit arrangements are from a UK based
provider, for both logistical reasons and a greater knowledge of the UK external audit
market.

Requlatory Background — Falkland Islands Legislation

The Falkland Islands Constitution Order 2008 is referred to in paragraph 3.2 above. In
addition. More detailed requirements are set out in the Finance and Audit Ordinance
1988. That Ordinance needs to be updated to reflect the new Constitution and to
properly accommodate resource accounting, and this remains to be started. However,
the arrangements in the Ordinance concerning the financial statements of FIG, together
with those of its statutory corporations, boards, bodies and commissions (essentially
being those bodies that are “in receipt of a contribution from public funds”) remain
relevant.

FIG does not currently adhere to a set of internationally recognised accounting
standards. The audited financial statements of FIG generally follow UK Generally
Accepted Accounting Practice (“UK GAAP”) to the extent it is meaningful and
appropriate to the Falkland Islands Government. However, the Financial Reporting
Council replaced UK GAAP with a new financial reporting framework that came into
effect in the UK on 1 January 2015, in the form of FRS102

Currently, where there is a choice of accounting policies available, the accounting
policy judged to be the most appropriate to the particular circumstances of the Falkland
Islands Government has been selected. The Government’s accounting policies have
been applied consistently in dealing with items considered material in relation to the
financial statements. FIG has been using “resource accounting” since 2005, and
appropriate valuation of year end assets and liabilities. The exception has been the
Pension Fund deficit, which is quantified in actuarial terms with mitigating actions
taken, but it is not currently showing as a liability in the FIG year end accounts.

The financial statements are not required by Falkland Islands law to comply fully with
statements issued by the financial reporting and accounting standards setting bodies in
the United Kingdom.

FIG will at some stage need to consider the merits or otherwise of adopting a set of
international accounting standards, that could include a choice being made between
post FRS102 UK GAAP, International Financial Reporting Standards (“IFRS”) or
International Public Sector Accounting Standards (“IPSAS”).

2 https://www.frc.org.uk/auditors/audit-assurance/standards-and-guidance/2016-ethical-standards



https://www.frc.org.uk/auditors/audit-assurance/standards-and-guidance/2016-ethical-standards

4.17

4.18

4.19

4.20

4.21

4.22

4.23

4.24

4.25

4.26

Tender Process Undertaken — February to April 2019

Six tenders were received from UK based external audit providers®:
Total Cost — for all
audited bodies

REDACTED REDACTED

REDACTED REDACTED

REDACTED REDACTED

Mazars LLP REDACTED

REDACTED REDACTED

REDACTED REDACTED

An evaluation panel consisting of the Financial Secretary (FS), Chief Internal Auditor

(CIA) and the Financial Accountant (FA) considered the submissions received using
criteria listed in the Invitation to Tender. REDACTED

REDACTED

REDACTED. The recommendation of the evaluation panel was therefore to award the
contract to Mazars. It was noted that Mazars had held the existing external audit
contract for the previous five years.

The tender board received a detailed overview of the evaluation process from a member
of the evaluation panel. It was explained that a number of clarification questions had
been sent to the bidders and further information received in response. She pointed out
that some of the fees for the Statutory Corporations and other relevant funded entities
had increased, some by a significant proportion in relation to their size.

The tender board therefore felt that those entities should be advised of the outcome of
the tender process, especially where an increase in fees had been indicated, to afford
them the opportunity to confirm they were content with the increase in fees and wished
to continue to be included in the FIG External Audit contract.

No adverse comments were received from the Statutory Corporations and other relevant
funded entities. Therefore the tender board could see no reason not to recommend the
contract be awarded to Mazars.

Auditor Independence

Mazars have been external auditors for FIG and other public bodes since the financial
year ended 30 June 2010. “Mazars will take the required steps to maintain
independence in accordance with the UK Auditing Practices Board’s Ethical Standard

¥ Listed in no order of preference or cost.
* Under the most recent contract Mazars were appointed to carry out audits for the three years commencing with
the year to 30 June 2015, and then extended for a further two years to year end 30 June 2019.



called “Long Association with the Audit Engagement”>. There will be a change of audit

partner from the first year of the renewed contract, and in addition senior manager will
take over from the second year.

4.27 FIG senior management staff, including within The Treasury have changed
significantly since the beginning of Mazars involvement as an external audit provider.
There have been three Chief Executives since 2010, and three Financial Secretaries. In
addition, elected members have changed over the years, along with the management
and Boards of the other audited bodies.

4.28 Mazars have focussed on the provision of audit related services in the Falkland Islands.
There was a specific piece of technical VAT advice that was purchased by FIG in 2018,
but that was all in terms of additional services.

4.29 Quality of External Audit Provider Selected

4.30 All audit work by Mazars is potentially subject to internal review by the firm's
Technical Department. The individual review results are the responsibility of each
licensed partner and feed into the setting of their remuneration.

4.31 Mazars are subject to external quality control review visits by the Audit Quality Review
(“AQR™) Team on behalf of the Financial Reporting Council. The AQR monitors the
quality of the audits of listed and other major public interest entities and the policies
and procedures supporting audit quality at the major audit firms in the UK. The overall
objective is to monitor and promote improvements in the quality of auditing.

4.32 In addition, Mazars are subject to external quality control review visits by the Quality
Assurance Department (QAD) of the Institute of Chartered Accountants of England &
Wales.

4.33 InJuly 2018, the Annual Regulatory Compliance and Quality Report for Public Sector
Audit Appointments was published. This review covered five firms (BDO, EY, GT,
KPMG and Mazars). Mazars were graded green, with the rest graded amber. The most
recently available report is for 2017/18 and can be found on the FRC website:
https://www.frc.org.uk/auditors/audit-quality-review/audit-firm-specific-
reports?id=6331

5. Options and Reasons for Recommending Relevant Option

5.1 Options are:

> https://www.frc.org.uk/getattachment/2cc10083-8576-48a5-9b9a-50c9f1c41441/ES-3-(Revised)-Long-
Association-with-the-Audit-Eng.pdf Paragraph 9 refers to “Once an audit engagement partner has held [an
engagement partner] role for a continuous period of ten years, careful consideration is given as to whether a
reasonable and informed third party would consider the audit firm’s objectivity and independence to be
impaired. Where the individual concerned is not rotated after ten years, it is important that: (a) safeguards other
than rotation, such as those noted in paragraph 8, are applied; or (b) (i) the reasoning as to why the individual
continues to participate in the audit engagement without any safeguards is documented; and (ii) the facts are
communicated to those charged with governance of the audited entity”.



https://www.frc.org.uk/auditors/audit-quality-review/audit-firm-specific-reports?id=6331
https://www.frc.org.uk/auditors/audit-quality-review/audit-firm-specific-reports?id=6331
https://www.frc.org.uk/getattachment/2cc10083-8576-48a5-9b9a-50c9f1c41441/ES-3-(Revised)-Long-Association-with-the-Audit-Eng.pdf
https://www.frc.org.uk/getattachment/2cc10083-8576-48a5-9b9a-50c9f1c41441/ES-3-(Revised)-Long-Association-with-the-Audit-Eng.pdf

5.2

5.3

5.4

5.5

5.6

5.7

5.8

5.9

5.10

5.11

6.

6.1

6.2

6.3

6.4

6.5

6.6

Option 1: Do nothing.

Doing nothing is not a suitable option. This is because the current contract for external
audit provision for FIG expires after the year end 30 June 2019 audit.

Option 1 is not recommended because there is a need for a contracted external audit
provider, not least for reasons of good governance of public funds.

Honourable Members are not recommended to approve Option 1.

Option 2: Accept the results of the tender panel

Section 4 of this report describes a thorough tender process that has now concluded.
There are a number of potential external audit providers that were interested in
undertaking the audit work in the Falkland Islands, which had the capacity and
capability to undertake the work.

The tender process was systematic and is well documented, with a range of
professionals contributing. The tender evaluation panel was accountable to the Tender
Board. In addition the tender evaluation panel met with the Chair of the Public

Accounts Committee for an additional perspective, to help consider the final selection.

All the external audit providers are from a regulated professional background and there
is no good reason not to accept the recommendations of the Tender Board.

Honourable Members are recommended to approve Option 2.

Resource Implications

Financial Implications

There is a cost to the provision of an external audit service, as there would be with any
other professional service. The budgeted cost in the publicly available FIG 2019/20
budget is £77,500 for a budget line called “Audit Fees”, and this cost carries forward
across the medium term financial plan.

As in previous years, it is proposed that FIG will continue to pay the full cost of the
travel and accommodation costs of Mazars, rather than recharge this to the audited
bodies. This approach can be reviewed as part of each annual budget setting round, but
in terms of the overall picture, there is an efficiency in having one audit provider for all
the audited bodies.

REDACTED

Human Resource Implications

None.



6.7 Other Resource Implications

6.8 None.
7. Legal Implications
7.1 Section 80 of the Constitution provides as follows for Audit:

1. The Governor, acting in his or her discretion, shall make appropriate
arrangements for the audit of the public accounts of the Falkland Islands and of
all courts of law and all authorities and offices of the Government and of statutory
bodies; and any person or authority conducting such an audit shall have access to
all books, records, reports and other documents relating to those accounts.

2. All reports of audits conducted pursuant to subsection (1) shall be submitted to
the Governor who shall cause them to be published and laid before the
Legislative Assembly and the Public Accounts Committee.

3. Any person or authority conducting an audit pursuant to subsection (1) shall
not be subject to the direction or control of any other person or authority.

B2BREDACTED]

8. Environmental & Sustainability Implications

8.1 None.

9. Significant Risks

9.1 None.

10. Consultation

10.1 The Financial Secretary had discussed the approach to selecting an external audit
provider with the Governor in accordance with section 80 of the Constitution in
November 2018.

10.2 In April 2019, the tender evaluation panel met with the Chair of the Public Accounts
Committee. As well as being in accordance with s11 of the Public Accounts Committee
Ordinance 2009, there was some useful exchange of ideas to help make a decision.

10.3 Falkland Islands Development Corporation, Falkland Islands Meat Company Limited,
Falkland Landholdings Corporation, Falkland Islands Tourist Board, The Media Trust,
Falkland Islands Museum and National Trust and the Government of South Georgia
and South Sandwich Islands were provided with an opportunity to comment before the
tender process commenced, and also on the preferred bidder.

11. Communication

11.1 FIG advertised the tender process on a suitable procurement portal, and made known
external audit providers aware of the opportunity to bid, including those with Falkland



Islands connections.

11.2 There is not a requirement for further announcements.



