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Introduction

Geraldine Daly

Engagement Lead

T 0117 3057741
M 07500 783992
E geri.n.daly@uk.gt.com

Steve Johnson
Audit Manager
T: 0117 305 7868
M. 07880 456134

E: steve.p.johnson@uk.gt.com

Joanne McCormick

In-charge accountant

T: 0117 305 7849
E: Joanne.M.McCormick@uk.gt.com

This paper provides the Audit Committee with a report on progress in
delivering our responsibilities as your external auditors.

The paper also includes:

« asummary of emerging national issues and developments that may be relevant to you as a local authority; and

« includes a number of challenge questions in respect of these emerging issues which the Committee may wish to
consider (these are a tool to use, if helpful, rather than formal questions requiring responses for audit purposes)

Members of the Audit Committee can find further useful material on our website, where we have a section dedicated
to our work in the public sector. Here you can download copies of our publications www.grant-thornton.co.uk ..

If you would like further information on any items in this briefing, or would like to register with Grant Thornton to
receive regular email updates on issues that are of interest to you, please contact either your Engagement Lead or
Engagement Manager.
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Progress at January 2019

Financial Statements Audit

We have started planning for the 2018/19 financial
statements audit and have issued a detailed audit
plan, setting out our proposed approach to the audit
of the Council's 2018/19 financial statements.

We commenced our interim audit in late February
2019. Our interim fieldwork visit will include:

» Updated review of the Council’s control
environment

* Updated understanding of financial systems

« Review of Internal Audit reports on core financial
systems

+ Early work on emerging accounting issues
« Early substantive testing

We will report any findings from the interim audit to
you as a verbal update to the March Audit committee.

The final accounts audit is due to begin on site on the
3 June 2019 . The statutory deadline for the issue of
the 2018/19 opinion is 31 July 2019. We will discuss
our Audit Findings report to the Audit Committee at
the meeting on 23 July 2019.

© 2019 Grant Thornton UK LLP.

Value for Money

The scope of our work is set out in the guidance issued
by the National Audit Office. The Code requires auditors
to satisfy themselves that; "the Council has made proper
arrangements for securing economy, efficiency and
effectiveness in its use of resources”.

The guidance confirmed the overall criterion as: "in all
significant respects, the audited body had proper
arrangements to ensure it took properly informed
decisions and deployed resources to achieve planned
and sustainable outcomes for taxpayers and local
people”.

The three sub criteria for assessment to be able to give a
conclusion overall are:

* Informed decision making
« Sustainable resource deployment
« Waorking with partners and other third parties

Details of our initial risk assessment to determine our
approach are included in our Audit Plan.

We will report our work in the Audit Findings Report and
give our Value For Money Conclusion before the 31 July
deadline on 23 July 2019.

Other areas

Certification of claims and returns

The Council's annual Housing Benefit Subsidy for
2018/19 claim will be audited by KPMG.

Meetings

We hold regular liaison meetings with Management to
understand the Council’s current position and future
plans. and developments and to ensure the audit
process is smooth and effective.

We met with Finance Officers in December and March
as part of our quarterly liaison meetings and continue to
be in discussions with finance staff regarding emerging
developments and to ensure the audit process is smooth
and effective. We also met with your Chief Executive in
September to discuss the Council’s strategic priorities
and plans.

Events

We provide a range of workshops, along with network
events for members and publications to support the
Council.

Our annual accounts workshops have been taking place
in February. Your finance team attended our workshop
in Plymouth.

Further details of the publications that may be of interest
to the Council are set out in our Sector Update section
of this report.
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Audit Deliverables

2018/19 Deliverables Planned Date Status
Fee Letter Issued 19 April 2018 On the October 2018 Committee
agenda.

Confirming the audit fee for 2018/19.

Accounts Audit Plan January 2019 Presented at the January Audit
We are required to issue a detailed accounts audit plan to the Audit Committee setting out our proposed approach SRS
in order to give an opinion on the Council’'s 2018-19 financial statements.

Interim Audit Findings June 2019 Not yet due
We will report to you the findings from our interim audit and our initial value for money risk assessment within our

Progress Report.

Audit Findings Report July 2019 Not yet due
The Audit Findings Report will be reported to the July Audit Committee.

Auditors Report July 2019 Not yet due
This is the opinion on your financial statement, annual governance statement and value for money conclusion.

Annual Audit Letter August 2019 Not yet due

This letter communicates the key issues arising from our work.

© 2019 Grant Thornton UK LLP.
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Sector Update

Councils are tackling a continuing drive to
achieve greater efficiency in the delivery of
public services, whilst facing the challenges to
address rising demand, ongoing budget
pressures and social inequality.

Our sector update provides you with an up to date summary of emerging
national issues and developments to support you. We cover areas which
may have an impact on your organisation, the wider NHS and the public
sector as a whole. Links are provided to the detailed report/briefing to
allow you to delve further and find out more.

Our public sector team at Grant Thornton also undertake research on
service and technical issues. We will bring you the latest research
publications in this update. We also include areas of potential interest to
start conversations within the organisation and with audit committee
members, as well as any accounting and regulatory updates.

© 2019 Grant Thornton UK LLP.

« Grant Thornton Publications

* Insights from local government sector
specialists

* Reports of interest
* Accounting and regulatory updates

More information can be found on our dedicated public sector and local
government sections on the Grant Thornton website by clicking on the logos
below:

Local

Public Sector
government

Audit Progress Report and Sector Update | March 2019



Public Sector Audit Appointments — Report on the
results of auditors’ work 2017/18

This is the fourth report published by Public Sector Audit
Appointments (PSAA) and summarises the results of auditors
work at 495 principal local government and police bodies for
2017/18. This will be the final report under the statutory
functions from the Audit Commission Act 1998 that were
delegated to PSAA on a transitional basis.

The report covers the timeliness and quality of financial
reporting, auditors’ local value for money work, and the extent
to which auditors used their statutory reporting powers.

For 2017/18, the statutory accounts publication deadline came forward by two months to 31
July 2018. This was challenging for bodies and auditors and it is encouraging that 431 (87
per cent) audited bodies received an audit opinion by the new deadline.

The most common reasons for delays in issuing the opinion on the 2017/18 accounts were:
« technical accounting/audit issues;

= various errors identified during the audi;

« insufficient availability of staff at the audited body to support the audit;

« problems with the quality of supporting working papers; and

« draft accounts submitted late for audit.

All the opinions issued to date in relation to bodies’ financial statements are unqualified, as
was the case for the 2016/17 accounts. Auditors have made statutory recommendations to
three bodies, compared to two such cases in respect of 2016/17, and issued an advisory
notice to one body.

© 2019 Grant Thornton UK LLP.

The number of qualified conclusions on value for money arrangements looks set to remain
relatively constant. It currently stands at 7 per cent (32 councils, 1 fire and rescue authority,
1 police body and 2 other local government bodies) compared to 8 per cent for 2016/17, with
a further 30 conclusions for 2017/18 still to be issued.

The most common reasons for auditors issuing qualified VFM conclusions for 2017/18 were:

« the impact of issues identified in the reports of statutory inspectorates, for example
Ofsted;

« corporate governance issues;
» financial sustainability concerns; and
« procurement/contract management issues.

All the opinions issued to date in relation to bodies' financial statements are unqualified, as
was the case for the 2016/17 accounts.

The report is available on the PSAA website:

https://www.psaa.co.uk/audit-quality/reports-on-the-results-of-auditors-work/

Public Se:
AUt Appoe

Report on the
results of
auditors’ work
2017/18

Principal local government and police bodies

PSAA Report

Challenge question:

Has your Council identified improvements to be made to
the 2018/19 financial statements audit and Value for
Money Conclusion?

Octobar 2018

ctor
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CIPFA - Financial Resilience Index plans revised

The Chartered Institute of Public Finance and Accountancy
(CIPFA) has refined its plans for a financial resilience index
for councils and is poised to rate bodies on a “suite of
indicators” following a consultation with the sector.

CIPFA has designed the index to provide reassurance to councils who are financially stable
and prompt challenge where it may be needed. To understand the sector’s views, CIPFA
invited all interested parties to respond to questions it put forward in the consultation by the
24 August.

CIPFA has also responded to concerns about the initial choice of indicators, updating the
selection and will offer authorities an advanced viewing of results.

Plans for a financial resilience index were put forward by CIPFA in the summer. It is being
designed to offer the sector some external guidance on their financial position.

CIPFA hailed the “unprecedented level of interest” in the consultation.

Responses were received from 189 parties, including individual local authorities, umbrella
groups and auditors. Some respondents called for a more “forward-looking” assessment and
raised fears over the possibility of “naming and shaming” councils.

CIPFA chief executive Rob Whiteman said with local government facing “unprecedented
financial challenges” and weaknesses in public audit systems, the institute was stepping in to
provide a leadership role in the public interest.

“Following the feedback we have received, we have modified and strengthened the tool so it
will be even more helpful for local authorities with deteriorating financial positions,” he said.

“The tool will sit alongside CIPFA's planned Financial Management Code, which aims to
support good practice in the planning and execution of sustainable finances.”

CIPFA is now planning to introduce a “reserves depletion time” category as one of the
indicators. This shows the length of time a council’s reserves will last if they deplete their
reserves at the same rate as over the past three years.

© 2019 Grant Thornton UK LLP.

The consultation response document said this new category showed that “generally most
councils have either not depleted their reserves or their depletion has been low”.

“The tool will not now provide, as originally envisaged, a composite weighted index but within
the suite of indicators it will include a red, amber, green (RAG) alert of specific proximity to
insufficient reserve given recent trajectories,” it said.

It also highlighted the broad support from the sector for the creation of the index. “There was
little dissent over the fact that CIPFA is doing the right thing in drawing attention to a matter
of high national concern,” it said.

“Most respondents agreed to the need for transparency — but a sizable number had
concerns over the possibly negative impacts of adverse indicators and many councils
wanted to see their results prior to publication.”

As such, CIPFA plans to provide resilience measurements first to the local authorities and
their auditors via the section 151 officer rather than publishing openly.

CIPFA

\local authurit&; financial

resilience index

CIPFA Consultation

Challenge question:

Has your Section 151 officer briefed members on the
Council's response to the Financial Resilience Index
consultation?

Audit Progress Report and Sector Update | March 2019

8



ICEAW Report: expectations gap

The Institute of Chartered Accountants in England and Wales
(ICEAW) has published a paper on the ‘expectation gap’ in the
external audit of public bodies.

Context:

The expectation gap is the difference between what an auditor actually does, and what stakeholders
and commentators think the auditors obligations might be and what they might do. Greater debate
being whether greater education and communication between auditors and stakeholders should
occur rather than substantial changes in role and remit of audit.

What's the problem?
+ Short-term solvency vs. Longer-term value:
+ LG & NHS: Facing financial pressures, oversight & governance pressures

* Limited usefulness of auditors reports: ‘The VFM conclusion is helpful, but it is more about
the system/arrangements in place rather than the actual effectiveness of value for money’

+  Other powers and duties: implementing public interest reports in addition to VFM

» Restricted role of questions and objections: Misunderstanding over any objections/and or
question should be resolved by the local public auditor. Lack of understanding that auditors have
discretion in the use of their powers.

+  Audit qualification not always acted on by those charged with governance: ‘if independent
public audit is to have the impact that it needs, it has to be taken seriously by those charged with
governance’

+ Audit committees not consistently effective: Local government struggles to recruit external
members for their audit committees, they do not always have the required competencies and
independence.

» Decreased audit fees: firms choose not to participate because considered that the margins
were too tight to enable them to carry out a sufficient amount of work within the fee scales.

* Impact of audit independence rules: new independence rules don't allow for external auditors
to take on additional work that could compromise their external audit role

+  Other stakeholders expectations not aligned with audit standards

© 2019 Grant Thornton UK LLP.

* Increased auditor liability: an auditor considering reporting outside of the main audit
engagement would need to bill their client separately and expect the client to pay.

Future financial viability of local public bodies

Local public bodies are being asked to deliver more with less and be more innovative and
commercial. CFOs are, of course, nervous at taking risks in the current environment and therefore
would like more involvement by their auditors. They want auditors to challenge their forward-
looking plans and assumptions and comment on the financial resilience of the organisation..

The ICAEW puts forward two solutions:

Solution a) If CFO’s want additional advisory work, rather than just the audit, they can
separately hire consultants (either accountancy firms not providing the statutory audit or
other business advisory organisations with the required competencies) to work alongside
them in their financial resilience work and challenging budget assumptions.

Solution b) Wider profession (IFAC,IAASB, accountancy bodies) should consider whether
audit, in its current form, is sustainable and fit for purpose. Stakeholders want greater
assurance, through greater depth of testing, analysis and more detailed reporting of
financial matters. It is perhaps, time to look at the wider scope of audit. For example,
could there be more value in auditors providing assurance reports on key risk indicators
which have a greater future-looking focus, albeit focused on historic data?

More information can be found in the link below (click on the cover page)

The expectations gap

Challenge question:

[ B oo S |

= ==

How effectively is the audit meeting client expectations?

Lol pueblle audié: expectatious gap
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Financial Foresight: Our sustainable solution for

cash-strapped councils

Grant Thornton’s new Financial Foresight platform helps
provide local councils with financial sustainability.

Launched in early January, Financial Foresight is a
unique platform that can help us provide financial
sustainability to under-pressure local councils, using a
combination of data, statistics and our expertise.

In December 2018, the Chartered Institute of Public Finance and Accountancy
(CIPFA) estimated that 15% of councils are showing signs of financial distress. If the
rate at which these councils are dipping into their financial reserves continues, the
National Audit Office estimates that 10% of councils will have depleted their reserves
by 2021. The latest figures from our Insights and Analytics team

suggest this could be closer to 20%.

Alarm bells started to chime at Somerset, Surrey, Lancashire and Birmingham
councils last year. Yet it was the catastrophic near-collapse of Northamptonshire
County Council - after it chose for five years not to raise council tax to cover its
spiralling costs - that shone the spotlight on this widespread problem.

Unless local councils can get to grips with the situation, we'll all feel the effects of
deeper cutbacks in public spending.

What'’s causing the problem?

After eight years of government austerity which followed the financial crash of 2008,
many councils are now digging deep into their financial reserves in order to provide
public services to their communities — from social care to fixing potholes in the road.

Pressure on funding is further impacted by rapidly rising costs — especially for
demand-led services as populations grow and age. Within just a few years, many
councils will not have any reserves left to fall back on, and some have already said
they will be unable to provide any non-statutory services at this time. Overlay Brexit
onto this situation, along with the anticipated financial pressures this will bring, and
the outlook for local authorities is extremely challenging.

© 2019 Grant Thornton UK LLP.

How can we help?

The investments we have made in analytics coupled with the commercial success of our
CFO Insights tool has enabled us to develop credible financial forecasts for every local
authority in the country. From this platform we developed Financial Foresight; a unique,
forward-looking financial analytics and forecasting platform designed to support financial
sustainability in local government.

Financial Foresight takes account of factors such as population growth, development
forecasts and demand drivers to project local authority spend, income and operating
costs. It provides a baseline view on the financial sustainability of every local authority in
England and allows leaders in each authority to benchmark their own outlook against
others. This will help councils move on from resilience — or just getting by — to financial
sustainability.

Head of Local Government Paul Dossett said: “Through Financial Foresight and our
associated strategy workshops, we can support local authorities to test and appraise a
range of financial strategies and levers to develop a plan for a sustainable future. The
critical importance of authorities understanding their financial resilience is only going to
increase, so we're proud to be leading the market with this offering.”

For more information, follow the links below:

https://www.grantthornton.co.uk/en/insights/councils-are-at-risk-but-do-they-really-know-
why/

https://www.grantthornton.co.uk/en/insights/from-resilience-to-financial-sustainability/
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Brexit Room - Increasing readiness and
resilience within your locality

Local authorities have always navigated uncertainty and
faced challenges on behalf of communities and this role
has never been more important than now. Whilst the
outcome of Brexit remains uncertain at a national level, it
is essential for councils to set a path to ensure the
continued delivery of vital services and the best possible
outcomes for their local communities and economies.
Whatever happens over the coming weeks and months,
it is important that councils identify key Brexit scenarios
and use these to frame robust local contingency plans.

From our conversations with the sector we know that local authorities are at different
stages in their preparation for this big change.

Here's a brief summary of the issues that we are seeing:
Organisations

« Engaging non-EEA nationals within the workforce to ensure they understand their
residency rights and are not receiving incorrect information from other sources

« Loss of access to key EU databases on policing and trading standards and
changes to data sharing arrangements

« Uncertainty around continuation of EU funding beyond 2020 and the
implementation of the UK Shared Prosperity Fund.

Services and suppliers
« Engaging with key suppliers to assess their risk profiles and resilience

« Dealing with the immediate strain on key services such as saocial care and trading
standards

« Potential disruption to live procurement activities and uncertainty around the
national procurement rulebook post OJEU.

© 2019 Grant Thornton UK LLP.

Place

» Considering scenarios for economic shock, the associated social impact in the short,
medium and long-term and the potential impact on local authority financial resilience

+ Potential impacts on major local employers, key infrastructure investment
programmes and transport improvements

= Civil contingencies and providing reassurance and support to residents and
businesses.

Our approach

The Brexit Room is a flexible and interactive half-day workshop designed to sharpen
your thinking on the impact Brexit could have on:

Your organisation — including considerations on workfarce, funding, and changes to
legislation

Your services and suppliers — ensuring that critical services are protected and
building resilience within supply chains

Your place — using our proprietary Place Analytics tools we will help you to understand
potential impacts on your local communities and economy and develop a place-based
response, working with partners where appropriate.

We can work with you to identify key risks and opportunities in each of these areas
whilst building consensus on the priority actions to be taken forward. You will receive a
concise and focused write-up of the discussion and action plan to help shape the next
stages of your work on Brexit.

For more information, follow the link below:

https://www.grantthornton.co.uk/insights/brexit-local-leadership-on-the-front-line/

Brexit
Challenge question:

How well advanced are your Council’'s plans for Brexit?
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Links

Grant Thornton website links

https://www.grantthornton.co.uk/

http://www.grantthornton.co.uk/industries/publicsector

https://www.grantthornton.co.uk/en/insights/a-caring-society/

https://www.grantthornton.co.uk/en/insights/care-homes-where-are-we-now/

https://www.grantthornton.co.uk/en/insights/the-rise-of-local-authority-trading-companies/

Public Sector Audit Appointments

https://www.psaa.co.uk/audit-quality/reports-on-the-results-of-auditors-work/
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