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Introduction

Barrie Morris
Engagement Lead
T 0117 305 7708
M 07771 976684
E Barrie.Morris@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:
•

a summary of emerging national issues and developments that may be relevant to you as a Combined 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)

Michelle Burge
Engagement Manager
T 0117 305 7886
M 07825 028771
E Michelle.Burge@uk.gt.com

© 2018 Grant Thornton UK LLP. Confidential and information only.

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. Click on the Grant Thornton logo
to be directed to the website 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 10 April 2018

Financial Statements Audit

Value for Money

Other areas

We have started planning for the 2017/18 financial
statements audit and have issued a detailed audit
plan, setting out our proposed approach to the audit
of the Authority’s 2017/18 financial statements.

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 Authority has made
proper arrangements for securing economy, efficiency
and effectiveness in its use of resources".

Meetings

We commenced our interim audit in March 2018. Our
interim fieldwork visit includes:
•

Review of the Authority’s control environment

•

Understanding of financial systems

•

Early work on emerging accounting issues

•

Early substantive testing

The findings from our interim audit are summarised at
page 6 to 9.

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:

We met with the Interim Director of Investment and
Corporate Services in January and April 2018 as part of
our quarterly liaison meetings to discuss the Authority’s
strategic priorities and plans, emerging financial
reporting developments and to ensure the audit process
is smooth and effective.
We have met with the finance team and PWC (who have
been appointed to develop and deliver the financial
statements) to discuss the preparation of the accounts
and emerging issues to consider in advance of the final
accounts audit.

•Informed decision making

Events

The statutory deadline for the issue of the 2017/18
opinion is 31 July 2018. We are discussing our plan
and timetable with officers.

•Sustainable resource deployment

The final accounts audit is due to begin on the 25
June with findings reported to you in the Audit
Findings Report by the deadline of July 2018.

We made our initial risk assessment to determine our
approach in January 2018 and reported this to you in our
Audit Plan.

We provide a range of workshops, along with network
events for members and publications to support the
Council. A member of your finance team attended our
financial Reporting Workshop held in February at our
Bristol office. Our workshops are designed and delivered
by our highly experienced public sector assurance team
and help officers prepare for the financial statements
audit by highlighting potential risk areas and providing
an opportunity for discussion and questions.

•Working with partners and other third parties

We will report our work in the Audit Findings Report and
give our Value For Money Conclusion by the deadline in
July 2018.

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

© 2018 Grant Thornton UK LLP. Confidential and information only.
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Audit Deliverables

2017/18 Deliverables

Planned Date

Status

Accounts Audit Plan

January 2018

Complete

April 2018

In Progress

July 2018

Not yet due

July 2018

Not yet due

August 2018

Not yet due

We are required to issue a detailed accounts audit plan to the Audit Committee setting out our
proposed approach in order to give an opinion on the Authority’s 2017-18 financial statements.
Interim Audit Findings
We will report to you the findings from our interim audit within our Progress Report.
Audit Findings Report

The Audit Findings Report will be reported to the July Audit Committee.
Auditors Report
This is the opinion on your financial statement, annual governance statement and value for money
conclusion.
Annual Audit Letter
This letter communicates the key issues arising from our work.

© 2018 Grant Thornton UK LLP. Confidential and information only.
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Results of Interim Audit Work
The findings of our interim audit work, and the impact of our findings on the accounts audit approach, are summarised in the table below:

Internal audit

Work performed

Conclusions and recommendations

We have completed a high level review of internal audit's overall arrangements.
Our work has not identified any issues which we wish to bring to your attention.

Overall, we have concluded that the internal audit service provides
an independent and satisfactory service to the Combined Authority
and that internal audit work contributes to an effective internal
control environment.
At the time of reporting internal audit's work on the Combined
Authority’s key financial systems have not been finalised. We will
review these reports when finalised and report any significant
weaknesses impacting on our responsibilities in the Audit Findings
Report.

Entity level controls

We have obtained an understanding of the overall control environment relevant to
the preparation of the financial statements including:
•

Communication and enforcement of integrity and ethical values

•

Commitment to competence

•

Participation by those charged with governance

•

Management's philosophy and operating style

•

Organisational structure

•

Assignment of authority and responsibility

•

Human resource policies and practices

© 2018 Grant Thornton UK LLP. Confidential and information only.

Our work has identified no material weaknesses which are likely to
adversely impact on the Authority’s financial statements.
At the time of reporting we are still documenting our understanding
of some elements of assignment of authority and responsibility.
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Review of information
technology controls

Walkthrough testing

Work performed

Conclusions and recommendations

We performed a high level review of the general IT control environment, as part
of the overall review of the internal controls system.

Our work has identified no material weaknesses which are likely to
adversely impact on the Authority’s financial statements.

We have relied on some information from work undertaken as part of the audit
of Bath and North East Somerset Council who host the Combined Authority’s IT
systems.

We have undertaken walkthrough tests of the Authority’s controls operating in
areas where we consider that there is a risk of material misstatement to the
financial statements. These areas are Operating Expenditure and Employee
Remuneration.

Our information system specialist will be undertaking a detailed
review of the IT controls at Bath and North East Somerset Council
(including controls applicable to the Combined Authority) which we
shall report on in the Audit Findings Report.

At the time of reporting our work has not identified any weaknesses
which impact on our audit approach.

We will report on the results of the Employee Remuneration
walkthrough in the Audit Findings report.

We are waiting on further information in relation to Employee Remuneration to
complete the walkthrough test for this risk area.
Our work has not identified any issues which we wish to bring to your attention.
Internal controls have been implemented by the Combined Authority in
accordance with our documented understanding.

Journal entry controls

We have reviewed the Authority’s journal entry policies and procedures as part
of determining our journal entry testing strategy and have not identified any
material weaknesses which are likely to adversely impact on the Authority’s
control environment or financial statements.

© 2018 Grant Thornton UK LLP. Confidential and information only.

During our final audit visit we will extract ‘unusual’ journals from the
full 12 months (including year-end adjusting journals) and further
review these.
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Work performed

Conclusions and recommendations

Shared service
arrangements

We have performed a high level review of the shared service arrangements
with Bath and North East Somerset Council.

Overall we have established that there are suitable arrangements
in place for Bath and North East Somerset to supply financial and
procurement services.

Early substantive
testing

We have commenced substantive testing for months 1-10 on the following
areas:

Value for Money

Our work in this area has not identified any issues that we wish to bring to your
attention.

•

Operating expenditure (including £9.6m of concessionary fares expenditure)

•

Grant expenditure

•

Employee remuneration

•

Property, plant and equipment additions

Our audit work to date has not identified any significant issues for
reporting.

We will complete testing of months 11-12 transactions during our
final visit in June 2018.

Our risk assessment regarding your arrangements to secure value for money
identified the following VFM significant risks:

We made our initial risk assessment to determine our approach in
January 2018 and reported this to you in our Audit Plan.

• Financial planning and development of Medium Term Financial Plan to
support the Combined Authority’s strategic objectives.

We will report our detailed findings in our Audit Findings Report.

• Measuring and monitoring of the performance and progress of the Combined
Authority in achieving it’s priorities and objectives.

© 2018 Grant Thornton UK LLP. Confidential and information only.
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Sector Update

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,
local government 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 and
general purposes committee members, as well
as any accounting and regulatory updates.

© 2018 Grant Thornton UK LLP. Confidential and information only.

•

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
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Public Sector Audit Appointments: Report on the
results of auditors’ work 2016/17
This is the third report on the results of auditors’ work at local
government bodies published by PSAA. It summarises the
results of auditors’ work at 497 principal bodies and 9,752
small bodies for 2016/17. 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.
The timeliness and quality of financial reporting for 2016/17, as reported by auditors,
remained broadly consistent with the previous year for both principal and small bodies.
Compared with 2015/16, the number of principal bodies that received an unqualified audit
opinion by 31 July showed an encouraging increase. 83 principal bodies (17 per cent)
received an unqualified opinion on their accounts by the end of July compared with 49 (10
per cent) for 2015/16. These bodies appear to be well positioned to meet the earlier statutory
accounts publication timetable that will apply for 2017/18 accounts.

The number of qualified conclusions on value for money arrangements has remained
relatively constant at 7 per cent (30 councils, 2 fire and rescue authorities and 1 other local
government body) compared to 8 per cent for 2015/16. The most common reasons for
auditors issuing non-standard conclusions on the 2016/17 accounts were:
•

the impact of issues identified in the reports of statutory inspectorates;

•

corporate governance issues; and

•

financial sustainability.

The latest results of auditors’ work on the financial year to 31 March 2017 show a solid
position for the majority of principal local government bodies. Generally, high standards of
financial reporting are being maintained despite the financial and service delivery challenges
currently facing local government.

Less positively, the proportion of principal bodies where the auditor was unable to issue the
opinion by 30 September increased compared to 2015/16. Auditors at 92 per cent of councils
(331 out of 357) were able to issue the opinion on the accounts by 30 September 2017,
compared to 96 per cent for the previous year. This is a disappointing development in the
context of the challenging new reporting timetable from 2017/18. All police bodies, 29 out of
30 fire and rescue authorities and all other local government bodies received their audit
opinions by 30 September 2017.

© 2018 Grant Thornton UK LLP. Confidential and information only.
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Changes to the prudential framework of capital
finance
The Ministry of Housing Communities and Local Government
has updated the Local Authority Investments Guidance and
the Minimum Revenue following its publication of consultation
responses on 2 February 2018.
A total of 213 consultation responses were received by the MHCLG by the 22 December
2017 deadline from across local government. Following consideration of the responses the
Government has:
•
•
•
•

made some technical changes to the Investments Guidance and MRP Guidance
amended proposals relating to useful economic lives of assets
implemented the Investments Guidance for 2018-19, but allowed flexibility on when the
additional disclosure first need to be presented to full Council
deferred implementation of MRP Guidance to 2019-20 apart from the guidance
“Changing methods for calculating MRP”, which applies from 1 April 2018.

Key changes are noted below.
Statutory Guidance on Local Authority Investments
Transparency and democratic accountability – the revised guidance retains the
requirement for an Investment Strategy to be prepared at least annually and introduces
some additional disclosures to improve transparency. However, as the changes to the
CIPFA Prudential Code include a new requirement for local authorities to prepare a Capital
Strategy, the revised guidance allows the matters required to be disclosed in the Investment
Strategy to be disclosed in the Capital Strategy.
Principle of contribution – the consultation sought views on the introduction of a new
principle requiring local authorities to disclose the contribution that non-core investments
make towards core functions. Authorities’ core objectives include ‘service delivery objectives
and/or placemaking role.’ This clarification has been made to recognise the fact that local
authorities have a key role in facilitating the long term regeneration and economic growth of
their local areas and that they may want to hold long term investments to facilitate this.
Introduction of a concept of proportionality – the Government is concerned that some
local authorities may become overly dependent on commercial income as a source of
revenue for delivering statutory services. The consultation sought views on requiring local
authorities to disclose their dependence on commercial income to deliver statutory services
and the amount of borrowing that has been committed to generate that income. A majority of
respondents supported the introduction of a concept of proportionality, recognising the
importance that local authorities make decisions based on an understanding of the overall
risk that they face.
© 2018 Grant Thornton UK LLP. Confidential and information only.

Borrowing in advance of need – by bringing non-financial investments (held primarily or
partially to generate a profit) within the scope of the Investments Guidance, the consultation
proposals made it clear that borrowing to fund acquisition of non-financial assets solely to
generate a profit is not prudential. The Investment Guidance requires local authorities who
have borrowed in advance of need solely to generate a profit to explain why they have
chosen to disregard statutory guidance. It is also important to note that nothing in the
Investment Guidance or the Prudential Code overrides statute, and local authorities will still
need to consider whether any novel transaction is lawful by reference to legislation.
Minimum Revenue Provision Guidance
The consultation sought views on proposals to update the guidance relating to MRP to
ensure local authorities are making prudent provision for the repayment of debt.
Meaning of a charge to the revenue account – the Government does not believe that
crediting the revenue account is either prudent or within the spirit of the approach set out in
the relevant Regulations. For this reason a charge to the account should not be a negative
charge.
Impact of changing methods of calculating MRP – the Government does not expect any
local authority to recalculate MRP charged in prior years due to the proposed changes in
methodology.
Introduction of a maximum economic life of assets – the
consultation sought views on setting a maximum useful
economic life of 50 years for freehold land and 40 years for
other assets. The MRP Guidance will set a maximum life of 50
years, but allow local authorities to exceed this where the
related debt is PFI debt with a longer term than 50 years, or
where a local authority has an opinion from an appropriately
qualified person that an operational asset will deliver benefits
for more than 50 years.

Changes to capital finance framework
Challenge question:
Has your Chief Finance Officer briefed members on the impact of the
changes to the prudential framework of capital finance?
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CIPFA publications - The Prudential Code and
Treasury Management Code
CIPFA have published an updated ‘Prudential Code for
Capital Finance in Local Authorities’. Key developments
include the introduction of more contextual reporting
through the requirement to produce a capital strategy
along with streamlined indicators.

CIPFA have also published an updated Treasury
Management in the Public Services: Code of Practice
and Cross-Sectoral Guidance Notes. The Code provides
a framework for effective treasury management in public
sector organisations.

The framework established by the Prudential Code should support local strategic
planning, local asset management planning and proper option appraisal. The
objectives of the Prudential Code are to ensure, within this clear framework, that the
capital investment plans of local authorities are affordable, prudent and sustainable.

The Code defines treasury management as follows:

Local authorities are required by regulation to have regard to the Prudential Code
when carrying out their duties in England and Wales under Part 1 of the Local
Government Act 2003, in Scotland under Part 7 of the Local Government in Scotland
Act 2003, and in Northern Ireland under Part 1 of the Local Government Finance Act
(Northern Ireland) 2011.
Since the Prudential Code was last updated
in 2011, the landscape for public service
delivery has changed significantly following
the sustained period of reduced public
spending and the developing localism
agenda. It reflects the increasing diversity in
the sector and new structures, whilst
providing for streamlined reporting and
indicators to encourage better understanding
of local circumstances and improve decision
making.
.
The introduction of a capital strategy allows
individual local authorities to give greater
weight to local circumstances and explain
their approach to borrowing and investment.
The Code is available in hard copy and
online.
© 2018 Grant Thornton UK LLP. Confidential and information only.

The management of the organisation’s investments and cash flows, its banking,
money market and capital market transactions; the effective control of the risks
associated with those activities; and the pursuit of optimum performance consistent
with those risks.
It is primarily designed for the use of local authorities (including police and crime
commissioners and fire authorities), providers of social housing, higher and further
education institutions, and the NHS. Local authorities in England, Scotland and Wales
are required to ‘have regard’ to the Code.
Since the last edition of the TM Code was published in 2011, the landscape for public
service delivery has changed significantly following the sustained period of reduced
public spending and the developing localism agenda.
There are significant treasury management portfolios within the public
services, for example, as at 31 March 2016, UK local authorities had
outstanding borrowing of £88bn and investments of £32bn
The Code is available in hard copy and online .

CIPFA Publication
Challenge question:
Has your Chief Finance Officer briefed members on the
impact of the changes to the prudential code?
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Overview of the General Data Protection
Regulation (GDPR)
What’s next?

What is it?
The GDPR is the most significant development in data protection for 20 years. It
introduces new rights for individuals and new obligations for public and private
sector organisations.

How will this affect
you?

What organisations
need to do by May
2018




Many public sector organisations have already developed strategic plans to
implement the GDPR, which require policy, operational, governance and
technology changes to ensure compliance by 25th May 2018.

All organisations that process personal data will be affected by the GDPR.

The definition of 'personal data' has been clarified to include any data that can identify a living individual, either directly or
indirectly. Various unique personal identifiers (including online cookies and IP addresses) will fall within the scope of personal
data



Local government organisations need to be able to provide evidence of completion of their GDPR work to internal and external
stakeholders, to internal audit and to regulators.



New policies and procedures need to be fully signed off and operational.

Organisation Accountability

Notifications and Rights

 Organisations must document their assurance
 Organisations must notify significant data
procedures, and make them available to regulators
breaches to regulators within 72 hours
 Some organisations need to designate a Data
 Organisations must explain to individuals what
Protection Officer, who has expert knowledge of data
their rights over their personal information are and
protection law
how it is being processed and protected

Questions for your organisation:

Claims and Fines
 For the most serious data breaches, privacy
regulators can impose penalties of up to €20
million on public sector organisations,
 Individuals and representative organisations can
claim compensation for infringements of data
protection law

• Can your organisation erase personal data effectively?
• Have you appointed a Data Protection Officer if required to have one?
• How will your organisation ensure citizens know how their data is being used and whether it’s being shared with other
organisations?

© 2018 Grant Thornton UK LLP. Confidential and information only.
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Commercial Healthcheck: commercial
investments and governance
Our latest healthcheck report was launched at CIPFA’s
Income Generation Summit in November. It is part of our ‘The
Income Spectrum’ series, giving leaders of local government
and public services insights into why and how local authorities
are changing their approach to commercialisation, some of
the related governance and risk management issues, and the
latest innovation trends with case studies ranging from Angus
and Luton to Oldham and Stirling.
The research shows that councils need to do more than simply adhere to the drafted rules to
ensure an approach to commercialisation that balances outcomes and risks. The report
therefore also includes a healthcheck diagnostic tool designed to give local government
leaders extra comfort and confidence that they are pursuing a suitably balanced approach
Governance of commercial commitments is key to building confidence in the path to financial
sustainability. The CIPFA code is the sector’s primary rule book for treasury management
and is expected to place a stronger emphasis on how councils will balance security, liquidity
and return.

Key findings from the report include:
•

While property has tended to be the focus, it is just one of a number of areas of activity.
In the past year, borrowing includes £4.8 billion on bonds and commercial paper, and
investment includes £7 billion in inter-authority lending (Investment in property for
councils is a growing trend – a third of councils have done so since 2010, spending more
than £2.4 billion between them, but this is the not the only major area of investment
activity)

•

More entrepreneurial councils are adopting innovative approaches such as place-based
market offerings, working together locally to add social value and cross-boundary
franchising
•

For many councils, investing in commercial assets is key
to developing anchor institutions that contribute to place
– ranging from airports, business parks and forestry to
GP surgeries and cinemas
• A ‘beyond compliance’ approach to governance of
commercial activities is required by progressive councils
wanting to do more with less
Click on the report cover to download and read more

Grant Thornton Publication
Challenge question:
Is your Authority considering the risks and governance
issues for its commercialisation agenda?

© 2018 Grant Thornton UK LLP. Confidential and information only.
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Through a local lens: SOLACE summit 2017

The Industrial Strategy matters to places but places also matter to the Industrial Strategy.
This was a strong message coming out of discussions at the
recent SOLACE (Society of Local Authority Chief Executives)
summit where we facilitated 100 local authority CEOs and
senior leaders to consider how the Industrial Strategy could
be brought to life at a local level.
For some time now we have engaged in an ongoing and
inclusive dialogue with communities and business, local
authority and third sector leaders from across the country, to
share aspirations, ideas and insight focused on building a
vibrant economy for the UK. These discussions have helped
to form the basis of our Vibrant Economy ‘Blueprint for the
UK’ and they will go on to inform our recommendations to
Government around a place-based approach to the Industrial
Strategy.

Using the appreciative inquiry technique, we discussed the following questions:

What role would leaders and local
institutions be playing if they were delivering
positive outcomes from the industrial
strategy?

Looking ahead and considering our diverse
local authority agendas, the industrial
strategy and surrounding policy landscape
what aspects might work well for everyone?

This year’s summit provided us with an invaluable opportunity
to take this dialogue further.
We focused on the integral role local government will have in
delivering the Industrial Strategy. Delegates applied a local
lens to the national growth agenda, encouraging them to
consider what strategies and approaches were already
working in their place; what they could be doing more of to
support growth in their area, and how they could steer the
Industrial Strategy agenda from a local level.

© 2018 Grant Thornton UK LLP. Confidential and information only.

You can see and hear what delegates thought on our website
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Links
Grant Thornton website links
https://www.grantthornton.co.uk/
http://www.grantthornton.co.uk/industries/publicsector
http://www.grantthornton.co.uk/en/insights/commercial-healthcheck-in-local-authorities/

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

MHCLG website links
https://www.gov.uk/government/consultations/proposed-changes-to-the-prudential-framework-of-capital-finance
https://www.gov.uk/government/publications/capital-finance-guidance-on-local-government-investments-second-edition
https://www.gov.uk/government/publications/capital-finance-guidance-on-minimum-revenue-provision-third-edition

CIPFA website link
http://www.cipfa.org/policy-and-guidance/publications/t/the-prudential-code-for-capital-finance-in-local-authorities-2017-edition-book
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