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Audit, Governance and Standards Committee Progress Report and Update — Maidstone Borough Council

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.

© 2016 Grant Thornton UK LLP. All rights reserved.
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Introduction

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

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

* Innovation in public financial management (December 2015); www.grantthornton.global/en/insights /articles/innovation-
in-public-financial-management/

. Knowmg the Ropes — Audit Cornrmttee Effectlveness Review (October 2015)

* Reforging local government: Summary findings of financial health checks and governance reviews (December 2015)
http://www.grantthornton.co.uk/en/insights/reforging-local-government/,

Members and officers may also be interested in out recent webinars:

Alternative delivery models: Interview with Helen Randall of Trowers and Hamlins, discussing L.ocal Authority Trading
Companies (LATC) and Joint Ventures (JV) in local government. http://www.grantthornton.co.uk/en/insights/ga-on-

local-authority-alternative-delivery-models -
Cyber security in the public sector: Our short video outlines questions for public sector organisations to ask in 2 LT
defending against cyber crime http://www.grantthornton.co.uk/en/insights/cybet-security-in-the-public-sector is

|

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.

© 2016 Grant Thornton UK LLP. All rights reserved.
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Progress at November 2016

2016/17 work

Fee Letter
We are required to issue a 'Planned fee letter for 2016/17' by the
end of April 2016

Accounts Audit Plan

We are required to issue a detailed accounts audit plan to the
Council setting out our proposed approach in order to give an
opinion on the Council's 2016-17 financial statements.

Interim accounts audit

Our interim fieldwork visit will include the following:

» 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

» Value for Money initial risk assessment.

Final accounts audit

Including:

» audit of the 2016-17 financial statements

» proposed opinion on the Council's accounts

» proposed Value for Money conclusion

» review of the Council's disclosures in the consolidated accounts
against the Code of Practice on Local Authority Accounting in
the United Kingdom 2016/17

© 2016 Grant Thornton UK LLP. All rights reserved.

Planned Date

April 2016

March 2017

January 2017

July 2017

Complete?

Yes

Not yet due

Not yet due

Not yet due

The 2016-17 fee letter was issued during April 2016 and confirmed a
fee of £50,475 for the 2016-17 Accounts Audit.

Comments

This will be presented to the Audit, Governance and Standards
Committee in March 2017, and will summarise the findings from our
interim visit mentioned below.

We will look to build on the interim visit performed in 2015-16 to focus
our work on those areas which have changed from the prior year.

We are planning to complete our audit by the end of July as part of the
continued transition to the earlier closedown and audit cycle that is
required from 2018.

To help the Council prepare appropriate evidence to support the
financial statements, we will provide a schedule of working papers that
we require and will discuss the implications of emerging accounting
matters with finance staff in advance of year end.

We will report the findings from our work within our Audit Findings
Report which will be presented to the Audit, Governance and
Standards Committee in September 2017
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Progress at November 2016

2016/17 work Planned Date  Complete?
Value for Money (VfM) conclusion January to July Not yet due
The Code requires auditors to satisfy themselves that; "the Council 2017

has made proper arrangements for securing economy, efficiency

and effectiveness in its use of resources".

Guidance issued by the National Audit Office 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

« Working with partners and other third parties

Following our initial assessment against these three criteria we will

then determine whether there are any Significant Risks present

which require further detailed work to be performed. The NAO

define a Significant Risk as follows: 'A matter is significant if, in the

auditor's professional view, it is reasonable to conclude that the

matter would be of interest to the audited body or the wider public’

Significance has both qualitative and quantitative aspects.

Other areas of work On-going In Progress

Meetings with Officers and others

© 2016 Grant Thornton UK LLP. All rights reserved.

Comments

We will undertake our initial Risk Assessment alongside our interim
visit so we are able to report any Significant Risks in our Audit Plan,
which is mentioned on the previous page.

We will maintain our regular schedule of meetings with key Officers,
such as meetings with the Chief Executive and the Director of Finance
and Business Improvement to ensure we are up to speed with the key
changes impacting on the Council.
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Financial sustainability of local

authorities: capital expenditure and resourcing

According to the NAO, Local
authorities in England have
maintained their overall capital
spending levels but face pressure to
meet debt servicing costs and to
maintain investment levels in their
existing asset bases.

Since 2010-11, local authorities have faced less pressure on
their resources to support capital expenditure as compared
to revenue. Although local authorities’ revenue spending
power fell by over 25 per cent in real terms from 2010-11
to 2015-16, the NAO estimates that capital grants to
authorities marginally increased from 2010-11 to 2014-15,
(excluding education).

Capital spending by authorities increased by more than
five per cent in real terms overall between 2010-11 and
2014-15, but this is uneven across local authorities and
service areas. Almost half of authorities reduced their
capital spending. Most service areas saw an increase in
capital spend with the exception of culture and leisure:
capital spending fell by 22 per cent overall in this area.

© 2016 Grant Thornton UK LLP. All rights reserved.

The NAO's report, published on 15 June, found that
authorities face a growing challenge to continue long-
term investment in their existing assets. Total spending
has remained stable, but increasingly capital activities are
focused on ‘invest to save’ and growth schemes that
cover their costs or have potential to deliver a revenue
return. Many areas of authorities’ asset management
programmes do not meet these criteria and are now seen
as a lower priority.

The report also notes that local authorities’ debt servicing
costs have grown as a proportion of revenue spending as
revenue resources have fallen. A quarter of single-tier and
county councils now spend the equivalent of 10 per cent
or morte of their revenue expenditure on debt servicing,
with metropolitan district councils being particularly
exposed.

According to the NAO, DCLG has rightly focused on
revenue issues in the 2015 Spending Review but in future
reviews will need to focus more on capital. The
Department is confident from its engagement with
authorities that revenue pressures are their main concern,
however the NAO’s analysis demonstrates that capital
costs exert significant and growing pressure on revenue
resources.

National Audit Office

The full report is available at:

https://www.nao.org.uk/report/fina
ncial-sustainability-of-local-

authorities-capital-expenditure-
and-resourcing/
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The changing face ot Corporate

Reporting

The International Integrated
Reporting Council (IIRC) have
established a global network of
public sector auditors and advisors to
share good practice and to provide
informed solutions to the corporate
reporting challenges our clients face.

We were fortunate to have the CEO of the IIRC speak at
our most recent meeting. Integrated Reporting, <IR>, is a
new approach to corporate reporting and it is building a
world-wide following in both the public and private
sectofs.

In the commercial sector, <IR> has led to improvements
in business decision making, the understanding of risks
and opportunities as well as better collaborative thinking
by boards about goals and targets..

<IR> is based on integrated thinking that results in a
report by an organisation about sustainable value creation.
It requires a more cohesive and efficient approach to
organisational reporting that draws on different reporting
strands and communicates the full range of factors that
materially affect the ability of an organisation to create
value over time.

© 2016 Grant Thornton UK LLP. All rights reserved.

By moving the focus away from only short-term,
backward looking, financial reporting, <IR> encourages
organisations to report on a broader range of measures
that link their strategic objectives to their performance.
The result is an overview of an organisation's activities
and performance in a much wider, more holistic, context.

* <IR> encourages organisations to consider whether
there are any gaps in the information that is currently
available to them, so that integrated thinking becomes
embedded in mainstream practice.

¢ <IR> is underpinned by the International <IR>
Framework published in December 2013. It is
principles- based, allowing organisations to innovate
and develop their reporting in the context of their
own regulatory framework, strategy, key drivers, goals
and objectives.

¢ <IR> is consistent with the Strategic Reports
required from UK companies, the Performance
Reports that government departments, agencies and
NHS bodies produce and the developing Narrative
Reporting in local government.

The IIRC has established a Public Sector Pioneer
Network to consider why and how the public sector can
adopt <IR>, with the end goal of improving
transparency and building trust. There is already a core of
UK organisations within this.

<Integrated Reporting>

Further information is available
on the IIRC's website
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Accounting and audit issues

Flexible use of capital receipts

DCLG has issued a Direction and Statutory Guidance on the flexible use of capital receipts to fund the revenue costs of reform projects.
The direction applies from 1 April 2016 to 31 March 2019.

The Direction sets out that expenditure which 'is incurred by the Authorities that is designed to generate ongoing revenue savings in the
delivery of public services and/or transform service delivery to reduce costs and/or transform service delivery in a way that reduces costs
or demand for services in future years for any of the public sector delivery partners' can be treated as capital expenditure.

Capital receipts can only be used from the disposals received in the years in which the flexibility is offered rather than those received in
previous years.

Authorities must have regard to the Statutory Guidance when applying the Direction.

© 2016 Grant Thornton UK LLP. All rights reserved.
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https://www.gov.uk/government/publications/final-guidance-on-flexible-use-of-capital-receipts
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Advancing closure:

the benefits to local authorities

With new regulation bringing forward
the required publishing date for
accounts local authorities must
consider the areas needed to
accelerate financial reporting.

In February 2015, regulations were laid before patliament
confirming proposals to bring forward the date by which
local authority accounts must be published in England.
From 2017-18, authorities will need to publish their
audited financial statements by 31 July, with Wales
seeking to follow a similar approach over the next few
years.

Many local government bodies are already experiencing
the benefits of advancing their financial reporting
processes and preparing their accounts early, including:

© 2016 Grant Thornton UK LLP. All rights reserved.

raising the profile of the finance function within the
organisation and transforming its role from a back office
function to a key enabler of change and improvement
across the organisation;

high quality financial statements as a result of improved
quality assurance arrangements;

greater certainty over in-year monitoring arrangements and
financial outturn position for the year, supporting members
to make more informed financial decisions for the future;

improved financial controls and accounting systems,
resulting from more efficient and refined financial
processes; and

allowing finance officers more time to focus on forward
looking medium term financial planning and
transformational projects, to address future financial
challenges.

While there is no standard set of actions to achieve faster
close there are a number of consistent key factors across the
organisations successfully delivering accelerated closedown
of their accounts, which our report explores in further
details:

Enabling sustainable change requires committed leadership
underpinned by a culture for success

Efficient and effective systems and processes are essential

Auditors and other external parties need to be on board and
kept informed throughout

Grant Thornton reports

° Grant Thomton
A= v

ot e g omth

Advancing closure

u

http://www.grantthornton.co.uk/en
/insights/advancing-closure-the-
benefits-to-local-authorities/
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Under the skin:

Stories that explore the culture of place

Our towns, counties and cities have We have hosted two round tables with local autborlty CEO.s,
. X . leaders and others, to consider how local authority leadership
their own Compeﬂlﬁg and flCle needs to change if it is to take local culture into account.

varied cultures. There are shared and Although the term culture of place is heavily subjective our

sometimes contested values. local initial conversations suggest there are some common themes
b

. . . occurting.
traditions, behaviours and drivers for

© Grant Thomton Ve

* The place leader is the story teller — leaders need to be more As it for growth
change. Culture evokes memory and deliberate in their storytelling, helping communities make sense

identity. It affects how we feel about of a complex world, the past, present ad possible futures

: ' * Being clear about what they want to see — there is a strong U ¢ l’ ert / he s /’3 Z n:
where we live and work and what's need to create an environment that gives people permission to .
pOSSlblC, It can be a set of stories care, to be innovative, to take action themselves, to adapt and Yories ia R0
experiment

describing how we do things around

. . . . * Socio-economic situations often drive the culture — the
here, bringing out the best in us — like

uniqueness of socio-economic factors leads to a recognition

our history and heritage — but also that one place will never be like another — and, in fact, should
. . not aspite to be so - instead tailoring their approach to the

preventing us from moving forward. ateas specific strengths.

With local authorities increasingly adopting a place- * It's all about context — areas within Britain can be local,

shaping role we’re exploring how culture impacts on the national and international all at the same time, learning to live

sector’s ability to facilitate and support a vibrant with, and get the best advantage from, what's on out dootstep

economy. is key.

More information on this area can be found via the link

attached: http:/Aww.grantthornton.co.uk/en

finsights/culture-of-place/

© 2016 Grant Thornton UK LLP. All rights reserved. 13
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Website Relaunch

We have recently launched our new-look website. e Local govemment Local govemment
Our new homepage has been optimised for . . Local government Reforging local
viewing across mobile devices, reflecting the Innovation in :::c:irﬁ;]ll;ouci?:ft; PR Eem
increasing trend for how people choose to access public financial S s

information online. We wanted to make it easier management

to learn about us and the services we offet.

You can access the page using the link below —
http:/ /www.grantthornton.co.uk/industries /public-
sector/

7l
"“ \\

Ui

Local government Vibrant places Local g(wemmem

How Shropshire Council Growing healthy

delivers services using communities: Health 1

an LATC and Wellbeing Index UnderStandlng
> Read more > Read more the tax
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