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Executtve summary

Purpose of this letter
Our Annual Audit Letter (Letter) summarises the key findings arising from the
work that we have carried out at Bromsgrove District Council (the Council) for

the year ended 31 March 2016.

This Letter is intended to provide a commentary on the results of our work to the
Council and its external stakeholders, and to highlight issues that we wish to draw
to the attention of the public. In preparing this letter, we have followed the
National Audit Office NAO)'s Code of Audit Practice (the Code) and Auditor
Guidance Note (AGN) 07 — 'Auditor Reporting'.

We reported the detailed findings from our audit work to the Council's Audit,
Standards and Governance Committee as those charged with governance in our
Audit Findings Report on 15 September 2016.

Our responsibilities

We have carried out our audit in accordance with the NAO's Code of Audit

Practice, which reflects the requirements of the Local Audit and Accountability

Act 2014 (the Act). Our key responsibilities are to:

* give an opinion on the Council's financial statements (section two)

* assess the Council's arrangements for securing economy, efficiency and
effectiveness in its use of resources (the value for money conclusion) (section
three).

In our audit of the Council's financial statements, we comply with International

Standards on Auditing (UK and Ireland) (ISAs) and other guidance issued by the

NAO.
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Our work

Financial statements opinion

We issued an unqualified opinion on the Council's financial statements on 27
September 2016.

Other Statutory Powers

We have not identified any issues that have required us to apply our statutory
powers and duties under the Act in 2015/16. We have however considetred the
Council's response to the statutory recommendations we issued in 2014/15.

At the end of our 2014/15 audit we issued statutoty recommendations requiting
the Council to improve its:

* arrangements for the production of its financial statements;

* arrangements for the preparation of its budget; and

* its budget monitoring processes.

Although we have not issued statutory recommendations this year, we have
qualified our value for money conclusion on matters relating to progress in
implementing these recommendations.

The key actions we expect the Council to take to fully address our statutory

recommendations are:

* further improve the quality and timeliness of financial statements production to
achieve the earlier closedown and audit timetables in 2018

* improve the reporting of the annual budget and Medium Term Financial
Strategy to Members, specifically making clear the impact of proposals on the
level of reserves and balances

* improve the clarity and consistency of in year budget reporting, ensuring that
both the actual and forecast variances from the approved budget and being
taken to address budget variances are reported are clearly quantified.



Value for Money

We issued a qualified 'except for' value for money conclusion on 27 September
2016.

We concluded that there are weaknesses in the Councils arrangements for:

* reliable and timely financial reporting that supports the delivery of strategic
purposes; and

* planning finances effectively to support the sustainable delivery of strategic
purposes and maintain statutory functions

We also concluded that there is a failure in governance arrangements as these issues
are due our 2014/15 statutoty recommendations not being fully implemented.

Certificate
We certified that we had completed the audit of the accounts of Bromsgrove

District Council in accordance with the requirements of the Code on 27 September
2016.

Certification of grants

We also carry out work to certify the Council's Housing Benefit subsidy claim on
behalf of the Department for Work and Pensions. Our work on this claim is not yet
complete and will be finalised by 30 November 2016. We will report the results of
this work to the Audit, Standards and Governance Committee in our Annual
Certification Letter.

We would like to record our appreciation for the assistance and co-operation

provided to us during our audit by the Council's staff, in particular the Director of
Finance and Resources and her team.

Grant Thornton UK LLP

October 2016

©2016 Grant Thornton UK LLP | The Annual Audit Letter for Bromsgrove District Council | October 2016



Audit of the accounts

Our audit approach

Materiality

In our audit of the Council's accounts, we use the concept of materiality to
determine the nature, timing and extent of our work, and in evaluating the results
of our work. We define materiality as the size of the misstatement in the financial
statements that would lead a reasonably knowledgeable person to change or
influence their economic decisions.

We determined materiality for our audit of the Council's accounts to be £629,000
which is 1.5 per cent of the Council's gross revenue expenditure. We used this
benchmark, as in our view, users of the Council's accounts ate most interested in
how the Council has spent the income it has raised from taxation and grants
during the year.

We also set a lower level of specific materiality for certain areas such as cash,
senior officer remuneration, auditors remuneration and related parties. We did not
set a separate materiality threshold, but undertook more extensive testing on these
areas.

The scope of our audit

Our audit involves obtaining enough evidence about the amounts and disclosures
in the financial statements to give reasonable assurance that they are free from
material misstatement, whether caused by fraud or error.

This includes assessing whether:

* the Council's accounting policies are appropriate, have been consistently
applied and adequately disclosed;

* significant accounting estimates made by management are reasonable; and

* the overall presentation of the financial statements gives a true and fair view.
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We carry out our audit in line with ISAs and the NAO Code of Audit Practice.
We believe the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Our audit approach was based on a thorough understanding of the Council's
business and is risk based. We identified key risks and set out overleaf the work
we performed in response to these risks and the results of this work.



Audit of the accounts

These are the risks which had the greatest impact on our overall strategy and where we focused more of our work.

Risks identified in our audit plan

How we responded to the risk

The revenue cycle includes fraudulent transactions

Under ISA (UK&I) 240 there is a presumed risk that revenue
may be misstated due to the improper recognition of revenue.

This presumption can be rebutted if the auditor concludes that
there is no risk of material misstatement due to fraud relating
to revenue recognition.

Having considered the risk factors set out in ISA240 and the nature of the revenue streams at Bromsgrove
District Council, we have determined that the risk of fraud arising from revenue recognition can be rebutted,
because:

there is little incentive to manipulate revenue recognition

opportunities to manipulate revenue recognition are very limited; and

the culture and ethical frameworks of local authorities, including Bromsgrove District Council, mean that all
forms of fraud are seen as unacceptable.

Our audit work has not identified any issues in respect of revenue recognition.

Management over-ride of controls

Under ISA (UK&I) 240 it is presumed that the risk of
management over-ride of controls is present in all entities.

Our work included

review of entity controls
testing of journal entries
review of accounting estimates, judgements and decisions made by management

review of unusual significant transactions.

Our audit work did not identify any issues in respect of journals.

The Council struggled to produce reports with the required information, delaying the completion of our audit work.
This is in part due to the overly complex ledger structure.

Production of the 2015/16 financial statements

Due to the issues identified in the audit of the 2014/15 financial
statements we issued statutory recommendations to strengthen
the production process for 2015/16.

We have

examined the accounts closedown process and the controls in place to ensure materially accurate accounts
are produced

had regular and early discussions with the finance team on the key accounting issues such as the valuation of
Parkside and classification of investment properties

We found that

the draft accounts were submitted by the 30th June 2016 deadline.

the quality and timeliness of the working papers supporting the accounts was better than the previous year
and the resolution of queries was more efficient. There are, however, some areas that continue to be
problematic.

the Council needs to continue with this progress to ensure it can meet the earlier closedown and audit
timetables in 2018.
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Audit of the accounts

Risks identified in our audit plan

How we responded to the risk

Valuation of Parkside

During 2015/16 the Council moved into the refurbished Parkside
building. The Council paid half of the refurbishment costs which
was managed by the County Council. For 2015/16 the financial
statements should reflect this as an operational asset and be
valued accordingly. The accounting treatment should be
consistent with that of the County Council.

We have

e examined the controls in place to ensure a materially accurate valuation is produced
e examined title deeds and other legal documentation

» reviewed the Council's instructions to the valuer

« agreed the value included in the financial statements to the valuer's report

Our audit work has not identified any issues in respect of the valuation of Parkside within the financial
statements.

Valuation of Bromsgrove Council Offices

As at the year end the Councils old offices will be classified as a
surplus asset. The new accounting standard IFRS 13 will apply
and the land and buildings will need to be revalued. This
valuation could be significantly different to its current carrying
value.

We have

e examined the controls in place to ensure materially accurate valuation is produced
e reviewed the instructions to the valuer

» agreed the value included in the financial statements to the valuer's report

Our audit work has not identified any issues in respect of the valuation of the Council's old offices within the
financial statements.

Valuation of pension fund net liability

The Council's pension fund asset and liability as reflected in its
balance sheet represent significant estimates in the financial
statements.

We have:

e documented the key controls put in place by management to ensure that the pension fund liability was not
materially misstated

e completed walkthrough tests of key controls to they were as expected and mitigate the risk of material
misstatement in the financial statements

* reviewed the competence, expertise and objectivity of the actuary who carried out the Council's pension fund
valuation

e gained an understanding of the basis on which the IAS 19 valuation was carried out, undertaking procedures
to confirm the reasonableness of the actuarial assumptions made

e reviewed the consistency of the pension fund asset and liability and disclosures in notes to the financial
statements with the actuarial report from your actuary.

Our audit work did not identify any issues in resect of the valuation and disclosure of the pension fund net liability.
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Audit of the accounts

Audit opinion
We gave an unqualified opinion on the Council's accounts on 27 September 2016,
in advance of the 30 September 2016 national deadline.

In previous years we have commented on the qualitative aspects of the Council's
financial statement production, in particular the number of errors in the draft

statements, delays in responding to audit issues and the quality of working papers.

We issued statutory recommendations at the conclusion of our 2014/15 audit
which included improving the arrangements for the production of the financial
statements.

Revised financial statement production arrangements were put in place by the

Executive Director of Finance and Resources for 2015/16. These arrangements

* ensured the accounts were submitted by the 30 June 2016 deadline

* improved the quality of the accounts presented for audit and the timeliness of
and quality of many of the working papers

* ensured audit queries were resolved promptly.

Although overall financial statement production arrangements have improved,
turther improvements are needed to meet the revised statutory deadline in 2018

Issues arising from the audit of the accounts

We reported the key issues from our accounts audit in our Audit Findings report
and presented this to the Council's Audit, Standards and Governance Committee
on 16 September 2016.
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Annual Governance Statement and Narrative Report

We are also required to review the Council's Annual Governance Statement and
Narrative Report, which were published on the website with the draft accounts
in line with the national deadlines.

Significant governance issues were not adequately explained in the draft version
of the Council's Annual Governance Statement. We agreed with the Executive
Director of Finance and Resources that amendments would be made to give
more information regarding the responses to our statutory recommendations.



Other statutory powers and duties

Other statutory duties

We also have additional powers and duties under the Act, including powers to
issue a public interest report, make written recommendations, apply to the Court
for a declaration that an item of account is contrary to law, and to give electors the
opportunity to raise questions about the Council's accounts and to raise objections
received in relation to the accounts.

We have not identified any issues that have required us to apply our statutory
powers and duties under the Act in 2015/16. We have however considered the
Council's response to the statutory recommendations we issued in 2014/15.

At the end of the 2014/15 audit we issued four statutory recommendations. These

were:

* The Council should put in place robust arrangements for: the production of the
2015/16 financial statements, which meet statutory requitements and
international financial reporting standards.

* The Council should develop a comprehensive project plan for the preparation
of the accounts

* The Council should put in place robust arrangements for the preparation of its
budget

* The Council should ensure that budget monitoring processes are timely to
enable an accurate forecast to be made in-year of the likely year-end outturn
and action to be taken, where necessary, to address budget variances

We have issued a qualified value for money conclusion on matters relating to
progress on implementing two of these recommendations.
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The key actions we expect the Council to take to fully address our statutory

recommendations are:

* further improve the quality and timeliness of financial statements production to
achieve the eatlier closedown and audit timetables in 2018

* improve the reporting of the annual budget and Medium Term Financial
Strategy to Members, specifically making clear the impact of recommendations
on the level of reserves and balances

* improve the clarity and consistency of in year budget reporting, ensuring that
both the actual and forecast variances from the approved budget and actions
taken or being taken to address budget variances are reported are clearly
quantified.

Further details are set out on pages 10 and 11.



Other statutory powers and duties

We set out below details of other matters which we, as auditors, ate required by the Act and the Code to communicate to those charged with governance. In 2014/15
we issued 4 recommendations under section 11 (3) of the Audit Commission Act 1998 to which we required a formal response. Those responses and out assessment are
below

1 The Council should put in place robust arrangements for the We found that the Council had put in place improved arrangements for the
production of the 2015/16 financial statements, which meet statutoty production of its financial statements which met the statutory deadlines and
requirements and international financial reporting standards. international financial reporting standards. The arrangements in place included

* A detailed project plan subject to review by the Executive Director of
In order to achieve this the Council should: Finance and Resources
- ensure sufficient resources and specialist skills are available to support  ® Specific in house training from CIPFA and attendance at a number of
the accounts production external events

- introduce appropriate project management skills to the production of
the financial Statements.

Additional experienced external assistance to support the finance team.

Whilst this is a significant achievement given the issue identified in the prior
year the Council needs to continue with this progress to ensure it can meet the
eatlier closedown and audit timetables in 2018.

2 The Council should develop a comprehensive project plan for the We found that the Council had developed a detailed project plan that ensured

preparation of the accounts which ensures that: that

* the financial statements are compiled directly from the ledger * the financial statements were complied directly from the ledger

* the entries in the accounts are supported by good quality working * entries in the financial statements were supported by working papers which
papers which are available at the start of the audit we were available at the start of the audit.

* the financial statements and working papers have been subject * queries were dealt with promptly to support the delivery of the audit.

* to robust quality assurance prior to approval by the Executive

* Director of Finance and Resources The Council needs to ensure that new plans are developed to meets the new

* provides additional training, where necessary, to ensure all staff deadlines in place from 2018 and that the level of external support required is
involved in the accounts production process have the necessary reduced.

skills and information;

* the production of the financial statements is monitored through
regular reporting to Directors and the Audit, Standards and
Governance Committee.
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Other statutory powers and duties

3 The Council should put in place robust arrangements to ensure that
the budget preparation processes are based on sound assumptions
which enable an accurate forecast to be made of budget out-turn,
including realistic assessments of demand factors, service and
demographic changes as well as sound assumptions around turnover
and vacancy rates

4 The Council should ensure that budget monitoring processes
are timely to enable an accurate forecast to be made in-year of
the likely year-end outturn and action to be taken, where
necessary, to address budget variances.
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The Council has put in place improved arrangements for setting its annual

budget. These include

*  detailed 'bid' forms for every capital and revenue pressure, linked to the
strategic purposes

* template forms for savings/additional income to identify where growth
could be made

* use of planning information in relation to new homes bonus and council
tax

* areview of fees and charges.

There ate also changes in progtess for 2017/18 budget setting.

As in previous years our key concern is around the sufficiency of information
reported to Members to support them in making key decision making key
decision. The impact of the Medium Term Financial Strategy on the Council's
overall financial standing is unclear and difficult to interpret. It does not enable
Members to make decision to support the sustainable delivery of the Councils
strategic purposes and maintain statutory functions.

We found that Council has good arrangements at an officer level to manage
detailed budgets. However, the in year reporting to Members is inconsistent
and difficult to follow. We have concluded that there are continuing
weaknesses in the Councils arrangements to demonstrate it can produce
reliable and timely financial reporting that supports the delivery of strategic
purposes.

11



Value for Money conclusion

Background

We carried out our review in accordance with the NAO Code of Audit Practice
(the Code), following the guidance issued by the NAO in November 2015 which
specified the criterion for auditors to evaluate:

In all significant respects, the andited body takes properly informed decisions and deploys resonrces
to achieve planned and sustainable outcomes for taxpayers and local people.

Key findings

Our first step in carrying out our work was to perform a risk assessment and
identify the key risks where we concentrated our work. The key risks we identified
and our findings and conclusions are set out in table 2 ovetleaf.

As part of our Audit Findings report agreed with the Council in September 20106,

we agreed recommendations to address our findings. These are contained in
appendix B.
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Overall VFM conclusion

We have concluded that there are weaknesses in the Councils arrangements for:

* reliable and timely financial reporting that supports the delivery of strategic
purposes; and
* planning finances effectively to support the sustainable delivery of strategic
urposes and maintain statutory functions
purp y
* governance arrangements due to insufficient progtess in fully implementing
our financial reporting statutory recommendations.

We are satisfied that, in all significant respects, except for the matter we
identified above, the Council had proper arrangements to secure economy,
efficiency and effectiveness in its use of resources for the year ending 31 March
2016.

12



Value for Money

Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of
documents.

Significant risk Findings and conclusions

Financial Outturn

We identified during 2014/15 that the outturn position We found that Council has good arrangements at an officer level to manage the budgets but the in year reporting
resulted in a large increase in the General to Members is inconsistent and difficult to follow. We therefore concluded that there are weaknesses in the

fund balances which was not planned when the budget was | Councils arrangements to demonstrate it can produce reliable and timely financial reporting that supports the
set. It is not clear from the Council's management delivery of strategic purposes.

processes how this had been achieved.
The 2015/16 outturn position presented to Cabinet in July 2016 shows an underspend of £331,000 against a
NAO Criteria: Reliable and timely financial reporting that revised budget of £13.3 million. However, the approved budget was £11.3 million and significant movements in the
supports the delivery of strategic purposes budget during the year we not explained in Cabinet reports. The reports did not make unclear how outturn
performance has been achieved.

MTFS and budget setting

We identified during the 2014/15 audit that the budget As in previous years our key concern is around the sufficiency of information reported to Members to support them
preparation processes could be strengthened and should be | in making key decisions. The impact of the MTFS on reserves and balances is unclear and difficult to interpret
based on sound assumptions which enable an accurate and we have concluded that it does not enable Members to make decision to support the sustainable delivery of
forecast to be made of budget out-turn, including realistic the Councils strategic purposes and maintain statutory functions.

assessments of demand factors, service and demographic
changes as well as sound assumptions around turnover and @ The 2016/17 budget presented to Cabinet on 24 February 2016 showed a breakeven position which includes the

vacancy rates utilisation £553,000 of reserves no longer required and further release of reserves of £296,000. No further details

of the use of reserves and balances are provided. The budget also assumes savings of £401,000 will be delivered.
NAO Criteria: Planning finances effectively to support the The 2017/18 and 2018/19 budgets show further identified savings and include utilisation of reserves and balances.
sustainable delivery of strategic purposes and maintain It is not made clear what impact these plans will have on the Council's overall financial standing.

statutory functions
The Council has a number of options available and is considering further savings plans as part of the production of
its Efficiency Plan in October 2016. Given the scale of the challenge the Council faces in 2017/18 and 2018/19 it
will need to review the range and nature of non essential services and the level of balances it holds to ensure it
can continue to deliver strategic purposes and maintain statutory functions.
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Value for Money

Key findings

Significant risk

Corporate plan and monitoring of service performance
The corporate plan was last updated in July 2013 and
therefore may not address the current strategic purposes of
the Council. There is also currently no performance
management information routinely reported (other than
around customer services which is reported to audit
committee). It is not possible to assess the impact of service
changes or savings on service quality or priorities as there is
no reporting.

NAO criteria: Understanding and using appropriate cost and
performance information to support informed decision
making and performance management

Findings and conclusions

We concluded that the arrangements in place are sufficient to demonstrate that the Council understands and is
using performance information to support informed decision making and performance management.

The Corporate Plan was plan last updated in 2013. The six strategic purposes in this document are clearly still in
use by the Council. The Corporate Plan has been refreshed and presented to Cabinet on 7 September 2016 but
the strategic purposes remain the same.

Since January 2016 officers within the Council have utilised a corporate dashboard to monitor performance
management information. The dashboard contains a range of performance indicators that have been developed
by departments to support delivery of strategic purposes. The indicators are a combination of service
performance and statutory targets and each indicator has a target owner responsible for providing commentary on
performance. Six Members are currently trialling access to the dashboard with the intention of rolling out access
to all Members. The Overview and Scrutiny Committees will then be able to hold senior officers to account for
service performance.

There are currently no plans to produce a summary document for consideration by Cabinet or full Council. Whilst
internally (officers and members) will have access to the performance information thought should be given to how
to explain service performance to the wider public and stakeholders.
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Working with the Council

Our work with you in 2015/16

We have worked with you over the past year and maintained a positive
and constructive relationship. We have helped you deliver some improved
outcomes.

An efficient audit — we delivered the accounts audit 3 days before the
deadline and in line with the timescale we agreed with you. Our audit team

are knowledgeable and experienced in your financial accounts and systems.

Our relationship with your team provides you with a financial statements
audit that continues to finish ahead of schedule releasing your finance
team for other important work.

Improved financial processes — during the year we reviewed your financial
systems and processes including employee remuneration, non- pay
expenditure and property plant and equipment. We made comments to
improve the internal controls around shared services invoice, ledger
structure and receipt of invoices.

Understanding your operational health — through the value for money

conclusion we highlighted the need for

* continued progress on the financial statements production to ensure it
can meet the earlier closedown and audit timetables in 2018.

* improvements to the reporting of the annual budget and MTFES to
Members, specifically to include the impact on reserves and balances

e improvements to the clarity and consistency of the in year reporting of
the budget to enable accurate forecasts to be made in-year of the likely
year-end outturn and action to be taken, where necessary, to address
budget variances
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Sharing our insight — we provided regular Audit, Standards and Governance
committee updates covering best practice. Areas we covered included
Innovation in public financial management, Knowing the Ropes — Audit
Committee; Effectiveness Review, Making devolution work and Reforging
local government

Thought leadership — We have shared with you our publication on Building
a successful joint venture and will continue to support you as you consider
greater use of alternative delivery models for your services.

Providing training — we provided your teams with training on financial
accounts and annual reporting and housing benefits. The courses were
attended by member of the finance and benefits teams.

Working with you in 2016/17

We will continue to liaise closely with the senior finance team during
2016/17 on this important accounting development, with timely feedback
on any emerging issues.

We will continue to work with the finance team to improve the efficiency
of the year end audit and also share our insights on advanced closure of
local authority accounts, through our publication "Transforming the
financial reporting of local authority accounts".

We will continue to share our insights into best practice and provide
training and support.

The audit risks associated with new developments and the work we plan to
catry out to address them will be reflected in our 2016/17 audit plan.
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Appendix A: Reports 1ssued and fees

We confirm below our final fees charged for the audit and confirm there were no fees for the provision of non audit services.

Fees
Planned Actual fees  2014/15 fees
£ £ £
Statutory audit of the Council 48,680 48,680 57,830
Housing Benefit Grant Certification 8,760 TBC* 10,060
Total fees (excluding VAT) 57,440 TBC 67,890

Fee variations are subject to approval by Public Sector Audit Appointments Ltd.

*Our fees for grant certification cover only housing benefit subsidy certification,
which falls under the remit of Public Sector Audit Appointments Limited. The
deadline for completion of this work is the end of November 2016

Reports issued

Report Date issued
Audit Plan March 2016
Audit Findings Report September 2016
Annual Audit Letter October 2016
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Fees for other services

Service Fees £
Audit related services 0
Non-audit services 0
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Appendices

Appendix B: Action plan

Priority

High - Significant effect on control system
Medium - Effect on control system

Low - Best practice

Rec
No. Recommendation Priority
1 The Council should continue with the High

progress it has made in the financial
statements production to ensure it can meet
the earlier closedown and audit timetables in
2018.
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Management response

Officers are currently preparing the closedown timetable for
2016/17 closure of accounts with the aim to finalise the accounts
earlier in 2017 in readiness for the 2018 new deadline. This will be
shared with the Audit team as soon as possible.

A regular monthly meeting with all the finance staff is held to
discuss issues from 2015/16 that can be improved for 2017/18.

Finance representatives will be arranging involvement at
departmental management team meetings to ensure that all
officers are aware of responsibilities in providing accurate and
timely information to the finance team.

A presentation will be made to the 4th tier manager forum in
relation to the early closedown and how this will impact on

information required.

Implementation date &
responsibility

7/, Martin
December 2016

7/, Martin
October 2016

S Morgan
December 2016

S Morgan
December 2016
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Appendices

Appendix B: Action plan

Rec

No. Recommendation Priority

2 The Council should ensute the reporting of | High
the annual budget and MTFS to Members is
improved, specifically making clear the
impact of proposals on reserves and
balances

3 The Council should improve the clarity and | High
consistency of the in year budget reporting,
ensuring that both the actual and forecast
variances from the approved budget and
actions being taken to address budget
variances are reported clearly and quantified.
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Management response

Officers are currently working on the Medium Term Financial
Plan for 2017/18-2020/21 and this will include improvements to
the reporting to members to improve clarity.

Officers will discuss format with External Audit to ensure it is
appropriate.

The cross party member budget scrutiny group will be presented
with the revised format to ensure this meets with member
expectations

Ofticers have revised the in year budget monitoring for members
to ensure the report is clearly linked back to the original budget.

Heads of Service are requested to include clear explanations of
budget variances within the report

Implementation date &
responsibility

J Pickering
February 2017

J Pickering
January 2017

J Pickering
October 2016

K Godley
September 2016

K Godley
September 2016
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