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This paper provides the Audit Committee with our Annual Certification Report. 

The paper also includes a summary of emerging national issues and developments that may be relevant to you as a 

local authority.

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.

government--transitioning-successfully/

Introduction
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We certify the Council’s annual Housing Benefit Subsidy claim in accordance with the Housing Benefit Assurance Process (HPAP)

procedures agreed with the Department for Work and Pensions. 

We have certified the Housing Benefit subsidy claim for the financial year 2018/19 relating to subsidy claimed of £57.7 million. Further 

details of this claim are set out in Appendix A.

We identified a number of issues from our certification work, which we wish to highlight for your attention. These are set out in the HBAP 

Report at Appendix B.

We reported our findings to the DWP on 29 November 2019. The DWP may require the Council to undertake further work or provide

assurances on the errors we have identified.

The base fee for 2018/19 for the Council was £10,407, with the fee for each additional set of 40+ testing being £1,748, as set out in our 

quote dated 2 May 2018.  There were two additional sets of 40+ testing required and the final fee is therefore £13,903.  This is set out in 

more detail in Appendix A.

We also certify the Council’s annual Teachers’ Pensions return in accordance with procedures agreed with Teachers’ Pensions. The

certification work for the 2018/19 claim was completed on 28 November 2019, in advance of the 29 November deadline.

Annual Certification Report

This section summarises our grants certification work and fees charged for 2018/19.
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Appendix A - Details of claims and returns 
certified for 2018/19

5

Claim or return Value Amended? Amendment (£) Exceptions/Errors? Comments

Housing benefits subsidy 
claim

£57,680,004 No - Yes The HBAP Report to the DWP sets out the results of our testing and 
is included at Appendix B.

Teachers’ Pension return N/A Yes 65 Yes When checking the reasonableness of the calculations used for the 

percentage contributions of employers and teachers, an exception 

was identified on employer's contributory salary was identified by the 

client which has been corrected in the amended marked up form.

Variances on employee contributions above those that could be 

attributable to rounding were identified on tiers 1 2 and 3. The 

Council provided explanation for these to Teachers’ Pensions, which 

were included in our report.

Claim or return 2017/18 fee (£) 2018/19 base fee (£) 2018/19 actual fee (£) Variance (£) Explanation for variances

Housing benefits subsidy 
claim 

£10,824 £10,407 £13,903 £3,496 The 2017/18 fee was set by PSAA and was based 

on prior year fee levels rather than the amount of 

work required to complete the work.

The 2018/19 base fee was based on the estimated 

amount of work required to complete the testing, 

with internal audit carrying out the discovery 

testing.  Our quote included a fee of £1,748 per set 

of additional 40+ testing.  There were two sets of 

40+ testing resulting in an additional fee of £3,496.

Teachers’ Pension return £3,800 £3,900 £3,900 - -
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29 November 2019

Dear Sirs

Housing Benefit (Subsidy) Assurance Process 2019 Module 6 DWP Reporting 

Framework Instruction (Applicable to England only) Reporting accountants’ report for the 

Housing Benefit Subsidy claim form MPF720A, year ended 31 March 2019

This report is produced in accordance with the terms of our engagement letter with 

Torbay Council dated 28 June 2018 and the standardised engagement terms in 

Appendix 2 of HBAP Module 1 2018/19 issued by the Department for Work and Pensions 

(DWP) for the purpose of reporting to the Section 151 Officer of Torbay Council and the 

DWP.

Our report is prepared solely for the confidential use of the Local Authority and the DWP 

and solely for the purpose of facilitating the claim for Housing Benefit Subsidy on form 

MPF720A dated 29 April 2019.

This report should not be copied, referred to or disclosed, in whole or in part (save as 

otherwise permitted by the standardised engagement terms), without our prior written 

consent. Without assuming or accepting any responsibility or liability in respect of this 

report to any party other than the local authority and the DWP, we acknowledge that the 

local authority and/or the DWP may be required to disclose this report to parties 

demonstrating a statutory right to see it.

This report is designed to meet the agreed requirements of Local Authority and the DWP 

as described in the DWP HBAP reporting framework instruction 2018/19. 

This report should not therefore be regarded as suitable to be used or relied by any other 

party for any purpose or in any context. Any party other than the Local Authority and the 

DWP which obtains access to this report or a copy and chooses to rely on this report (or 

any part of it) will do so entirely at its own risk. To the fullest extent permitted by law, we 

accept no responsibility or liability in respect of our work or this report to any other party 

and shall not be liable for any loss, damage or expense of whatsoever nature which is 

caused by the reliance of anyone other than the addressees on our work or this report.

Respective responsibilities of the Local Authority and the reporting accountant

We conducted our engagement in accordance with HBAP Modules 1 and 6 2018/19 

issued by the DWP, which highlight the terms under which DWP has agreed to engage 

with reporting accountants.

The Section 151 Officer of the Local Authority has responsibilities under the Income-

related Benefits (Subsidy to Authorities) Order 1998. The section 151 Officer is also 

responsible for ensuring that the Local Authority maintains accounting records which 

disclose with reasonable accuracy, at any time, the financial position of the Local 

Authority. It is also the Section 151 Officer’s responsibility to extract relevant financial 

information from the Local Authority’s accounting records, obtain relevant information held 

by any officer of the Local Authority and complete the attached form MPF720A in 

accordance with the relevant framework set out by the DWP.

Our approach

For the purpose of the HBAP engagement we have been provided with a signed copy of 

form MPF720A 2018/19 dated 29 April 2019 by the Section 151 Officer. The Section 151 

Officer remains solely responsible for the completion of the MPF720A and is the signatory 

on the local authority’s certificate on claim form MPF720A.

Our engagement was carried out in accordance with the DWP reporting framework 

instruction which has been prepared in accordance with the International Standard on 

Related (ISRS) 4400, Engagement to perform agreed-upon-procedures regarding financial 

information. The purpose of the engagement is to perform the specific test requirements 

determined by the DWP on the defined sample basis as set out in HBAP Modules of the 

HBAP reporting framework instruction on the Local Authority’s form MPF720A dated 29 

April 2019 and to report the results of those procedures to the Local Authority and the 

DWP. 

The results of these are reported on in appendices A, B, C and D.

Appendix B – Torbay Council HBAP report to the 
DWP

6
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Inherent limitations

The procedures specified in DWP’s HBAP Reporting framework instruction does not 

constitute an examination made in accordance with generally accepted auditing 

standards, the objective of which would be the expression of assurance on the contents 

of the local authority’s claim for Housing Benefit subsidy on form MPF720A. Accordingly, 

we do not express such assurance. Had we performed additional procedures or had we 

performed an audit or review of the local authority’s claim for Housing Benefit subsidy on 

form MPF720A in accordance with generally accepted auditing or review standards, 

other matters might have come to our attention that would have been reported to you. 

This report relates only to the Local Authority’s form MPF720A and does not extend to 

any financial statements of the Local Authority, taken as a whole.

This engagement will not be treated as having any effect on our separate duties and 

responsibilities as the external auditor of the Local Authority’s financial statements. Our 

audit work on the financial statements of the Local Authority is carried out in accordance 

with our statutory obligations and is subject to separate terms and conditions. Our audit 

report on the Local Authority’s financial statements is made solely to the Local Authority’s 

members, as a body, in accordance with Part 5 of the Local Audit and Accountability Act 

2014. Our audit work was undertaken so that we might state to the Local Authority’s 

members those matters we are required to state to them in an auditor’s report and for no 

other purpose. To the fullest extent permitted by law, we do not accept or assume 

responsibility to anyone other than the Local Authority and the Local Authority’s 

members, as a body, for our audit work, for our audit reports, or for the opinions we have 

formed in respect of that audit.

Summary of HBAP report

Summary of Initial Testing

In accordance with HBAP modules an initial sample of cases was completed for all 

general expenditure cells. We have re-performed a sample of the Local Authority’s 

testing and confirm the tests we have carried out concur with the Local Authority’s 

results:

Cell 011 Non HRA Rent Rebate Ineligible service charges

3 claims had ineligible service charges included in the rent amount. These relate to 

specific properties and the Authority has identified all claims and has tested each claim.

Appendix B – Torbay Council HBAP report to the 
DWP (cont.)
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Cell 094 Rent Allowance – Rent liability

1 claim did not have adequate supporting evidence for the rental liability as only the first page of 

the tenancy agreement was on the system. Further testing of an additional 40 cases did not 

identify any further issues.

Cell 214 Modified schemes

1 claim did not reflect an increase in war pension following an appeal. The Authority has tested 

all modified scheme cases.

Completion of Modules

Completion of Module 2

We have completed the uprating checklist and no issues were identified.

Completion of module 5 

We have completed the questionnaire for the appropriate software supplier and no issues were 

identified. 

Summary of testing arising from Cumulative Assurance Knowledge and Experience 

In line with the requirements of HBAP Modules we have undertaken CAKE testing based upon 

the preceding Qualification Letter.  Where appropriate the Authority has completed testing of the 

sub populations for:

Non-HRA Rent Rebates Cell 11 – rent liability error

Rent allowances Cell 094 overpaid Benefit earned income calculation error

Summary paragraph/ending of letter

For the form MPF720A dated 29 April 2019 for the year ended 31 March 2019 we have 

completed the specific test requirements detailed in the DWP reporting framework instruction 

HBAP and have identified the following results set out in Appendix A, B, C and D.

Firm of accountants: Grant Thornton UK LLP

29 November 2019
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Appendix A Exceptions/errors found

Cell 094 Overpaid benefit – Earned Income calculation error 

Cell 094: Rent allowances total expenditure

Cell Total: £57,864,042

Cell Total £8,715,934 – sub population

Cell Population: 13,435 cases

Cell Population: 2,625 cases – sub population

Headline Cell: £57,864,042

Testing of the initial sample of 20 cases did not identify any errors. However, in 2016/17 

and 2017/18 it was identified that the Local Authority has incorrectly calculated earned 

income resulting in an overpayment of benefit.  

Given the nature of the population and the errors found in the previous claim, an 

additional sample of 40 cases where an assessment in the subsidy period was based 

upon earned income was tested. This additional testing identified:

1 case which resulted in an overpayment of housing benefit of £198 in 2018/19 due to 

miscalculating the claimants earned income. 

3 cases which had resulted in an underpayment of housing benefit to a total of £381.06 in 

2018/19 due to miscalculating the claimants earned income. As there is no eligibility to 

subsidy for benefit which has not been paid, the underpayment (or nil impact) identified 

does not affect and has not, therefore, been classified as errors for subsidy extrapolation 

purposes.

Cell 094 Overpaid benefit – Rent liability error 

Cell 094: Rent allowances total expenditure

Cell Total: £57,864,042

Cell Population: 13,435 cases

Headline Cell: £57,864,042

Our initial sample of 20 cases identified 1 case where the rent liability was not supported 

as only the first page of the tenancy agreement was included on the file, resulting in an 

overpayment of £2,400.

Additional Testing

The Authority tested an additional random sample of 40 cases and identified no further 

issues.  We reperformed 4 cases and did not identify any errors. 

The full tenancy agreement was obtained during the audit and supports the rent liability. 

Had this been available during the audit it would not have been an error. 

Appendix B – Torbay Council HBAP report to the 
DWP (cont.)

8



© 2019 Grant Thornton UK LLP. Confidential and information only. Annual Certification Report and Sector Update | January 2020

Appendix B Observations

There are no observations to report.

Appendix C: Amendments to the claim form MPF720A

No amendments have been made to the claim form.

Appendix D Additional issues

Cell 11 Rent rebates (tenants of Non-HRA properties) – Total expenditure (benefit 

granted)

Cell total £636,255

Cell population: 443

Headline cell £636,255

CAKE testing identified 4 cases out of 40 sampled where the rental amount included 

ineligible service charges. The initial testing identified a further 3 cases. These relate to 

specific properties and the Authority has identified all claims and has tested each claim.  

All of the 22 cases result in underpayments of benefit

The Authority has undertaken to amend all cases in the 2019/20 subsidy year.

Cell 214 Modified schemes subsidy – Expenditure due to voluntary disregarding of 

War Disablement Pensions or War Widows Pensions

Cell total: £79,693

Cell population: 42

Our testing of modified schemes identified 1 case out of 9 sampled where the income did 

not reflect an increase in war pension following an appeal. The Authority has identified 

and tested all modified scheme cases. No further errors were identified.

We have reperformed 4 cases and did not identify any errors.

The Authority has undertaken to amend all cases in the 2019/20 subsidy year.

Appendix B – Torbay Council HBAP report to the 
DWP (cont.)
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Control issue

Cell 011 Non HRA Rent rebate – Tenancy agreements

Our CAKE testing of rent liability identified 6 cases out of 40 tested where the tenancy 

agreement had not been signed by the Authority.  Our main discovery testing of 20 cases 

identified 1 further case without a signed agreement.  The Authority have provided alternative 

evidence that supports the rent liability and tenancy, however it must ensure that this control 

issue is addressed and that all tenancy agreement are signed by all parties.
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Local government finances are at a tipping point. 

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. 

Sector Update

10

More information can be found on our dedicated public sector and local 

government sections on the Grant Thornton website

• Grant Thornton Publications

• Insights from local government sector 

specialists

• Reports of interest

• Accounting and regulatory updates
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CIPFA – CFO confidence survey

In July, the Chartered Institute of Public Finance and 

Accountancy (CIPFA) reported the results of their annual 
confidence survey.

The survey found that the majority of local government finance officers have lost confidence 

in their future financial positions over the last year.

Seventy per cent of respondents said they were either slightly less or much less confident in 

their financial position this year compared to 2018-19.

The survey also found that 68% said they were either slightly less or much less confident in 

their ability to deliver services in 2020-21. Sixty-two per cent expressed equal confidence in 

their financial position for 2019-20 as they had last year. 

CIPFA found that the area of greatest pressure for top tier authorities was children’s social 

care, with the number of authorities rating it as the biggest pressure rising by six percentage 

points.

For districts the greatest pressures were housing, cultural services and environmental 

services.

Rob Whiteman, CIPFA chief executive, said: “Local government is facing greater demand 

pressures than ever before, with particularly pressures in adults’ and children’s social care 

and housing. Local authorities also lack certainty about their future financial positions, so it’s 

unsurprising to see confidence on the decline.

“We have repeatedly pointed out that local government is in need of a sustainable funding 

solution, but meeting this demand requires more than pennies and pounds. The sector as a 

whole must come together to address the challenges of effective service delivery.”

CIPFA’s survey received a total of 119 responses from authorities in the UK - 56 top tier 

authorities, 47 English districts, 12 Scottish authorities, and 4 Welsh authorities.

On the same theme, a Local Government Association (LGA) survey, also reported in July, 

found that almost two-thirds of councils believe cash for services like adult social care, child 

protection and preventing homelessness will dry up by 2024-25. 

The survey got responses from 141 of the 339 LGA member councils in England and Wales.

It also found that 17% of councils were not confident of realising all of the savings they 

had identified this year (2019-20).

The LGA said that councils needed a guarantee they will have enough money to meet 

growing demand pressures in particular in adult social care, children’s services, special 

educational needs, homelessness support and public health.

11
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Local Government Association – Profit with a 
purpose – delivering social value through 
commercial activity

The Local Government Association (LGA) report 'Profit with a 

purpose' focuses on some of the practicalities of how councils 

can deliver social value through their commercial activity.

Through ‘key questions’ to ask, the guidance supports councils to face the challenge of how 

to undertake commercial activity and achieve greater value for the public purse in ways that 

better meet society’s needs and outcomes for people and communities.

In addition, the publication features a number of short case studies highlighting some of the 

innovative commercial practice already achieving results for communities.

The LGA comments that the best approaches ensure the generation of social value is the 

primary factor driving commercial activity; from the initial decision to develop a commercial 

vision to how the approach is developed, and implemented, councils which are pulling ahead 

ensure social value is placed centre stage. 

The guidance starts with an overview of what the LGA understands by ‘profit with a purpose’, 

the guidance explores different types of social value and the role of councils in driving social 

value alongside their commercial ambition. 

The guidance then looks at how consideration and delivery of social value should be 

practically considered when deciding on whether to embark on commercial activity, the need 

for social value to be prioritised alongside financial return and the key questions councils 

should consider when embarking on a commercial initiative. 

Following on from this, there are specific chapters on; embedding social value in governance 

of alternative service delivery vehicles, the role of procurement in contracting services that 

deliver social value and finally how to contract and performance manage social value 

through your service providers. 

Each chapter outlines the factors that need to be considered and the ‘key questions’ councils 

should be asking themselves. 

In addition, a number of short case studies are provided to highlight some of the innovative 

commercial practice already achieving results for communities.

The report can be downloaded from the LGA website:

https://www.local.gov.uk/profit-purpose-delivering-social-value-through-commercial-activity

12

https://www.local.gov.uk/profit-purpose-delivering-social-value-through-commercial-activity


© 2019 Grant Thornton UK LLP. Confidential and information only. Annual Certification Report and Sector Update | January 2020

Public Accounts Committee – Local Government 
Governance and Accountability

The Public Accounts Committee has found that the 

Government has not done enough to ensure that, at a time 

when local authority budgets are under extreme pressure, 

governance systems are improved.

The Ministry of Housing, Communities & Local Government (the Department) is responsible 

for: ensuring that this framework contains the right checks and balances, and changing the 

system if necessary. The Secretary of State also has powers to intervene in cases of 

perceived governance failure. The framework includes: officers with statutory powers and 

responsibilities; internal checks and balances such as audit committees and internal audit; 

and external checks and balances such as external audit and sector-led improvement 

overseen by the Local Government Association. These arrangements represent a significant 

reduction in the level of central oversight in recent years following the government’s decision 

to abolish the Audit Commission and the Standards Board for England as part of a broader 

reform of local audit, inspection and reporting.

The Public Accounts Committee report summary notes “Local authorities have a good 

overall track record with governance arrangements generally robust across the sector, and 

there is evidence that local authority governance compares favourably to that of the health 

sector. However, this is not universal and in some authorities governance is under strain, as 

funding reduces and responsibilities and exposure to commercial pressures change. We are 

worried to hear about audit committees that do not provide sufficient assurance, ineffective 

internal audit, weak arrangements for the management of risk in local authorities’ 

commercial investments, and inadequate oversight and scrutiny. This is not acceptable in 

the more risky, complex and fast-moving environment in which local authorities now operate.

The Department has been reactive and ill-informed in its approach to oversight of the local 

governance system. However, the Department has now recognised that the network of 

bodies with responsibility for the local governance framework is fragmented and lacking the 

leadership needed to drive change. Encouragingly, the Department has now committed to 

enhancing its oversight role and producing a proactive work programme to deliver this 

change. We urge the Department to ensure that this activity leads to concrete actions and 

outcomes on a timely basis. When a local authority fails this has a significant impact on local 

people and the Department has a responsibility to work with local government to ensure that 

problems are caught early and that it can pinpoint at-risk councils. Since the abolition of the 

Audit Commission and other changes culminating in the Local Audit and Accountability Act 

2014 there is no central assessment of value for the money, which means the Department’s 

work is fundamental.”

The report makes five conclusions, with associated recommendations:

1) The Department is not yet providing effective leadership of the local governance system. 

2) The Department does not know why some local authorities are raising concerns that 

external audit is not meeting their needs.

3) The Department lacks reliable information on key governance risks, or relies on weak 

sources of information, meaning it has no way of pinpointing the at-risk councils.

4) The Department’s monitoring is not focused on long-term risks to council finances and 

therefore to services.

5) There is a complete lack of transparency over both the Department’s informal 

interventions in local authorities with financial or governance problems and the results of 

its formal interventions.

The Government response is available on the website below:

https://www.parliament.uk/documents/commons-committees/public-accounts/Gov-response-

to-Public-Accounts-on-the-93-98-reports.pdf
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MHCLG – Independent probe into local 
government audit

In July, the then Communities secretary, James Brokenshire, 

announced the government is to examine local authority 
financial reporting and auditing.

At the CIPFA conference he told delegates the independent review will be headed up by Sir 

Tony Redmond, a former CIPFA president.

The government was “working towards improving its approach to local government oversight 

and support”, Brokenshire promised.

“A robust local audit system is absolutely pivotal to work on oversight, not just because it 

reinforces confidence in financial reporting but because it reinforces service delivery and, 

ultimately, our faith in local democracy,” he said.

“There are potentially far-reaching consequences when audits aren’t carried out properly and 

fail to detect significant problems.”

The review will look at the quality of local authority audits and whether they are highlighting 

when an organisation is in financial trouble early enough.

It will also look at whether the public has lost faith in auditors and whether the current audit 

arrangements for councils are still “fit for purpose”.

On the appointment of Redmond, CIPFA chief executive Rob Whiteman said: “Tony 

Redmond is uniquely placed to lead this vital review, which will be critical for determining 

future regulatory requirements.

“Local audit is crucial in providing assurance and accountability to the public, while helping to 

prevent financial and governance failure.”

He added: “This work will allow us to identify what is needed to make local audit as robust as 

possible, and how the audit function can meet the assurance needs, both now and in the 

future, of the sector as a whole.”

In the question and answer session following his speech, Brokenshire said he was not 

looking to bring back the Audit Commission, which appointed auditors to local bodies and 

was abolished in 2015. MHCLG note that auditing of local authorities was then taken over by 

the private, voluntary and not-for-profit sectors.

He explained he was “open minded”, but believed the Audit Commission was “of its time”.

Local authorities in England are responsible for 22% of total UK public sector expenditure so 

their accounts “must be of the highest level of transparency and quality”, the Ministry of 

Housing, Local Government and Communities said. The review will also look at how local 

authorities publish their annual accounts and if the financial reporting system is robust 

enough.

Redmond, who has also been a local authority treasurer and chief executive, is expected to 

report to the communities secretary with his initial recommendations in December 2019, with 

a final report published in March 2020. Redmond has also worked as a local government 

boundary commissioner and held the post of local government ombudsman.

The terms of reference focus on whether there is an “expectation gap” between the purpose 

of external audit and what it is currently delivering. It will examine the performance of local 

authority audit, judged according to the criteria of economy, effectiveness and efficiency.

Other key areas of the review include whether:

1) audit recommendations are effective in helping councils to improve financial 

management

2) auditors are using their reporting powers appropriately

3) councils are responding to auditors appropriately

4) Financial savings from local audit reforms have been realised

5) There has been an increase in audit providers

6) Auditors are properly responding to questions or objections by local taxpayers

7) Council accounts report financial performance in a way that is transparent and open to 

local press scrutiny

14
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National Audit Office – Code of Audit Practice

The Code of Audit Practice sets out what local auditors of 

relevant local public bodies are required to do to fulfill their 

statutory responsibilities under the Local Audit and 

Accountability Act 2014. ‘Relevant authorities’ are set out in 

Schedule 2 of the Act and include local councils, fire 

authorities, police and NHS bodies.  

Local auditors must comply with the Code of Audit Practice.

Consultation – New Code of Audit Practice from 2020

Schedule 6 of the Act requires that the Code be reviewed, and revisions considered at least 

every five years. The current Code came into force on 1 April 2015, and the maximum five-

year lifespan of the Code means it now needs to be reviewed and a new Code laid in 

Parliament in time for it to come in to force no later than 1 April 2020.

In order to determine what changes might be appropriate, the NAO is consulting on potential 

changes to the Code in two stages:

Stage 1 involves engagement with key stakeholders and public consultation on the issues that 

are considered to be relevant to the development of the Code.

This stage of the consultation is now closed. The NAO received a total of 41 responses to the 

consultation which included positive feedback on the two-stage approach to developing the 

Code that has been adopted. The NAO state that they have considered carefully the views of 

respondents in respect of the points drawn out from the Issues paper and this will inform the 

development of the draft Code. A summary of the responses received to the questions set 

out in the Issues paper can be found below. 

Local audit in England Code of Audit Practice – Consultation Response (pdf – 256KB)

Stage 2 of the consultation involves consulting on the draft text of the new Code. To support 

stage 2, the NAO has published a consultation document, which highlights the key changes 

to each chapter of the draft Code. The most significant changes are in relation to the Value 

for Money arrangements. Rather than require auditors to focus on delivering an overall, 

binary, conclusion about whether or not proper arrangements were in place during the 

previous financial year, the draft Code requires auditors to issue a commentary on each of 

the criteria. This will allow auditors to tailor their commentaries to local circumstances. The 

Code proposes three specific criteria:

a) Financial sustainability: how the body plans and manages its resources to ensure it can 

continue to deliver its services;

b) Governance: how the body ensures that it makes informed decisions and properly 

manages its risks; and

c) Improving economy, efficiency and effectiveness: how the body uses information about 

its costs and performance to improve the way it manages and delivers its services.

The consultation document and a copy of the draft Code can be found on the NAO website. 

The consultation closed on 22 November 2019. The new Code will apply from audits of local 

bodies’ 2020-21 financial statements onwards.

Link to NAO webpage for the Code consultation:

https://www.nao.org.uk/code-audit-practice/code-of-audit-practice-consultation/
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https://www.nao.org.uk/code-audit-practice/code-of-audit-practice-consultation/
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Financial Reporting Council – Summary of key 
developments for 2019/20 annual reports

On 30 October the Financial Reporting Council (FRC) wrote 

an Open Letter to Company Audit Committee Chairs. Some 

of the points are relevant to local authorities.

The reporting environment

The FRC notes that, “In times of uncertainty, whether created by political events, general 

economic conditions or operational challenges, investors look for greater transparency in 

corporate reports to inform their decision-making. We expect companies to consider carefully 

the detail provided in those areas of their reports which are exposed to heightened levels of 

risk; for example, descriptions of how they have approached going concern considerations, 

the impact of Brexit and all areas of material estimation uncertainty.” These issues equally 

affect local authorities, and the Statement of Accounts or Annual Report should provide 

readers with sufficient appropriate information on these topics.

Critical judgements and estimates

The FRC wrote “More companies this year made a clear distinction between the critical 

judgements they make in preparing their accounts from those that involve the making of 

estimates and which lead to different disclosure requirements. However, some provided 

insufficient disclosures to explain this area of their reporting where a particular judgement 

had significant impact on their reporting; for example, whether a specific investment was a 

joint venture or a subsidiary requiring consolidation. We will continue to have a key focus on 

the adequacy of disclosures supporting transparent reporting of estimation uncertainties. An 

understanding of their sensitivity to changing assumptions is of critical value to investors, 

giving them clearer insight into the possible future changes in balance sheet values and 

which can inform their investment decisions.” Critical judgements and estimates also form a 

crucial part of local authority statements of account, with the distinction often blurred.

IFRS 16 Leases

The FRC letter notes “IFRS 16 is effective for periods beginning on or after 1 January 2019. 

We recently conducted a thematic review looking at how companies reported on their 

adoption of the new standard in their June 2019 interim accounts. In advance of our detailed 

findings which will be published shortly, I set out what we expect to see by way of 

disclosures in the forthcoming accounts, drawing on the results of our work.

• Clear explanation of the key judgements made in response to the new reporting 

requirements;

• Effective communication of the impact on profit and loss, addressing any lack of 

comparability with the prior year;

• Clear identification of practical expedients used on transition and accounting policy choices; 

and

• Well explained reconciliation, where necessary, of operating lease commitments under IAS 

17, ‘Leases’, the previous standard and lease liabilities under IFRS 16.”

The implementation of IFRS is delayed until 1 April 2020 in the public sector when it will 

replace IAS 17 Leases and the three interpretations that supported its application. 

Authorities will need information and processes in place to enable them to comply with the 

requirements. They will need to make disclosures in the 2019/20 accounts about the impact 

of IFRS 16 in accordance with IAS 8/ Code 3.3.4.3 requirements for disclosure about 

standards which are issued but are not yet effective.
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What is the future for local audit?
Paul Dossett, Head of local government at Grant Thornton, 

has written in the Municipal Journal “Audit has been a hot 

topic of debate this year and local audit is no exception. With 

a review into the quality of local audit now ongoing, it’s critical 

that part of this work looks at the overarching governance and 

management of the audit regime. We believe there is a strong 

need for new oversight arrangements if the local audit regime 

is to remain sustainable and effective in the future.”

Paul goes on to write “Local (local authority and NHS) audit has been a key part of the 

oversight regime for public services for more than a century. The National Audit Office (NAO) 

has exercised this role in central government for several generations and their reporting to 

Parliament via the Public Accounts Committee is a key part of the public spending 

accountability framework.

Local audit got a significant boost with the creation of the Audit Commission in 1983 which 

provided a coordinated, high profile focus on local government and (from 1990) NHS 

spending and performance at a local level. Through undertaking value for money reviews 

and maintaining a tight focus on the generational governance challenges, such as rate 

capping in the 1980s and service governance failings in the 1990s, the Commission provided 

a robust market management function for the local audit regime. Local audit fees, 

appointments, scope, quality and relevant support for auditors all fell within their ambit.

However, the Commission was ultimately deemed, among other things, to be too expensive 

and was abolished in 2010, as part of the Coalition Government’s austerity saving plans. 

While the regime was not perfect, and the sector had acknowledged that reform of the 

Commission was needed, complete abolition was not the answer.

Since then, there has been no body with complete oversight of the local audit regime and 

how it interacts with local public services. The Ministry of Housing, Communities and Local 

Government; Department of Health; NHS; NAO; Local Government Association (LGA); 

Public Sector Audit Appointments Ltd (PSAA); the Financial Reporting Council (FRC); the 

Chartered Institute of Public Finance & Accountancy (CIPFA), audit firms and the audited 

bodies themselves all have an important role to play but, sometimes, the pursuit of individual 

organisational objectives has resulted in sub-optimal and even conflicting outcomes for the 

regime overall.

These various bodies have pursued separate objectives in areas such as audit fee reduction, 

scope of work, compliance with commercial practice, earlier reporting deadlines and 

mirroring commercial accounting conventions – to name just a few.

This has resulted in a regime that no stakeholder is wholly satisfied with and one that does 

not ensure local audit is providing a sufficiently robust and holistic oversight of public 

spending.

To help provide a more cohesive and co-ordinated approach within the sector, we believe 

that new oversight arrangements should be introduced. These would have ultimate 

responsibility for ensuring the sustainability of the local audit regime and that its component 

parts – including the Audit Code, regulation, market management and fees – interact in an 

optimal way. While these arrangements do not need to be another Audit Commission, we 

need to have a strategic approach to addressing the financial sustainability challenges facing 

local government and the NHS, the benchmarking of performance and the investigation of 

governance failings.

There are a number of possible solutions including:

1) The creation of a new arm’s length agency with a specific remit for overseeing and 

joining up local audit. It would provide a framework to ensure the sustainability of the 

regime, covering fees, appointments, and audit quality. The body would also help to 

create a consistent voice to government and relevant public sector stakeholders on key 

issues arising from the regime. Such a body would need its own governance structure 

drawn from the public sector and wider business community; and

2) Extending the current remit of the NAO. Give it total oversight of the local audit regime 

and, in effect, establish a local audit version of the NAO, with all the attendant powers 

exercised in respect of local audit. In this context, there would be a need to create 

appropriate governance for the various sectors, similar to the Public Accounts 

Committee.

While the detail of the new arrangements would be up for debate, it’s clear that a new type of 

oversight body, with ultimate responsibility for the key elements of local audit, is needed. It 

would help to provide much-needed cohesion across the sector and between its core 

stakeholders.

The online article is available here:

https://www.themj.co.uk/What-is-the-future-for-audit/214769
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Grant Thornton’s Sustainable Growth Index 
Report
Grant Thornton has launched the Sustainable Growth Index 

(formerly the Vibrant Economy Index) – now in its third year.  

The Sustainable Growth Index seeks to define and measure 

the components that create successful places. Our aim in 

establishing the Index was to create a tool to help frame 

future discussions between all interested parties, stimulate 

action and drive change locally. We have undergone a 

process of updating the data for English Local Authorities on 

our online, interactive tool, and have produced an updated 

report on what the data means.  All information is available 

our on our online hub, where you can read the new report and 

our regional analyses. 

The Sustainable Growth Index provides an independent, data-led scorecard for each local 

area that provides:

• businesses with a framework to understand their local economy and the issues that will 

affect investment decisions both within the business and externally, a tool to support their 

work with local enterprise partnerships, as well as help inform their strategic purpose and 

CSR plans in light of their impact on the local social and economic environment

• policy-makers and place-shapers with an overview of the strengths, opportunities and 

challenges of individual places as well as the dynamic between different areas

• Citizens with an accessible insight into how their place is doing, so that they can contribute 

to shaping local discussions about what is important to them

The Index shows the 'tip of the iceberg' of data sets and analysis our public services 

advisory team can provide our private sector clients who are considering future locations in 

the UK, or wanting to understand the external drivers behind why some locations perform 

better than others. 

Our study looks at over 50 indicators to evaluate all the facets of a place and where they 

excel or need to improve.

Our index is divided into six baskets. These are:

1 Prosperity

2 Dynamism and opportunity

3 Inclusion and equality

4 Health, wellbeing and happiness

5 Resilience and sustainability

6 Community trust and belonging

This year’s index confirms that cities have a consistent

imbalance between high scores related to prosperity, 

dynamism and opportunity, and low scores for health, 

wellbeing, happiness inclusion and equality. Disparity 

between the richest and poorest in these areas 

represents a considerable challenge for those places.

Inclusion and equality remains a challenge for both highly urban and highly rural places and 

coastal areas, particularly along the east coast from the North East to Essex and Kent, face 

the most significant challenges in relation to these measures and generally rank below 

average.

Creating sustainable growth matters and to achieve this national policy makers and local 

authorities need to do seven things:

1 Ensure that decisions are made on the basis of robust local evidence.

2 Focus on the transformational trends as well as the local enablers

3 Align investment decisions to support the creation of sustainable growth

4 Align new funding to support the creation of sustainable growth

5 Provide space for innovation and new approaches

6 Focus on place over organisation

7 Take a longer-term view

The online report is available here:

https://www.grantthornton.co.uk/en/insights/sustainable-growth-index-how-does-your-place-

score/
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Institute for Fiscal Studies – English local 
government funding: trends and challenges in 
2019 and beyond

The Institute for Fiscal Studies (IFS) has found “The 2010s 

have been a decade of major financial change for English 

local government. Not only have funding levels – and hence 

what councils can spend on local services – fallen 

significantly; major reforms to the funding system have seen 

an increasing emphasis on using funding to provide financial 

incentives for development via initiatives such as the 

Business Rates Retention Scheme (BRRS) and the New 

Homes Bonus (NHB).”

The IFS goes on to report “Looking ahead, increases in council tax and additional grant 

funding from central government mean a boost to funding next year – but what about the 

longer term, especially given plans for further changes to the funding system, including an 

expansion of the BRRS in 2021–22?

This report, the first of what we hope will be an annual series of reports providing an up-to-

date analysis of local government, does three things in this context. First, it looks in detail at 

councils’ revenues and spending, focusing on the trends and choices taken over the last 

decade. Second, it looks at the outlook for local government funding both in the short and 

longer term. And third, it looks at the impact of the BRRS and NHB on different councils’ 

funding so far, to see whether there are lessons to guide reforms to these policies.

The report focuses on those revenue sources and spending areas over which county, district 

and single-tier councils exercise real control. We therefore exclude spending on police, fire 

and rescue, national park and education services and the revenues specifically for these 

services. When looking at trends over time, we also exclude spending on and revenues 

specifically for public health, and make some adjustments to social care spending to make 

figures more comparable across years. Public health was only devolved to councils in 2013–

14, and the way social care spending is organised has also changed, with councils receiving 

a growing pot of money from the NHS to help fund services.”

The IFS reports a number of key facts and figures, including

1) Cuts to funding from central government have led to a 17% fall in councils’ spending on 

local public services since 2009–10 – equal to 23% or nearly £300 per person.

2) Local government has become increasingly reliant on local taxes for revenues.

3) Councils’ spending is increasingly focused on social care services – now 57% of all 

service budgets.

The IFS report is available on their website below:

https://www.ifs.org.uk/publications/14563
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