Taunton Deane Borough Council

Corporate Governance Committee — 19 May 2014

External Audit Update Report

Report of the Assistant Director - Corporate Services (Richard Sealy)
(This matter is the responsibility of the Leader of the Council, Councillor John Williams)
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Executive Summary

This report provides a progress update from our external auditors, Grant Thornton, in
respect of the 2013/14 audit work for TDBC and on emerging national issues, which may
be relevant to the Council.

The report will be presented by Grant Thornton.

Background

Each year our external auditors, Grant Thornton, are required to carry out “set” audit
work. The attached report provides a useful progress update in relation to that work.

Additionally, the attached report shares the headlines on emerging national issues
and developments, which may have a bearing on the Council. Specifically the
attached report focuses on the 2013/14 Code for valuing property and assets and
changes to the Local Government Pension Scheme.

Finance Comments

The report is an update report only.

Legal Comments

There are no legal implications from this report.

Links to Corporate Aims

There are no direct implications.




6. Environmental Implications

6.1 There are no direct implications.

7. Community Safety Implications

7.1 There are no direct implications.

8. Equalities Impact

8.1 There are no implications arising from this report.

9. Risk Management

9.1 Any risks identified will feed into the corporate risk management process.

10. Partnership Implications

10.1 There are no implications.

11. Recommendations

11.1 Members are requested to note the Update Report from Grant Thornton.

Contact: Officer Name Richard Sealy
Direct Dial No (01823) 358690
E-mail address r.sealy@tauntondeane.qgov.uk
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The contents of this report relate only to the matters which have come to our attention,
which we believe need to be repotrted to you as part of our audit process. It isnot 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.
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Introduction

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

The paper also includes:

* a summary of emerging national issues and developments that may be relevant to you as a district council in respect of these emerging
issues which the Committee may wish to consider.

Members of the Corporate Governance 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 — 'Local Government Governance Review
2013, 'Towards a tipping point?', 'The migration of public services', 'The developing internal audit agenda', 'Preparing for the future', 'Surviving
the storm: how resilient are local authorities?'

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 Audit Manager.

Peter Barber

Engagement Lead

T 0117 305 7897

E peter.a.barber@uk.gt.com

Ashley Allen
Audit Manager
T 0117 305 7629

E ashley.j.allen@uk.gt.com
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Progress at 5 May 2014

Work

2013-14 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 2013-14 financial statements.

Interim accounts audit

Our interim fieldwork visit includes:
» updating our review of the Council's control environment

» updating our understanding of financial systems

» review of Internal Audit reports on core financial systems
» early work on emerging accounting issues

» early substantive testing

» proposed Value for Money conclusion.
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Planned date

March 2014

January to March
2014

Complete?

Yes

Yes

Comments

Our audit plan sets out our approach
for the final accounts visit in the
summer of 2014.

The plan is informed by our interim
accounts audit.

We have updated our understanding
of the Council's financial systems and
we are undertaking walk-through tests.



Progress at 5 May 2014

Work

2013-14 final accounts audit

Including:

+ audit of the 2013-14 financial statements

» proposed opinion on the Council's accounts
» proposed Value for Money conclusion.

2013-14 Value for Money (VfM) conclusion

The scope of our work to inform the 2013/14 V{M conclusion
comprises:

» a detailed review of financial resilience
» areview of arrangements for securing economy and efficiency
» afollow up of recommendations made last year.

Other activities

» Accounts workshop in the South West to help local authorities in
the preparation of the financial statements for 2013/14.
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Planned date

July to September
2013

Summer 2014

February 2014

Complete?

Not yet due

Not yet due

Yes

Comments

None

None

We have worked with CIPFA to deliver
workshops in Exeter and Bristol.



Revaluing your assets — clarification of accounting guidance

Accounting and audit issues

Property, plant and equipment valuations

The 2013/14 Code has clarified the requirements for valuing property, plant and equipment and now states explicitly that revaluations
must be 'sufficiently regular to ensure that the carrying amount does not differ materially from that which would be determined using the
fair value at the end of the reporting period.' This means that a local authority will need to satisfy itself that the value of assets in its
balance sheet is not materially different from the amount that would be given by a full valuation carried out on 31 March 2014. This is likely
to be a complex analysis which might include consideration of:

« the condition of the authority's property portfolio at 31 March 2014

« the results of recent revaluations and what this might mean for the valuation of property that has not been recently valued

« general information on market prices and building costs

« the consideration of materiality in its widest sense - whether an issue would influence the view of a reader of the accounts.

The Code also follows the wording in IAS 16 more closely in the requirements for valuing classes of assets:

« jtems within a class of property, plant and equipment are to be revalued simultaneously to avoid selective revaluation of assets and the
reporting of amounts in the financial statements that are a mixture of costs and values as at different dates

« aclass of assets may be revalued on a rolling basis provided revaluation of the class of assets is completed within a short period and
provided the revaluations are kept up to date.

There has been much debate on what is a short period and whether assets that have been defined as classes for valuation purposes
should also be disclosed separately in the financial statements. These considerations are secondary to the requirement that the carrying
value does not differ materially from the fair value. However, we would expect auditors to report to those charged with governance where,
for a material asset class:

 all assets within the class are not all valued in the same year

« the class of asset is not disclosed separately in the property, plant and equipment note.
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Accounting for pensions

Accounting and audit issues

Accounting for and financing the local government pension scheme costs

Accounting issues

The 2013/14 Code follows amendments to IAS 19 and changes the accounting requirements for defined benefit pension liabilities such as
those arising from the local government pension scheme (LGPS). This is a change in accounting policy and will apply retrospectively.
The main changes we expect to see are:

» areallocation of amounts charged in the comprehensive income and expenditure statement (CIES)

* more detailed disclosures.

We do not expect changes to balance sheet items (the net pension liability and pension reserve balance). This means that whilst we
would expect the CIES to be restated, a third balance sheet is not required. Actuaries should be providing local authorities with the
information they need to prepare the financial statements, including restated comparatives.

Financing issues

The amount to be charged to the general fund in a financial year is the amount that is payable for that financial year as set out in the
actuary's rates and adjustments certificate. Some local authorities are considering paying pension fund contributions early in exchange for
a discount but not charging the general fund until later.

Local authorities must be satisfied that the amounts charged to the general fund in a financial year are the amounts payable for that year.
Where local authorities are considering making early payments, we would expect them to obtain legal advice (either internally or
externally) to determine the amounts that are chargeable to the general fund. We would expect this to include consideration of:

» the actuary's opinion on the amounts that are payable by the local authority into the pension fund

» the agreement between the actuary and the local authority as to when these payments are to be made

» the wording in the rates and adjustments certificate setting out when amounts are payable for each financial year.

For example, if a local authority agrees to make a payment to the pension fund in a single year and proposes to charge this amount to the

general fund over a three-year period, we would expect the rates and adjustments certificate to show, unambiguously, that the amount
payable is spread over the three years.
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Changes to the public services pension scheme

Accounting and audit issues

Changes to the Local Government Pension Scheme

The Public Service Pensions Bill received Royal Assent in April 2013, becoming the Public Service Pensions Act 2013 (‘the Act’). The Act
makes provision for new public service pension schemes to be established in England, Wales & Scotland. Consequent regulations have been
laid to introduce changes to the LGPS in England and Wales from 1st April 2014. (The regulations for the changes in Scotland have not yet
been laid and will only impact from 1 April 2015).

These introduce a number of changes including:

* achange from a final salary scheme to a career average scheme

* introduction of a 50/50 option whereby members can choose to reduce their contributions by 50% to receive 50% less benefit

« calculation of contributions based on actual salary which could lead to some staff with irregular patterns of working moving between
contribution rate bandings on a regular basis

» changes in employee contribution rates and bandings

 transitional protection for people retiring within 10 years of 1 April 2014 (further regulations are still awaited).

The above changes have implications for all employers involved in the LGPS introducing required changes to their payroll systems to ensure
pension contributions are calculated correctly. This has consequent implications for administering authorities to communicate with employers
and consider how they will obtain assurance over the accuracy and completeness of contributions going forwards since the calculations are
more complex going forwards and less predictable. In addition changes are also required to pension administration/payment systems as well
as much more detailed processes around maintaining individual pension accounts for all members to ensure the correct payment of future
pensions.

The Act also requires changes to the governance arrangements although regulations for the LGPS have not yet been laid for these and the
changes in governance arrangements are not expected to be implemented until 1 April 2015.
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° Grant Thornton

An instinct for growth

© 2013 Grant Thornton UK LLP. Al rights reserved.

‘Grant Thornton' refers to the brand under which the Grant Thornton
member firms provide assurance, tax and advisory services to their
clients and/or refers to one or more member firms, as the context requires.

Grant Thornton UK LLP is a member firm of Grant Thornton Intemational Ltd (GTIL).
GTIL and the member firms are not a worldwide partnership. GTIL and each
member firm is a separate legal entity. Services are delivered by the member
firms. GTIL does not provide services to clients. GTIL and its member firms

are not agents of, and do not obligate, one another and are not liable for one
another’s acts or omissions.

grant.thornton.co.uk





