
Summons to Meeting

Friday 17 November 2017

Audit Committee
Monday 27 November 2017, 2.00 pm

The Conference Room, St Michael's Church, 
Workington

Membership:

Councillor Neil Schofield (Chair) Councillor John Colhoun (Vice-Chair)
Councillor Tony Annison Councillor Mary Bainbridge
Councillor John Cook Councillor Duncan Fairbairn
Councillor Billy Miskelly

Members of the public are welcome to attend the meeting. If you have any questions 
or queries contact Kathryn Magnay on 01900 702635.

Agenda
1. Minutes  (Pages 3 - 8)

To sign as a correct record the minutes of the meeting held on 21 August 2017.

2. Apologies for Absence  

3. Declaration of Interests  
Councillors/Staff to give notice of any disclosable pecuniary interest, other 
registrable interest or any other interest and the nature of that interest relating to 
any item on the agenda in accordance with the adopted Code of Conduct.

4. Questions  
To answer questions from members of the public – submitted in writing or by 
electronic mail no later than 5.00 pm, 2 working days before the meeting.

5. Assurance Risk and Audit Quarter 2 Report 2017/18  (Pages 9 - 24)
To consider the work completed by the Assurance Risk and Audit Service during 
the second quarter 2017/18 and to approve the revised plan.
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6. Treasury Management Operations – Mid-year review 2017/18  (Pages 25 - 
50)
To inform members of the Council’s treasury management activities during the 
six month period ending 30th September 2017. This report also provides 
assurances that treasury management activities have been undertaken in 
accordance with the Council’s approved Treasury Management Strategy 
Statement and Investment strategy

7. Audit Committee Update and Progress Report  (Pages 51 - 68)

8. Annual Audit Letter 2016-17  (Pages 69 - 78)

Corporate Director

Date of Next Meeting:

Monday 12 February 2018, 2.00 pm
Council Chamber, Allerdale House
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At a meeting of the Audit Committee held in Council Chamber, Allerdale House on 
Monday 21 August 2017 at 2.00 pm

Members

Councillor Neil Schofield (Chair) Councillor John Colhoun (Vice-Chair)
Councillor Mary Bainbridge Councillor John Cook
Councillor Duncan Fairbairn Councillor Billy Miskelly

Apologies for absence were received from  Councillor Adrian Davis-Johnston

Staff Present

B Carlin, B Lennox, K Magnay, C Nicholson and E Thompson

Also Present

R Anderson, J Ellis (Executive Member: Governance and People Resources) and 
J Farrar

111. Minutes 

The minutes of the meeting held on 4 July 2017 were signed as a correct 
record.

112. Declaration of Interests 

Councillor D Fairbairn – Cumbria County Council 

113. Questions 

None received.

114. Assurance Risk and Audit Quarter One Report 2017/18 

The Assurance, Risk and Audit Manager presented the first quarterly 
Assurance, Risk and Audit report for the financial year 2017/18. The report set 
out the work performed by the Assurance, Risk and Audit Section and 
compared the work undertaken against the approved annual plan.

The chargeable time for the section for quarter one was 83.8%, which was 
above the target of 81.77%. 

Members noted the assurance activities for the quarter, which focused mainly 
on the completion of the planned Assurance Audit Reviews and the work 
carried forward from the 16/17 plan. The following reports were submitted and 
were attached to the report as Appendix A:

 Creditors 16/17
 Debtors 16/17
 Payroll 16/17
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 Main Accounting 16/17
 ICT 16/17
 People Resources 17/18

Members noted the following reviews which were in progress at 30 June 2017:

 Treasury Management 2016/17 (review complete)
 Capital Accounting 2016/17 (review complete)
 Development Services 2017/18 (testing in progress)
 Economic Growth 2017/18 (testing in progress)
 Ethics and Culture 2017/18 (planning)

There is a performance measure that 100% of recommendations made by 
Assurance, Risk and Audit were accepted by management, one low graded 
recommendation was not accepted during the quarter.

It was noted that 7 agreed actions due were in progress, 6 of these actions 
were over 60% complete. It was also noted that agreed actions are being 
continually monitored by the Senior Management Team and discussed in detail 
on a monthly basis. All actions outstanding had been updated in quarter one.

Members noted the Corporate Risk and Issues Log.

Members accepted the report.

N Banks, Business Development Manager and D Sewell, Operations 
Manager entered the meeting 

N Banks, Business Development Manager and D Sewell, Operations 
Manager attended the meeting to give members an update on the progress of 
the agreed actions resulting from the Car Parks Audit Review 2016/17. 

N Banks, Business Development Manager and D Sewell, Operations 
Manager left the meeting  

115. Treasury Management Annual Review 2016/17 

The Financial Services Manager submitted a report which sought to inform 
Members of the performance of the Council’s treasury management activities 
during 2016/17, the effects of treasury management decisions and transactions 
executed in the past year and of compliance with its Treasury Management 
Policy.

The report summarised the following:

 The economy and interest rates
 Overall treasury position at 31 March 2017
 The strategy for 2016/17
 Borrowing requirement
 Borrowing rates
 Borrowing activity during 2016/17
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 Investment rates
 Investment outturn for 2016/17
 Prudential and Treasury Indicators

Members noted the contents of the report.

Recommended

That Council be requested to agree that the contents of the report be noted.

116. Annual Governance Statement 

The Head of Governance and Monitoring Officer submitted a report that set out 
the Council’s Annual Governance Statement for 2016/17, which was required to 
meet the requirements of the Accounts and Audit (England) Regulations 2015.

The Annual Governance Statement was prepared in accordance with relevant 
professional guidance. It demonstrated that the Council had sound governance 
arrangements in place during the municipal year 2016/17 and in the period up 
to the approval of the Council’s 2016/17 Statement of Accounts.

The significant governance issues identified in the Annual Governance 
Statement were drawn together in an action plan, which would be implemented 
over the forthcoming year.

The action plan contained two subject areas; Business Continuity and Allerdale 
Investment Partnership. Actions were set out for each area and the expected 
outcomes.

Councillor D Fairburn asked what were the environmental implications of the 
Lillyhall Land purchase and the Sea Defences on the Solway Coast Line.

The Head of Governance and Monitoring Officer advised that the environmental 
implications were set out in the reports relating to those projects.

Members approved the Annual Governance Statement 2016/17.

Resolved

That the Annual Governance Statement for 2016/17 be approved.

Agreed

That:

a) The reports detailing the environmental implications of the Lillyhall Land 
Purchase and the Sea Defences on the Solway Coast Line will be 
circulated to members. 
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117. Audited Statement of Accounts 201/17 

In accordance with the Accounts and Audit (England) Regulations 2015, the 
Head of Financial Services submitted the Council’s 2016/17 Statement of 
Accounts for the Audit Committee’s consideration and approval.

The Statement of Accounts summarise the Council’s financial performance, 
financial position and cash flows for the financial year from 1 April 2016 to 31 
March 2017. 

The group accounts consolidate the financial statements of the Authority and its 
(material) interests in subsidiaries, associates and joint ventures.

The Financial Services Manager provided Members with a presentation on the 
Statement of Accounts designed to support members’ consideration of the 
statements. The presentation included:

 an overview of the content of the narrative report
 an outline of the changes made to accounting policies and the major 

judgements made in applying accounting policies.
 addressing a series of challenge questions for each of core financial 

statements (comprehensive income and expenses statement, movement 
in reserves statement, balance sheet and cash flow statement) and 
supplementary statements (collection fund and group accounts), 
including providing explanations for significant year on year changes in 
the amounts reported in each of the core and supplementary financial 
statements.

 confirming the consistency of the statement of accounts with other 
financial information presented to members.

 explaining the changes made to the unaudited Statements of Accounts 
since their publication. 

Councillor D Fairbairn asked the Financial Services Manager for the ratio 
between the highest paid and the lowest paid. The Financial Services Manager 
advised members that he could not supply the figures during the meeting and 
agreed to issue members with this information following the meeting.

Councillor D Fairbairn asked for the maintenance costs of the heritage assets 
for 2016/17. The Head of Financial Services advised members that she could 
not give the costs during the meeting and would forward the information onto 
members. 

The Chair of the Audit Committee signed and dated the statement.

Resolved

That:

a) the Statement of Accounts 2016/17 be approved
b) the Statement of Accounts 2016/17 be signed by the Chair of the 

Audit Committee
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c) Upon receipt of the signed audit opinion, the final Statement of 
Accounts 2016/17 be published by the statutory deadline of 30 
September 2017

Agreed

a) That the Financial Services Manager will circulate to all members the 
ratio of the highest paid and the lowest paid.

b) The Head of Financial Services will forward members details of the 
maintenance costs for the heritage assets for 2016/17.

118. Audit Findings Report 

Grant Thornton submitted a findings report highlighting the key matters arising 
from the audit of the Council’s financial statements for the year ended 31 March 
2017.

J Farrar, Grant Thornton presented Members with a summary of the report.

Members were informed that the 2016/17 Statement of Accounts submitted for 
audit was of good quality and that they intended to issue an unqualified opinion 
on those statements.

Members were also informed that the Auditors work had:
 not identified any control weaknesses which they wished to highlight to 

the Council’s attention.
 confirmed that the Council had proper arrangements in place to secure 

economy, efficiency and effectiveness in its use of resources

Members noted the report.

Councillor D Fairbairn congratulated the staff on all their hard work on behalf of 
him and the members of the Audit Committee.

Agreed

That the contents of the report be noted.

Councillor J Colhoun left the meeting  

C Nicholson, Head of Financial Services left the meeting  

119. Letter of Representation 2016/17 

The Head of Financial Services presented to Members the Letter of 
Representation, made in connection with the audit of the Council’s 2016/17 
Statement of Accounts.

Members approved the Letter of Representation.
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Resolved

That:

a) The Letter of Representation 2016/17 be approved
b) The Letter of Representation 2016/17 be signed by the s151 Officer on 

behalf of the Council

The meeting closed at 4.40 pm
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 Allerdale Borough Council

Audit Committee Meeting 27 November 2017

Assurance, Risk and Audit Report for the Quarter Ending 30 September 2017

The Reason for the Decision To inform the Committee of the work performed 
by the Assurance, Risk and Audit Team in the 
second quarter of the financial year 2017/18.

Summary of options considered N/A 

Recommendations That the report and the revised annual plan 
2017/18 is accepted subject to any additional 
information that the Committee may require.

Financial / Resource Implications As outlined in the report

Legal Implications Acceptance of this report has no legal 
implications.

Community Safety Implications Acceptance of this report has no community 
safety implications.

Health and Safety and Risk 
Management Implications

Acceptance of this report has no Health and 
Safety implications. Consideration should be 
given to the activities reported and how they 
contribute to the organisations Risk Management 
Framework

Equality Duty considered / Impact 
Assessment completed

Equality is considered during the Assurance, Risk 
and Audit activities.

Wards Affected All

The contribution this decision would 
make to the Council’s priorities

Acceptance of the Assurance, Risk and Audit 
Team’s work provides a direct and indirect 
contribution to the achievement of the Council’s 
priorities, in accordance with the Assurance, Risk 
and Audit Service Plan.

Is this a Key Decision No

Portfolio Holder Councillor Joan Ellis
(email: joan.ellis@allerdale.gov.uk)

Lead Officer Emma Thompson, Assurance, Risk and Audit 
Manager. 01900 702988
emma.thompson@allerdale.gov.uk
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Report Implications (Please delete where applicable).

Community Safety N Employment (external to the Council) N

Financial N Employment (internal) Y

Legal N Partnership N

Social Inclusion N Asset Management N

Equality Duty N Health and Safety N

Background papers: Assurance, Risk and Audit reports and working papers.

1 Introduction

1.1 This is the second progress report for the financial year 2017/18.

1.2 Items covered in this report are as follows:

 Performance against the 2017/18 plan
 Assurance and consultancy activities during the quarter
 Fraud work
  Assurance, Risk and Audit activity performance, 
 Quality Assurance and Improvement Program
 Agreed Action follow up, and
 Training and staffing.

2 Performance against the 2017/18 Audit Plan

2.1 Time Summary 
Activity Planned 

Days
Actual 
Days

Statutory Assurance Reviews 80 0.74
Assurance and Risk Support 30 14.90
Agreed Action Follow up 10 4.32
Completion of 2016/17 reviews 30 20.37
Assurance Reviews 101 24.63
Democratic Representation 35 13.31
Corporate Support 116 90.37
Projects 25 11.86
Advice 15 2.40
Investigations 10 5.57
Fraud Activities 22 9.63
Risk Management Facilitation 15 2.33
Total Audit Time 489 200.43

Non-Chargeable
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Non chargeable time 60 23.78
Training 40 20.24
Sickness / other absences 9 7.26

Total Non-Chargeable Time 109 51.28

Total Days 598 251.71

Annual Leave
102 42.55

Total Days 700 294.26

2.2 The chargeable time performance for quarter two is 79.63 which is below the 
planned target of 81.77%, this is due to the holiday season and the impact of 
carrying the vacant post of Assurance Risk and Audit Assistant for eleven 
weeks. There will be a reduction in planned chargeable time to take into 
account the time required to train and support new team members.

3         Assurance and Consultancy Activities

3.1 The assurance activities for this quarter focused mainly on the completion of 
the planned Assurance Audit Reviews and the work carried forward from the 
16/17 plan. The team has made excellent progress with the planned work and 
are continually improving as they develop.

3.2     The following reports were submitted this quarter and can be found in 
appendix a to this report:
 Capital Accounting 16/17
 Treasury Management 16/17

 
3.3 The ARA Manager is a member of the Transformation and Procurement 

Board. This Board receives and considers transformation Project Outline 
Documents for approval. The board considers the key deliverables of the 
project and how these contribute to the design principles for the 
transformational agenda at Allerdale. The role of the ARA Manager on this 
board is to provide advice and guidance on risk management, control and 
governance.

4 Corporate Fraud

4.1     The monitoring and oversight of the National Fraud Initiative data matching 
exercise continues. Further work is required by the Revenues and Benefits 
teams to review their reports and record the outcomes. These are in progress 
and are being managed using a risk based approach.

4.2 The ARA Manager has undertaken an assessment of fraud risks in Allerdale 
Borough Council based on the Fighting Fraud Locally 2016-19 Checklist and 
as a result an action plan has been created. To support continuous 
improvement of fraud risk management the ARA Manager has set up a 
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Corporate Fraud Group who will meet at least quarterly, the group members 
include the Section 151 Officer, the Monitoring Officer, Finance, Revenues 
and Benefits representatives. The terms of reference for this group have been 
agreed and are attached as appendix b.

5     Progress with the Annual Plan

5.1    The following reviews were in progress at 30 September 2017.

Audit Title Status 
Development Services 17/18 Testing in progress
Economic Growth 17/18 Testing in progress
Ethics and Culture 17/18 Planning
Business Continuity 17/18 Planning

5.2 Management’s acceptance of recommendations – 100 % for this quarter

Assurance, Risk and Audit is designed to add value and assist management 
in achieving the organisations overall key aims and objectives. An indicator for 
ARA performance is that 100% of all recommendations made are accepted by 
management. 

5.3 Management’s implementation of agreed actions (recommendations)

For the quarter ending 30 September 2017, 10 agreed actions were overdue 
at 30 September 2017, 9 of which were in progress. Agreed actions are now 
being continually monitored by the Senior Management Team and discussed 
in detail on a monthly basis, this has resulted in actions being updated more 
regularly with information. 

  6 Revised Plan

 6.1 A number of service changes have happened during this quarter which will 
have an impact on the Annual Plan. These have been taken into account in 
the revised plan presented to you as appendix c to this report for approval. 
These changes include:

 Acting up responsibilities assigned to the ARA Manager to support the 
Human Resources team whilst Sharon Sewell is on Maternity.

 The recruitment of a 12 month temporary 2 day ARA Officer post to assist 
with the Annual Plan during this maternity period. Linda Hayton has joined 
the team from community Services on 10 October.

 The recruitment of the ARA Assistant, Kirsty Fryer has joined the team on 
18 September and brings with her some excellent transferrable skills.

 Paula the ARA Officer has enrolled on to the level 2 Assistant Accounting 
Technician course on an apprenticeship basis

 The need for additional training to support the new team members and 
Paula the ARA Officer in her new role.
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6.2 In the attached revised plan the amendments to the original agreed work have 
been highlighted for your consideration by exception. There will be no change 
to the number of assurance reviews or areas we review in the revised plan.

7 Quality Assurance and Improvement Program 
 
7.1 Different ways of obtaining client feedback are being explored and during 

quarter two there have been no additional client feedback surveys completed. 
The new ARA Assistant has taken an action to review the survey and I will 
present this to you at the next training session. 

7.2 The ARA Manager completed a full self-assessment of conformance with the 
Public Sector Internal Auditing Standards in August 2017, this was used by 
the Peer Review Group to complete their initial assessment. The Head of 
Governance from Wyre Council and the Principle Auditor from Lancaster 
Council were on site for two days in early September to complete the at least 
every five years ‘external assessment’ as required by the standards. Initial 
feedback was very positive, the outcomes are now being moderated with a 
final report to follow. Many thanks to all that took part and supported the team. 
Both the self-assessment results and the corresponding final moderated peer 
review report will be presented to this committee as part of the quarter three 
performance report The ARA Manager and the ARA Officer will next attend 
Lancaster in January 2018 to commence the next review.

8 Corporate Risks and Issues Log

8.1 At our last meeting it was agreed that in the interest of presentation and 
committee members receiving the most up to date information that the latest 
high level risk report would be attached as a link instead of an appendix for 
your information and regular oversight. 

Corporate Risk Log Hyperlink

9 Services Delivered as Locally as Possible

9.1 Assurance, Risk and Audit operates in support of other Council services.

10 Finance and or Resource Implications

10.1 There are currently no finance or resource issues that have not been 
previously reported to the Committee.

11 Legal Implications and Risks

11.1 Acceptance of this report has no legal, health and safety or risk management   
implications other than the consideration of the Corporate Risks and Issues 
Log by the Committee in terms of oversight of the effectiveness of Risk 
Management Framework.
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12 Recommendations

12.1 That the report and revised annual plan 2017/18 is accepted subject to any 
additional information that the Committee may require.

Emma Thompson
Assurance, Risk and Audit Manager
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Treasury Management Audit Review 2016/17 Appendix A

Introduction

As part of the 2016/17 Internal Audit Plan, a review has been undertaken of the controls and procedures in place in respect of the 
Treasury Management Function at Allerdale Borough Council (ABC). The aim of this review is to provide management with assurance 
that the system is robust and operating as intended and provide recommendations for improvement to add value, if appropriate.  Staff 
members are competent and robust processes are in place, which provide service resilience and assurance. A walkthrough review 
consists of testing a single transaction only unless control weaknesses are identified requiring further examination. 

Assurance Risk and Audit would like to thank all staff involved during the course of the review for their help and assistance.

The objective and scope for this audit was defined in the audit brief issued to all relevant staff on 4th August 2016.

Walkthrough testing and results

Area Control Objective Control 
Environment

Assurance 
Opinion

Commentary

Creating a 
Loan 
(borrowing)

Borrowing is carried 
out in accordance with 
ABC Treasury 
Management Strategy 
from authorised 
lenders. Risks have 
been assessed, 
mitigated and 
reviewed and a clear 
plan is in place for 
future cash flow and 
repayment of loans. 

Objectives; Data 
Integrity; Efficient and 
effective processes; 
Safeguard assets; 
Compliance 

Comprehensive The Financial Services Manager confirmed no 
borrowing had taken place in 2016/17.

Any borrowings that are made are from the 
Public Works Loan Board. Assurances were in 
place that the correct authorised individuals 
are able to request and agree the loan with 
the overall responsibility and authorisation by 
the Head of Financial Services. 

Testing confirmed repayments had been 
made accurately of a loan taken in 15/16 in 
line with the repayment agreement. 

Processing 
an 
Investment

Efficient management 
of Cash Flow to 
ensure minimal bank 
charges and maximise 
interest. Secure 
processes, authorised 

Objectives; Data 
Integrity;  Efficient 
and effective 
processes; 
Safeguard assets; 
Compliance

Substantial Observations confirmed that secure controls 
were in place for authorised members of staff 
to complete investments after assessing cash 
flow and for the processing and authorisation 
of these investments. Good controls were in 
place for managing transactions and good 
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key controls and 
accurate reconciliation 
to mitigate financial 
risks and prevent 
fraud. 

segregation of duties were evidenced. 

The investment confirmation was received via 
email except for one counterparty (Federated 
Prime Rate) which was received by post due 
to them not providing an email service.

Monthly reconciliation of principal and interest 
is performed and recorded effectively by the 
Technical Support Officer who is independent 
to the process, however in the Technical 
Support Officer’s absence the Assistant 
Account would potentially have to perform the 
reconciliations and would not be independent 
to the process – See area for improvement 
1.

HSBC signatories were not up to date and 
there was no confirmation available to confirm 
who the Barclay’s bank signatories were, this 
was confirmed via a telephone conversation 
and a written confirmation of signatories was 
requested from Barclays immediately – See 
Recommendation 1.

Repaying the 
Investment

Capital is paid on an 
accurately and timely 
basis in line with the 
original investment 
agreement.

Data Integrity; 
Effective and efficient 
processes; 
Safeguard assets; 
Counter fraud; ICT

Substantial Observation and sample testing confirmed 
that the agreed processes and procedures 
were followed securely and accurately when 
calling an investment back, security checks 
were carried out and good segregation of 
duties were evidenced. 

The Barclays statement and the 
disbursements file for 05/04/16 were not 
saved in line with office procedures – See 
area for improvement 2. 

Managing 
cash flow 

Bank statements are 
reconciled to show 

Objectives; Data 
integrity; Effective 

Substantial Bank balances are automatically updated daily 
and retained electronically.
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(loans and 
investments)

daily transactions to 
inform the daily cash 
flow forecast which in-
turn informs the 
decision to invest or 
call back investments. 
This ensures efficient 
Treasury 
Management.

and efficient 
processes; 
Safeguard assets; 
Compliance

Information is available in real-time online 
dependent upon the time of the transaction.

Validated bank statement balances and 
transactions following investments and call 
backs. 

Testing showed explanatory notes are made 
on the cash flow sheet for variances over 
£200K.

Areas for improvement 

Number Area for Improvement Associated risks Priority Response
1 
Processing 
an 
Investment

In case of the Technical Support 
Officer’s absence a deputy 
independent to the process should be 
trained to perform the principal and 
interest reconciliations 

Efficient and effective 
processes; Data Integrity; 
Counter Fraud

Low

2
Repaying the 
Investment

All relevant documentation should be 
saved in line with office procedures, 
or reason for absence logged, to 
ensure a full management trail and 
data integrity.

Efficient and effective 
processes; Data Integrity.

Low

Agreed Action

1
Processing 
an 
Investment

HSBC signatories should be updated 
to reflect the current bank signatories 
and confirmation of the signatories 
from HSBC and Barclays should be 
made available to Financial Services 
as a point of reference.

Efficient and efficient 
processes; Data Integrity; 
Counter fraud

Medium This was resolved at the 
time of the review.
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Capital Accounting Audit Review 2016/17

Introduction

As part of the 2016/17 Internal Audit Plan, a review has been undertaken of the controls and procedures in place in respect of 
Capital Accounting the at Allerdale Borough Council (ABC). The aim of this review is to provide management with assurance that 
the system is robust and operating as intended and provide recommendations for improvement to add value, if appropriate. A 
walkthrough review consists of testing a single transaction only unless control weaknesses are identified requiring further 
examination. 

The scope of the work completed by the Councils External Auditors has been considered when prioritising areas to include as part 
of this review. Sample transactional testing is completed by Grant Thornton as part of the final accounts work. These areas have not 
been tested again as part of this review.

To avoid duplication the focus has been on the internal control environment and Capital Grants. Assurance Risk and Audit would 
like to thank all staff involved during the course of the review for their help and assistance.

The objective and scope for this review was defined in the audit brief issued to all relevant staff on 4th August 2016.

Walkthrough testing and results

Area Control Objective Control 
Environment

Assurance 
Opinion

Commentary

Management 
of information

Management of 
information is efficient 
and effective.

Objectives, data 
integrity, compliance, 
efficient and effective 
and counter fraud.

Comprehensive The finance asset register holds comprehensive 
information showing classification and re-
classification of assets, disposals and additions. 
Experienced and competent staff members are 
proactive in updating this information and reports 
are regularly available and form part of the end of 
year closedown reconciliation process. 
Information gained from Legal Services and all 
management meetings and board meetings and 
information from individual departments is vital in 
ensuring this information is up to date and 
accounts are accurately updated.
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Asset 
disposals and 
additions

Additions are 
completed in line with 
guidance in line with 
the planned schedule.

Objectives, data 
integrity, safeguard 
assets, compliance 
and counter fraud.

Comprehensive Appropriate arrangements are in place to ensure 
all fixed assets are identified, using appropriate 
sources of information. Discussions with key staff 
demonstrated a proactive approach to monitoring 
asset management within Financial Services and 
Estate Management.

Capital 
Grants

Grants are applied 
and administered in 
line with conditions.

Objectives, data 
integrity, compliance, 
efficient and 
effective, ICT 
auditing and counter 
fraud.

Substantial Three Central Heating Fund Grants (CHF) were 
tested to confirm the process was completed and 
administered in accordance with prescribed 
procedures. Testing confirmed a good 
management process and monitoring system and 
information held to monitor and evaluate the 
grants process and obtain customer feedback. 
Testing demonstrated a need for more 
management oversight and reconciliation in 
addition to the existing robust management of the 
project.

Number Agreed Action Associated risks Priority Responsibility, due date 
and response

1 An independent reconciliation should be 
completed to confirm the schedule of 
works and the financial information for 
the Central Heating Fund Budget is 
accurate. 

Data integrity; Counter fraud; 
Value for money

Low Strategic Housing Manager

Immediately – this was 
already being done for some 
grants, however this did not 
include Central Heating Fund 
Grants and none were being 
recorded appropriately. It was 
agreed going forward 
reconciliation would be done 
and recorded for all grants. 
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Guide to the audit assurance opinions
Comprehensive There is a sound system of controls designed to 

meet objectives, manage risks and controls are 
consistently applied in all the areas reviewed.

Substantial There is a good system of controls and risks are 
managed. However, there are opportunities for 
improvement in the design or consistency of 
application that will assist in the achievement of 
objectives identified as being at risk in the areas 
reviewed.

Limited Key controls exist to help achieve objectives 
and manage principle risks. However, there are 
opportunities for improvement in the overall 
control environment which would enhance the 
design and application of controls, thereby 
assisting the achievement of objectives 
identified as being at risk in the areas reviewed.

Minimal The absence of basic key controls or the 
inconsistent application of key controls is so 
severe that the audit area is open to abuse or 
error. Risks to objectives are not being 
managed.

Agreed action levels
High There is a control vulnerability that could result in 

failure to achieve corporate objectives, reputational 
damage, lead to material loss, exposure to serious 
fraud or failure to meet legal or statutory requirements. 
This includes material non-compliance with the 
Constitution, Financial Regulations or Council policies 
and procedures. Managers should address high priority 
recommendations urgently to rectify the situation.

Medium The system or procedure lacks adequate control that 
could result in failure to achieve operational objectives, 
non-material loss, or non-compliance with 
departmental operational or financial procedures. This 
would also include minor non-compliance with 
Financial Regulations. Although not fundamental to 
system integrity these risks should be addressed 
promptly as the next priority.

Low To implement this would be good practice to improve 
or enhance the system and the achievement of 
objectives. Several low risks in combination may give 
rise to concern.  

In line with the Public Sector Internal Auditing Standards (PSIAS), 
Assurance, Risk and Audit will monitor all current and future agreed 
actions. Actions will be recorded in the actions log on Sharepoint 
including all progress updates whether made by assigned officers 
directly or by Assurance, Risk and Audit on their behalf. Managers 
with Network system access have the opportunity to monitor these 
actions. Implementation dates are agreed before the Final report is 
issued, amendments to these dates must be agreed with 
Assurance, Risk and Audit.
Agreed actions are monitored by the Senior Management Team 
and Audit Committee. In the instance that an engagement has not 
been conducted in line with the PSIAs, the areas of non-
conformance will be reported as part of the final report.
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Terms of Reference
Corporate Fraud Group

Purpose – To strengthen resilience and increase 
awareness of potential fraud and corruption

Membership – May be either by the most appropriate service rep or specific role

Section 151 Officer
Finance
Assurance Risk and Audit
Revenues and Benefits Manager
Customer Operations
HR
Monitoring Officer
Where required
Community Services
Elections
Housing

Frequency of meetings – every two months

Standard agenda items

National Fraud Initiative Update
Outcomes from the Fraud Self Assessment and resulting Action Plan
Fraud Training requirements and outcomes
Update on any new instances of Fraud
Changes in national agenda / new hot topics in service areas

Other Group Information Sources

Cumbria Chief Finance Officers Group
Lancashire and District Chief Auditor Group
Cumbria Monitoring Officers Group

Terms of reference

1. To promote a zero tolerance culture to fraud at Allerdale Borough Council
2. To provide oversight over the Fraud Risk Self-Assessment and progress of the resulting 

actions
3. To escalate any risks identified via the course of the group discussions to SMT 

immediately for evaluation and inclusion into the Corporate Risks and Issues log.
4. To agree and implement initiatives to promote awareness of Corporate policies and 

procedures such as the Whistleblowing Policy and Counter Corruption Framework.
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5. To agree and deliver the annual fraud plan, ensuring engagement with third parties, 
contractors and voluntary sector activities

6. To consider the recommendations detailed in the Fighting Fraud Locally Strategy 
throughout all aspects of the Group Activities.

7. Consider and communicate the organisations exposure to fraud in relation to existing 
business operations and new and emerging services and or activities.

8. To promote the proactive prevention of fraud throughout all service areas and consider the 
most efficient and effective way to implement this as a control measure.

9. Share fraud risk management best practice from the Stakeholder Groups mentioned 
above and between services.

10. To be advocates for the prevention and detection of fraud and ensure we are considering 
and communicating fraud risks during our participation in projects, governance activities 
and day to day operations.
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Assurance Risk and Audit Revised Plan 17/18 Original Budget Appendix c

Establishment
Full time  (1 post for the full year) 260.00 261
Full time  (1 post for the full year) 260.00 261
0.6081FTE (3months vacant) 130.00 158
ARA Temp 50.00 0
Gov Support Assistants 10.00 20
Total Days 710.00 700
Less Annual/Statutory 104.00 102

606.00 598
Less
non chargeable time 50.00 60
Training/Exam Leave 65.00 40
Sickness 10.00 9

0.00
0.00

Total Non Chargeable Days 125.00 109

Chargeable Days 481.00 489
Use of chargeable days
HR management 30.00 0

Statutory Reviews and Assurance
Reviews
Finance 25 25
Customer Operations/CTC 25 25
ICT 10 10
Culture and Ethics 10 10
Risk Management (PSIAS standard 2120)
incl buisness continuity risks 10 10

Work Brought Forward (16/17 plan) 20.00 30
Corporate Issues 75.00 75
Decision Making support (delegated
decisions, exec, council) 10.00 10
Democratic Representation and Member
Management 15.00 15
Projects 25.00 25
Behaviours support 2.00 2
Peer Review 10.00 12
Assurance and Risk support 30.00 30
Fraud including NFI and awareness 22.00 22
Advice 10.00 15
Follow up 10.00 10
Investigations 10.00 10
Assurance reviews - allocated on a risk basis
as per strategy.
Community Services 15.00 15
Development Services 10.00 12
Economic Growth 10.00 15
Human Resources 5.00 10
Governance 10.00 10
AONB 5.00 5
Housing and Health 15.00 15
Business Continuity 10.00 0
credit union 15.00 15
contingency 8.00 9
Risk facilitation - risk management
support/facilitation 8.00 15
Commercial opportunities, procurement and
commissioning board (Advice and
assistance) 8.00 8
Assisting Elections 9.00 15
volunteer days 4.00 4
Total Chargeable Days 481.00 484

chargeable time target % 79.37
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Allerdale Borough Council

Audit Committee – 27th November 2017

Council – 10th January 2018

Treasury Management Operations – Mid-year review 2017/18

The Reason for the Decision To inform members of the Council’s treasury 
management activities during the six month 
period ending 30th September 2017. This report 
also provides assurances that treasury 
management activities have been undertaken in 
accordance with the Council’s approved Treasury 
Management Strategy Statement and Investment 
Strategy.

Recommendations That the contents of this report are noted.
Financial / Resource Implications None.  
Legal / Governance Implications The CIPFA Code of Practice on Treasury 

Management and the CIPFA Prudential Code for 
Capital Finance in Local Authorities require the 
Council to report regularly on specific aspects of 
its treasury management activities. 

Community Safety Implications None. 
Health and Safety and Risk 
Management Implications

The Council regards the successful identification, 
monitoring and control of risk to be the prime 
criteria by which the effectiveness of its treasury 
management activities will be measured.  

Equality Duty considered /Impact 
Assessment completed

N/A

Wards Affected None directly
The contribution this decision 
would make to the Council’s 
priorities

None directly

Is this a key decision? No
Portfolio Holder Cllr. B Cannon
Lead Officer Barry Lennox 

Financial Services Manager   
Ext: 2586 
email: barry.lennox@allerdale.gov.uk
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Report Implications 

Community Safety N Employment (external to the Council) N

Financial Y Employment (internal) N

Legal Y Partnership N

Social Inclusion N Asset Management N

Equality Duty N Health and Safety N

1.0     Introduction

1.1 The CIPFA Code of Practice on Treasury Management (the Treasury 
Management Code) and the CIPFA Prudential Code for Capital Finance in Local 
Authorities (the Prudential Code) requires the Council to report regularly on its 
treasury management activities. 

1.2 The Treasury Management Code recommends that local authorities should, as a 
minimum, ensure that the Full Council receives: 

• before the start of the year, an annual report on the strategy and plan to be 
pursued in the coming year (Council - 01/03/2017)

• a mid-year review (this report)
• after the year-end, an annual report on the performance of the treasury 

management function, on the effects of the decisions taken and the 
transactions executed in the past year and on any circumstances of non-
compliance with the authority’s treasury management policy statement.

1.3 To enable the Audit Committee to fulfil its responsibilities for ensuring effective 
scrutiny of the treasury management strategy and policies the Council’s Treasury 
Management Practices require treasury management reports - including the mid-
year report - to be submitted to the Audit Committee prior to consideration by Full 
Council. 

2.0 Scope

2.1 This mid-year report has been prepared in accordance with CIPFA’s Code of 
Practice on Treasury Management 2011 Edition and covers:

i. an update on the economic environment for the first six months of the 
financial year 2017/18 (section 3)

ii. updated interest rate forecasts (section 4)
iii. Treasury Management Strategy Statement (TMSS) and Investment 

Strategy update (section 5)
iv. a review of the Council’s investment  and borrowing activities during the 

period 1st April to 30th September 2017 (sections 6 and 7)
v. a review of compliance with the Council’s treasury and prudential indicators 

for 2017/18 (section 8).
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3.0 Economic Update 

3.1 During the six months to 30th September 2017:

 uncertainties associated with the UK’s decision to leave the EU have had 
a noticeable impact on the economic outlook

 UK GDP has continued to grow, but at a much slower pace than in 2016. 
Growth in quarters 1 and 2 of 2017 of +0.3% meant growth in the first 
half of 2017 (+1.5% y/y) was the slowest for the first half of any year 
since 2012.   Since the EU referendum, the UK growth has fallen from 
the top to the bottom of the league of G7 leading economies 

 the Bank of England cut its GDP growth forecast for 2017 to 1.7% in 
August, down from 1.9% in May and 2.0% in February

 the Bank of England Monetary Policy Committee’s has maintained the 
bank rate at 25 basis points. It has also maintained the asset purchase 
(quantitative easing) programme introduced in August 2016 to counter 
the expected downturn in economic growth following the EU referendum

 CPI inflation has remained above the MPC’s 2% target as rises in import 
prices, generated by the steep fall in the sterling exchange rate following 
the EU referendum, continue to pass through to consumer prices. In 
September the 'headline' CPI rate rose to 3%; its highest since March 
2012. RPI inflation has similarly been on an upward path throughout 
2017, hitting 4.1% in September; its highest since September 2011

 employment growth in the UK had been resilient with the unemployment 
rate falling to a 42-year low of 4.3% down from 5.0% for a year earlier. 
The employment rate increased to 75.1%, up from 74.5% for a year 
earlier (June to August); the joint highest since comparable records 
began in 1971. Despite the continued fall in unemployment, pay growth 
has remained subdued. Latest estimates (August) show wage growth 
was 2.1% compared to a year earlier. Well below the rate of inflation. 
Productivity growth has also been weak and is expected to remain 
subdued.

 the US Federal Reserve (the Fed) has started on a gradual upswing in 
rates with three increases since December 2016. Increases of 25bps in 
March and June 2017 have now lifted the central rate to 1.00 - 1.25%  

 monetary stimulus by the ECB has resulted in a significant improvement 
to economic growth in the EU, with GDP rising to 2.3% (y/y) in quarter 2 
compared to 1.8% (y/y) a year earlier.

U.K.

3.2 After the UK economy surprised on the upside with strong growth in 2016, growth 
in 2017 has been disappointingly weak; quarter 1 came in at only +0.3% (+1.7% 
y/y) and quarter 2 was +0.3% (+1.5% y/y) which meant that growth in the first half 
of 2017 was the slowest for the first half of any year since 2012.   

3.3 The main reason for this has been a weakening of consumption triggered by the 
sharp increase in inflation, caused by the fall in the value of sterling after the EU 
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referendum, feeding increases in the cost of imports into the economy.  This has 
caused, in turn, a reduction in consumer disposable income and spending power. 
The services sector of the economy, accounting for around 75% of GDP, has as 
a consequence, seen weak growth as consumers cut back on their expenditure. 

3.4 However, more recently there have been encouraging statistics from the 
manufacturing sector which is seeing strong growth, particularly as a result of 
increased demand for exports. It has helped that growth in the EU, our main 
trading partner, has improved significantly over the last year.  However, this 
sector only accounts for around 10% of GDP so expansion in this sector will have 
a much more muted effect on the average total GDP growth figure for the UK 
economy as a whole.

3.5 Preliminary estimates for Quarter 3 (July to Sept) 2017 shows GDP increased by 
0.4% (1.5% y/y). Services increased by 0.4%, the same rate as Quarter 2 (Apr to 
June) 2017 and remains the largest contributor to GDP growth. The main 
contributor to growth was the business services and finance sector. 
Manufacturing returned to growth after a weak Quarter 2 2017, increasing by 
1.0% in Quarter 3 2017. Construction however, contracted for the second quarter 
in a row (-0.7% compared to -0.5% in quarter 2), although the industry still 
remains well above its pre-downturn peak.

3.6 While the Bank of England is expected to give forward guidance to prepare 
financial markets for gradual changes in policy, the Bank’s Monetary Policy 
Committee (MPC) meeting of 14 September 2017 surprised markets and 
forecasters by suddenly switching to a much more aggressive tone in terms of its 
words around warning that the Bank Rate will need to rise. The Bank of England 
Inflation Reports during 2017 have clearly flagged up that it expected CPI 
inflation to peak at just under 3% in 2017, as the past depreciation of sterling and 
recent increases in energy prices continue to pass through to consumer prices, 
before falling back to near to its target rate of 2% in two years time. 

3.7 At the 14 September MPC meeting the Bank revised its forecast for inflation to 
peak to just over 3% in October (inflation actually came in at 2.9% in August and 
3.0% in September and is expected to rise slightly in the coming months).  
However this marginal revision to inflation can hardly justify why the MPC 
became so aggressive with its wording. Instead the focus was on an emerging 
view that with unemployment falling to only 4.3%, the lowest level since 1975, 
and improvements in productivity being so weak, the amount of spare capacity in 
the economy was significantly diminishing towards a point at which it now needed 
to take action.  

3.8 In addition, the MPC took a more tolerant view of low wage inflation as this now 
looks like a common factor in nearly all western economies as a result of 
increasing automation and globalisation.  This effectively means that the UK 
labour faces competition from overseas labour e.g. in outsourcing work to third 
world countries, and this therefore depresses the negotiating power of UK labour. 
However, the Bank was also concerned that the withdrawal of the UK from the 
EU would effectively lead to a decrease in such globalisation pressures in the 
UK, and so would be inflationary over the next few years.
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3.9 At the time of writing it therefore looks increasingly likely that the MPC will 
increase the Bank Rate to 0.5% in November or, if not, in February 2018.  The 
big question after that will be whether this will be a one off increase or the start of 
a slow, but regular, series of increases in the Bank Rate. As at the start of 
October, short sterling rates were indicating that financial markets do not expect 
a second increase until May 2018 with a third increase in November 2019. i.e. a 
slow pace of increases.  However, some forecasters are flagging up that they 
expect economic growth to improve significantly in 2017 and into 2018. 

3.10 This view is based primarily on the anticipated fall in inflation, (as the impact of 
sterling’s depreciation after the EU referendum drops out of the CPI statistics), 
bringing to an end the negative impact of inflation (coupled with slow wage 
growth) on consumer spending power.  In addition, a strong export performance 
will compensate for weak services sector growth.  

3.11 If this scenario were to materialise, then the MPC would have added reason to 
embark on a series of slow but gradual increases in the Bank Rate during 2018 
and onwards. While there is so much uncertainty around the Brexit negotiations, 
consumer confidence, and business confidence to spend on investing, it is far too 
early to be confident about how the next two years will pan out.

U.S.

3.12 Quarterly growth in the American economy has been notably volatile in 2015 and 
2016.  2017 is following a similar path with quarter 1 coming in at only 1.2% but 
quarter 2 rebounding to 3.1%, resulting in an overall annualised figure of 2.1% for 
the first half year. Advance estimates show GDP increased 3.0% in the third 
quarter of 2017. Unemployment in the US has also fallen to the lowest level for 
many years, reaching 4.2% in September, while wage inflation pressures - and 
inflationary pressures in general - have been building. The inflation rate for the 12 
months ended September 2017 stood at 2.2% compared to 1.5% for the 12 
months to September 2016.

3.13 The US Federal Reserve (the Fed) has started on a gradual upswing in rates with 
three increases since December 2016. The possibility of one more rate rise in 
2017 would lift the central rate to 1.25 – 1.50%. There could then be another four 
more increases in 2018. At its June meeting, the Federal Reserve strongly hinted 
that it would soon begin to unwind its $4.5 trillion balance sheet holdings of 
bonds and mortgage backed securities by reducing its reinvestment of maturing 
holdings.

Eurozone

3.14 Economic growth in the EU, (the UK’s biggest trading partner), has been lack 
lustre for several years after the financial crisis despite the European Central 
Bank (ECB) eventually cutting its main rate to -0.4% and embarking on a 
massive programme of Quantitative Easing.  However, growth picked up in 2016 
and now looks to have gathered ongoing substantial strength and momentum as 
a result of this stimulus.  GDP growth was 0.5% in quarter 1 (2.0% y/y) and 0.6% 
in quarter 2 (2.3% y/y).  Preliminary estimates for quarter 3 show growth of 0.6% 
(2.5% y/y). 
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3.15 However, despite providing massive monetary stimulus, the European Central 
Bank is still struggling to get inflation up to its 2% target and in September 
inflation in the Euro area was 1.5%. It is therefore unlikely to start on an upswing 
in rates until possibly 2019. Although the ECB has started forward guidance on 
its intentions to start slowing down the amount of monthly QE purchases of debt 
it has not yet set a timeframe for this or the pace of future reductions.

Asia

3.16 Chinese economic growth has been weakening over successive years, despite 
repeated rounds of central bank stimulus; medium term risks are increasing. 
Major progress still needs to be made to eliminate excess industrial capacity and 
the stock of unsold property and address the level of non-performing loans in the 
banking and credit systems.

3.17 Japan is struggling to stimulate consistent significant growth and to get inflation 
up to its target of 2%, despite huge monetary and fiscal stimulus. It is also 
making little progress on fundamental reform of the economy.

4.0 Interest Rate Forecasts

4.1 The Council’s treasury advisor, Capita Asset Services, has provided the following 
forecast. 

Table 1: Forecast interest rates (certainty rates1)
Quarter 
ending

Bank 
rate

PWLB 5yr 
rate

PWLB 10yr 
rate

PWLB 25yr 
rate

PWLB 50yr 
rate

% % % % %
Actual Sept 17 0.25 1.59 2.18 2.79 2.52

Dec-17 0.25 1.5 2.20 2.90 2.70
Mar-18 0.25 1.6 2.30 2.90 2.70
Jun-18 0.25 1.7 2.30 3.0 2.80
Sep-18 0.25 1.7 2.40 3.0 2.80
Dec-18 0.25 1.8 2.40 3.10 2.90
Mar-19 0.25 1.8 2.50 3.10 2.90
Jun-19 0.50 1.9 2.50 3.20 3.0
Sep-19 0.50 1.9 2.60 3.20 3.0
Dec-19 0.50 2.0 2.60 3.30 3.10
Mar-20 0.50 2.0 2.7 3.30 3.10

1Certainty rates are calculated by subtracting 0.2% from the standard new loan rates. Certainty 
rates apply to authorities who provided DCLG with required information on their plans for long-
term borrowing and associated capital spending.

4.2 Capita Asset Services undertook its last review of interest rate forecasts on 9 
August after the quarterly Bank of England Inflation Report.  There was no 
change in the Monetary Policy Committee’s (MPC) policy at that meeting.  
However, the MPC meeting of 14 September revealed a sharp change in 
sentiment whereby a majority of MPC members said they would be voting for an 
increase in the Bank Rate “over the coming months”.  It is therefore possible that 
there will be an increase from 0.25% to 0.5% at the November MPC meeting but, 
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if not, then at the February 2018 meeting. If that happens, the question will then 
be as to whether the MPC will stop at just withdrawing the emergency Bank Rate 
cut of 0.25% in August 2016, after the result of the EU withdrawal referendum, or 
whether they will embark on a series of further, but gentle, increases in the Bank 
Rate during 2018 and onwards.

4.3 Whilst geo-political events, sovereign debt issues and emerging market 
developments can all contribute to short-term volatility in financial markets, the 
overall longer run trend for gilt yields - and therefore PWLB rates -  continues to 
be for rates to rise, albeit gently, over the forecast period.  

4.4 The overall balance of risks to economic recovery in the UK remains to the 
downside particularly with the current uncertainty over the final terms of Brexit. 
However economic forecasting remains difficult with so many external influences 
weighing on the UK. The Bank Rate forecasts set out in table1 (and also MPC 
decisions) will therefore be liable to further amendment depending on how 
economic data and developments in financial markets transpire over the next 
year. Geopolitical developments, especially in the EU, could also have a major 
impact. 

4.5 The PWLB (certainty) rate forecasts included in table 1 are based around a 
balance of risks. Downside risks to current forecasts for UK gilt yields and PWLB 
rates currently include: 

 the pace of monetary policy action results in UK economic growth and 
increases in inflation being weaker than currently anticipated 

 weak capitalisation of some European banks
 a resurgence of the Eurozone sovereign debt crisis
 geopolitical risks in Asia (especially North Korea), Europe and the Middle 

East, increasing safe haven flows
 weak growth or recession in the UK’s main trading partners - the EU and US. 
 rising protectionism under President Trump
 a sharp Chinese downturn and its impact on emerging market countries.

4.6 The potential for upside risks to current forecasts for UK gilt yields and PWLB 
rates, especially for longer term PWLB rates include:

 the pace and strength of increases in the Federal Reserve’s Funds Rate 
and reversal of Quantitative Easing causing a fundamental reassessment 
by investors of the relative risks of holding bonds as opposed to equities 
and leading to a major flight from bonds to equities.

 UK inflation returning to significantly higher levels causing an increase in 
the inflation premium inherent to gilt yields

 the pace and strength of initial increases in the Bank of England Bank 
Rate allows inflation pressures to build up too strongly within the UK 
economy, which then necessitates a later rapid series of increases in the 
Bank Rate faster than currently expected.
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5.0 Treasury Management Strategy Statement and Investment Strategy update

5.1 The Council’s Treasury Management Strategy Statement (TMSS) and Annual 
Investment Strategy for 2017/18, was approved by Full Council on 1st March 
2017. The Annual Investment Strategy establishes, as the Council’s primary 
policy objective, the security of principal sums invested in priority to liquidity and 
yield. The Council will then aim to achieve the optimum return on its investments 
commensurate with the proper levels of security and liquidity. However, yield will 
only determine investment decisions when deciding between two or more 
investments satisfying security and liquidity objectives.

5.2 Ensuring the security of principal sums invested is achieved through active 
management of the Council’s credit risk exposures. This includes placing 
restrictions and limits on: 

 the counterparties with whom investments may be made based on an 
assessment of the creditworthiness of the counterparty 

 the types of investment instruments that may be used
 the amount invested with any single institution or group of institutions on 

the Council’s list of approved counterparties
 the duration of individual investment instruments depending on the 

financial standing (creditworthiness) of the counterparty.  

5.3 Since the EU referendum ratings outlooks have generally taken on a more 
pessimistic stance and UK sovereign ratings have been downgraded on the back 
of the poorer economic outlook. In September Moody’s reduced the UK’s credit 
rating a notch from Aa1 to Aa2. The move follows downgrades by S&P and Fitch, 
both of whom lowered their rating to AA in June 2016. During the six months to 
30th September the individual rating of one active counterparty (HSBC), was 
downgraded by Moodys from Aa2 to Aa3 (AA to AA-). However this remains 
above the Council’s minimum long term rating of A-.

5.4 Economic developments and performance of financial markets during the period 
(including those affecting interest rate forecasts) do not require any changes to 
be made to the previously approved Treasury Management and Investment 
strategies. The Authority will therefore continue with its policy of investing in 
higher quality counterparties over relatively short maturities and postponing 
borrowing where possible, to minimise the cost of carry and counterparty risk.

6.0 Investment Activity

6.1 The investment market remains difficult in terms of earning the levels of interest 
commonly seen in previous decades as rates are very low and in line with the 
current 0.25% Bank Rate. During the first three months of 2017/18 investment 
rates available in the market were on a slight declining trend. A rise in over three 
month rates during the last half of June was followed by a slight declining trend 
during most of the three months to the end of September. With the exception of 
the 7-day rate, rates subsequently moved up sharply after the MPC meeting of 
14th September abruptly raised expectations of how soon the Bank Rate was 
likely to go up.
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6.2 During the six months to 30th September 2017 the 7-day rate remained broadly 
stable, fluctuating between a high of 0.12% and a low of 0.10%. The average 7- 
day rate for the six months to September was 0.11%. This compares with an 
average of 0.28% for the corresponding period last year and an average for the 
financial year 2016-17 of 0.2%.

Bank and Money Market Rates (London Interbank Bid Rate - LIBID) 

6.3. At 30th September 2017 the Council’s investment balances (excluding cash in 
hand and bank current accounts) stood at £12.1m. This compares with a balance 
of £8.1m at 31st March 2017 and £12.3m at 30th September 2016. 

6.4 A summary of investment activity during the six months ending 30th September 
2017 - excluding ‘policy investments’ falling outside of the Council’s Treasury 
Management and Investment Strategies - is included in table 2 below. 

Table 2: Investment activity 1.4.17 to 30.9.17 
Investments 1 April 

2017 Made Repaid
30 Sept 

2017Credit 
Rating

£’000 £’000 £’000 £’000
Specified investments
Call Accounts AA 2,000 8,590 (8,475) 2,115

Call Accounts A/A- 419 14,445 (13,400) 1,464

Money Market Funds AAA 5,655 34,070 (31,205) 8,520

Non specified investments
Equity Shares - 11 0 0 11
Total  8,085 57,105 (53,080) 12,110
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6.5 The average level of funds available for investment purposes during the period 
was £12.1m. This compares with an average of £14.7m over the corresponding 
period in 2016/17. These funds were available on a temporary basis with the 
level of funds available mainly dependent on the timing of cash flows associated 
with precept and business rate payments, income from grants and local taxation  
(council tax and business rates) and payments related to the Council’s Capital 
Programme.

6.6 In accordance with the Annual Investment Strategy for 2017/18 all investments 
made during the period were: 

 restricted to approved investment instruments (MM funds and call 
accounts) with counterparties holding a minimum long-term rating across 
all three of the main credit ratings agencies (Fitch, Moody’s and Standard 
& Poor’s) of A- or equivalent (AA+ or equivalent for non-UK sovereigns) 

 for periods not exceeding the maximum permitted durations determined by 
reference to the relative creditworthiness of the counterparty and subject 
to a maximum maturity of 364 days (from the date of acquisition).

6.7 During the first six months of 2017/18 there were no breaches of the counterparty 
limits placed on the amount invested with any single institution or group of 
institutions on the Council’s list of approved counterparties. 

6.8 At 30th September forecast investment interest for the year to 31 March 2018 
was £20,054 against a budget of £46,480. The investment portfolio yield for the 
six months to 30th September was approximately 0.17%. This compares 
favourably against the Council’s benchmark (7 day LIBID) rate of 0.11%. At 30th 
September the approximate rate of return (yield) on investments held (calculated 
on an annualised basis) was 0.14% (30th September 2016: 0.3%). This 
compares with the Council’s benchmark return (7-day LIBID) rate at 30th 
September 2017 of 0.11% (30th September 2016: 0.12%).
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6.9 The forecast reduction in interest receivable on investments in 2017/18, 
compared to budget, reflects the declining trend in investment rates since the 
budget was prepared. This reduction in investment income has been reflected in 
the 2017/18 revised revenue budget by way of £26,500 recurring growth bid to 
reduce the investment income budget to a level consistent with current forecasts.

7.0 Borrowing activities

7.1 No new borrowing was undertaken during the six months to 30th September 
2017. PWLB principal of £113k was repaid during the period.  A summary of 
borrowing transactions undertaken during the six months to 30th September 
2017 is included in the following table (table 3).

7.2 By utilising cash from reserves, revenue balances and favourable cash flow the 
Council has been able to meet its liquidity requirements without the need to 
borrow externally. This has allowed the Council to minimise borrowing costs and 
reduce treasury risk by reducing its external investment balances. In the current 
economic climate - with low investment returns and relatively high counterparty 
risks - this is a prudent and cost effective approach, but will require ongoing 
monitoring in the event that upside risks to gilt yields prevail.

7.3 The Council’s 2017/18 Budget and Treasury Management Strategy Statement 
anticipated additional PWLB borrowing during 2017/18 of up to £4.7m to fund the 
Council’s capital programme. This includes £3m of borrowing deferred from 
2016/17. As a result of changes included in the Council’s revised 2017/18 capital 
programme, including the impact of the re-profiling of expenditure funded from 
borrowing between financial years, anticipated (maximum) external borrowing 
requirements in 2017/18 has been revised down to £3.93m.

7.4 The decision to draw down loans will be determined in accordance with the 
borrowing strategy set out in the Council’s Treasury Management Strategy 
Statement with the timing and amount of any additional borrowing reflecting:

 current and future liquidity (cash flow) requirements including in 
particular funds required to fund the Council’s capital programme

 expected future movements in interest rates 
 management of treasury risk.

Table 3: Borrowing activity 1.4.17 to 30.9.17 

01 Apr 2017 New 
Borrowing

Borrowing 
Repaid 30 Sept 2017

 
£’000 £’000 £’000 £’000

Long-term     
PWLB – fixed rates 13,607 0 (113) 13,494

Short-term     

Local Bonds 31 0 0 31

Trust Funds 54 0 0 54

 13,692 0 (113) 13,579
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7.5 At 30th September 2017 the Council’s PWLB loan portfolio consisted of fixed 
rate: 

 maturity loans totalling £8.0m (1st April 2017: £8m)
 fixed rate annuity loans totalling £1.734m (1st April  2017: £1.767m)
 equal instalment of principal loans of £3.76m (1st April 2017: £3.84m).

Interest charged on borrowings

7.6 Interest rates applying to individual loans within the Council’s PWLB loan portfolio 
range from 2.6% to 9.5%. The weighted average interest rate on the PWLB loan 
portfolio currently stands at 5.86% (30th September 2016: 5.83%).This compares 
with the following PWLB rates applying to new maturity, annuity and equal 
instalment of principal (EIP) loans at 30th September 2017 (table 4).

Table 4:  PWLB new loan & premature repayment rates at 30th September 2017 
Certainty1 Premature repayment2

Term Annuity
%

Maturity 
%

EIP 
%

Annuity 
%

Maturity 
%

EIP  
%

Over 4½ Years not over 5 1.32 1.59 1.31 0.37 0.3 0.37

Over 9½ Years not over 10 1.63 2.18 1.62 0.67 1.21 0.67

Over 24½ Years not over 25 2.48 2.79 2.42 1.54 1.87 1.48

Over 49½ Years not over 50 2.75 2.52 2.79 1.83 1.6 1.86

1 Certainty rates are calculated by subtracting 0.2% from standard new loan rates. They apply to new loans 
taken out by authorities who provided DCLG with required information on their long-term borrowing and 
capital spending plans. 

2 Premature repayment rates apply to loans which are being repaid early. 

7.7 The maturity structure of external borrowing at 30th September 2017 (principal 
only) is shown in table 5.

Table 5: Maturity profile of external borrowing
At 30 Sept 

2017
At 30 June 

2017
At 31 March 

2017
At 30 Sept 

2016 
At 31 March 

2016
£’000 £’000 £’000 £’000

Less than 1 year 315 315 312 318 316
Between 1 & 2yrs 236 236 233 230 227
Between 2 & 5yrs 753 751 742 731 720
Between 5 & 10yrs 1,447 1,442 1,419 1,393 1,368
Between 10 & 20yrs 2,268 2,281 2,346 2,421 2,492
Between 20 & 30yrs 560 640 640 720 800
Between 30 & 40yrs 8,000 8,000 7,000 4,000 2,000
Between 40 & 50yrs 0 0 1,000 4,000 6,000

13,579 13,665 13,692 13,813 13,922
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7.8 At 30th September 2017 the weighted average time to maturity of the Council’s 
PWLB debt portfolio was approximately 31 years. The weighted average life of 
the PWLB debt portfolio at 30th September 2017 was 27 years.

7.9 At 30th September the full year forecast for interest payable on borrowings 
(adjusted to include the amortisation of deferred premia and discounts incurred in 
prior years) was £824k compared to an original budget of £892k. The difference 
of £68k reflects changes to the expected timing of capital expenditure (funded 
from borrowing) across financial years and the resulting changes to the 
Authority’s external borrowing requirements.

7.10 The forecast reduction of interest costs in 2017/18 has been accommodated in 
the 2017/18 revised revenue budget by way of a non-recurring savings 
adjustment of £68k.

7.11 The graph and table below show PWLB rates varied little during the first quarter 
of 2017/18 until rising sharply in the last week of June following the outcome of 
the general election in early June. After falling during the middle part of quarter 2 
the final weeks of quarter 2 saw significant increases in PWLB rates following the 
September MPC meeting and the suggestion that the Bank Rate will need to 
increase sooner than markets initially anticipated, partly because of inflation 
concerns and also because of the tightening labour market. 

7.12 Notwithstanding these movements there has been little general trend in rates 
during the current financial year to date. At 30th September the 50 year PWLB 
certainty rate for new loans closed at 2.52% up from 2.34% at 1st April while the 
25-year rate ended the quarter at 2.79% compared to 2.6% at 1st April 2017. 
This compares with forecasts included in the TMSS for 50 and 25-year maturities 
of 2.9% and 2.7%. Although yields have risen from their low points, they remain 
around historic lows.

PWLB rates 2017-2018
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Table 6: PWLB certainty rates - 6 months ending 30th September 2017
1-Years

%
4½- 5 Years

%
9½-10 Years

%
24½- 25 Years

%
49½ - 50 Years

%
At 1.4.17 0.83 1.24 1.91 2.6 2.34
Low 0.8 1.4 1.78 2.52 2.25
High 1.16 1.62 2.22 2.83 2.57
At 30. 9.17 1.34 1.59 2.18 2.79 2.52
Average 0.9408 1.2981 1.9470 2.6475 2.3917

Debt Rescheduling

7.13 The historic nature of the Council’s PWLB loans portfolio and the exclusive use of 
fixed rate loans mean that rates of interest applying to these loans are 
significantly higher than those currently applied to new PWLB loans.  However, 
the differential between new borrowing rates (certainty rate) and the PWLB’s 
premature redemption rates makes rescheduling unviable at the present time. As 
a consequence no debt rescheduling was undertaken during the 6 month period 
ending 30th September 2017.

7.14 At 30th September 2017 the redemption value of the Council’s PWLB debt - 
calculated using PWLB premature redemption rates - was £26.8m. This 
compares with a redemption value of £28.1m at 31st March 2017 and £29.9m at 
30th September 2016. 

7.15 The difference of £13.3m between the fair value and the principal outstanding of 
£13.5m (see table 3) reflects the premium that would be payable - as at 30th 
September - in order to repay the outstanding principal prematurely of £13.1m 
plus interest accrued from the previous scheduled repayment date of £0.2m. 

8.0 Prudential Indicators 

8.1 The Local Government Act 2003 requires the Council to determine and keep 
under review limits on how much money it can afford to borrow by way of loans 
and other forms of credit (for example finance leases). The process the Council 
must follow in setting these limits (the ‘Authorised limit for external debt’) is set 
out in the Prudential Code for Capital Finance in Local Authorities to which the 
Council is required to ‘have regard to’ under provisions contained in the 2003 Act.

8.2 In addition to the Authorised Limit, CIPFA’s Prudential and Treasury 
Management Codes and accompanying sector guidance include a number of 
other key treasury management indicators designed to ensure the Council 
operates its treasury activities within well-defined limits. These include:

 setting an operational boundary for external debt based on the 
expectations of the most likely maximum external debt for the year 

 ensuring that gross debt does not, except in the short term, exceed the 
Capital Financing Requirement (CFR) - the undeylying need to borrow for 
capital purposes - at the end of the preceding year plus the estimates of any 
additional CFR for current and the following two financial years

 placing upper limits on: 
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- the total of principal sums invested longer than 364 days

 placing upper and lower limits on the maturity structure of borrowings.

8.3 The Council’s Authorised Borrowing Limit (the statutory limit on borrowing under 
the Local Government Act 2003), Operational Boundary (the limit beyond which 
external debt is not expected to exceed) and other indicators and limits required 
by CIPFA’s Prudential and Treasury Management Codes, were set out in the 
Council’s Treasury Management Strategy Statement and Investment Strategy for 
2017/18.

8.4 During the financial year to date the Council has operated within the treasury and 
prudential indicators set out in the Council’s Treasury Management Strategy 
Statement and in compliance with the Council's Treasury Management Practices.  
The Council’s Prudential and Treasury Indicators are shown in Appendix 2.

8.5 At 30th September the Council’s gross external debt was £13.6m. The maximum 
external debt outstanding during the period was £13.7m (1 April 2017).This 
compares with: 

 a Capital Financing Requirement (the Council’s underlying need to 
borrow for capital purposes) at 1st April 2017 of £18.7m and a forecast 
CFR at 31st March 2018 of £20.6m

 an Operational Boundary (representing the Council’s expected 
maximum external debt based on probable events) of £23m, and 

 an Authorised Borrowing Limit (the statutory limit on borrowing) of 
£25m. 

8.6 At 30th September 2017 the difference between the Operational Boundary 
(£23m) and the actual amount of external debt outstanding (£13.7m) is £9.3m. 
The difference is represented primarily by: 

 current under borrowing (at 30th September 2017) against the 
Council’s CFR of approximately £4.6m 

 borrowing of up to £4.7m included in the Operational Boundary to 
accommodate the additional borrowing requirements in relation to the 
Council’s (original) capital expenditure plans for 2017/18.

8.7 As noted above, no additional borrowing has been undertaken during the first six 
months of 2017/18. By utilising cash from reserves, revenue balances and 
favourable cash flow the Council has been able to avoid the need to borrow up to 
the level of the CFR. In turn, this has allowed the Council to minimise borrowing 
costs and reduce overall treasury risk by reducing the level of its external 
investment balances.

8.8 The Council does not anticipate the need for any revisions to be made to the 
existing approved Operational Boundary or Authorised Borrowing Limit during the 
remainder of 2017/18.
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Appendix 1

Money Market Rates (London Interbank Bid Rate - LIBID)

 
Average period 1 
April to 30 Sept 

2017
At 30 Sept     

2017
At 30 June     

2017
At 31 March    

2017
 %  %  % %
7 days’ notice 0.11 0.11 0.11 0.11

1 month fixed 0.13 0.13 0.13 0.13

3 months fixed 0.18 0.21 0.18 0.21

6 months fixed 0.32 0.37 0.34 0.37

1 year fixed 0.53 0.60 0.56 0.59
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Appendix 2
Prudential and treasury indicators

1 Indicators required by the Prudential Code 

1.1 The Prudential Code requires authorities to self-regulate the affordability, 
prudence and sustainability of their capital expenditure and borrowing plans by 
setting estimates and limits and by publishing actuals for a range of prudential 
indicators. It also requires them to ensure their treasury management practices 
are in accordance with good practice. 

1.2 The prudential and treasury indicators required by the Prudential Code, Treasury 
Management Code and accompanying sector guidance are designed to support 
and record local decision making. They are not designed to be comparative 
performance indicators and should not be used for this purpose. 

1.3 Details of the Council’s approved prudential and treasury indicators for 2017/18 
are summarised in the following sections together with:

 forecast outturn information for the year to 31st March 2018 based on 
outturn projections included in the Council’s Quarterly Finance Report to 
September 2017 

 updated estimates based on the proposed 2017/18 revised revenue 
and capital budgets 

 actuals at 30th September 2017.

2 Actual capital expenditure

2.1 Table A summarises the Council’s original and revised capital expenditure plans 
for 2017/18 and the actual capital expenditure incurred to 30th September 2017. 

Table A: Capital expenditure 2017/18
2017/18 

Approved
2017/18

Actual to 
30.9.17

2017/18
Forecast 

Outturn (Q2)

2017/18 
Revised 
Budget2 

£000 £000 £000 £000
General Fund Capital Expenditure 9,401 1,189 5,935 5,935
Financed by:
Capital receipts 0 0 280 280
Capital grants & contributions 7,426 779 2,090 2,090
Revenue (GF & Earmarked Reserves) 0 212 973 973
Total expenditure financed in year 7,426 991 3,343 3,343
Unfinanced capital expenditure: 
Supported borrowing1 0 0 0 0
Unsupported borrowing 1,975 198 2,592 2,592
Total financed & unfinanced 9,401 1,189 5,935 5,935

1 Following the Spending Review 2010 there have been no new supported borrowing allocations 
since 2010/11. This form of financial support has been discontinued from 2011.12.
2 Updated to reflect carry forward of budgets from 2016/17, re-profiling adjustments and capital 
bids included in the (proposed) revised capital budget 2017/18. 
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2.2 Capital expenditure is defined in section 16 of the Local Government Act 2003 
and includes all expenditure that falls to be capitalised in accordance with proper 
practices together with any items capitalised in accordance with regulation 25 of 
the Local Authorities (Capital Finance and Accounting) (England) Regulations 
2003 (as amended), or by virtue of a capitalisation direction issued under section 
16(2) of the 2003 Act. 

2.3 The approved prudential indicator for capital expenditure of £9,401k reflects the 
capital budget approved by Full Council on 1st March 2017. The increase of 
£3,466k between this and the revised indicator (£5,935k) - based on the 
proposed revised capital budget for 2017/18 - reflects: 

 approved capital budget carry forwards from 2015/16 of £3,391k

 additional capital bids included in the revised three year capital budget 
(2017/18 to 2019/20) of £944k, of which £183k is expected to be required 
in 2017/18

 reprofiling of approved budgets between financial years £(7,040)k.

2.4 At the end of September 2017 capital expenditure to date stood at £1,189k 
against a current budget - inclusive of budget carry forwards and other 
adjustments agreed as part of the 2016/17 capital outturn report - of £12,792k. A 
total of £4,746k is currently forecast to be spent against this budget during the 
period October 2017 to March 2018 with a further £7,040k forecast to be carried 
forward to 2017/18. The forecast carry forward of £7,040k and net outturn 
variance of £183k is reflected in the budget adjustments and profiling changes 
included in the revised 2017/18 capital budget. 

2.5 The impact of the 2017/18 revised budget proposals on the capital expenditure 
indicator for the period 2017/18 to 2019/20 is summarised below. Further details 
of the changes to capital expenditure are set out in the Revised Revenue & 
Capital Budget 2017/18 report presented to the Council’s Executive on 8th 
November 2017.

Table B: Capital expenditure – proposed revised budget 2017/18 -2019/20
Financial year 

2017-18 2018-19 2019-20
£000 £000 £000

Indicator approved in TMSS 9,401 7,715 2,190
2016/17 budget carried forward 3,391 0 0
Original Budget 12,792 7,715 2,190
Re-profiling adjustments (7,040) 7,040 0
Capital Growth and Savings 183 761 0
Revised Budget 5,935 15,516 2,190

3 Actual Capital Financing Requirement (CFR)

3.1 The Capital Financing Requirement (CFR) is a measure of an authority’s 
underlying need to borrow for capital purposes. It represents the historic cost of 
capital expenditure that has yet to be financed by setting aside resources (grants, 
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contributions, capital receipts and revenue financing). The CFR also includes 
items of capital expenditure included in an authority’s balance sheet associated 
with other long term liabilities, such as assets held on finance leases, but 
excluding the underlying liability. The CFR does not necessarily correspond with 
an authority’s actual borrowing position which is determined in accordance with 
an authority’s treasury management strategy and practices. 

3.2 Capital expenditure not financed up-front through the application of capital 
grants, contributions, capital receipts or a direct charge to revenue will increase 
the Capital Financing Requirement. Charging the minimum revenue provision or 
a voluntary revenue provision against the general fund will reduce the CFR.  

Table C: Capital financing requirement
2016/17 
Actual

2017/18 
Approved 
Estimate

2017/18 
Actual to 
30.9.17

2017/18 
Forecast 
Outturn 

2017/18 
Revised 
Budget

£000 £000 £000 £000 £000
CFR at 1 April 17,449 19,637 18,674 18,674 18,674

CFR at 31 March 18,674 20,967 18,249 20,643 20,643

Movement in CFR 1,225 1,330 (425) 1,969 1,969

Movement represented by:
Unfinanced expenditure 1,774 1,975 198 2,592 2,592

Revenue financing of 15/16 
expenditure (138) 0 0 0 0

Less MRP (411) (645) (623) (623) (623)

Less Voluntary set aside 0 0 0 0 0

Movement in CFR 1,225 1,330 (425) 1,969 1,969

3.3 The key variable in the calculation of the CFR at 31st March 2018 is the level of 
unfinanced capital expenditure incurred during 2017/18. The amount of 
unfinanced capital expenditure included in the revised 2017/18 capital budget is 
£2,592k. This includes:

 £1,297k relating to expenditure on strategic acquisitions 
 £621k in respect of the purchase of land at Lillyhall Industrial Park, 

and Reedlands Road industrial development
 £183k in respect of plant and equipment purchases relating to the 

multi-storey carpark. 

4 Gross debt and the capital financing requirement (CFR)

4.1 A fundamental provision of the Prudential Code and a key indicator of prudence 
is that over the medium term debt will only be for a capital purpose.  To ensure 
this is the case, gross external debt should not, except in the short-term, exceed 
the total of the capital financing requirement in the preceding year plus the 
estimates of any additional capital financing requirement for the current and next 
two financial years. 

4.2 This requirement allows some flexibility for limited early borrowing for future 
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debt refers to the sum of borrowing and other long-term liabilities (credit 
arrangements). Table D compares the Council’s gross debt and CFR. 

Table D: Gross debt & the CFR

31.3.17
Actual

2017/18 
Estimate 

(max)
Actual at 
30.9.17

2017/18 
Forecast 
Outturn1

2017/18 
Revised 
Budget1 

£000 £000 £000 £000 £000
PWLB 13,607 18,337 13,494 13,380 13,380
Other borrowing 85 94 85 85 85
Total debt 13,692 18,431 13,579 13,465 13,465
CFR at 1 April 17,449 19,637 18,674 18,674 18,674
Add: Unfinanced capital expenditure 1,774 1,975 198 2,592 2,592
Less: revenue financing of 15/16 
expenditure (138) 0 0 0 0

Less: MRP (411) (645) (623) (623) (623)
CFR at 31 March 18,674 20,967 18,249 20,643 20,643
(Under)/Over borrowing (4,982) (2,536) (4,670) (7,178) (7,178)

1 based on the maturity profile of the Council’s existing loan portfolio at 30.9.17

4.3 At 31st March 2017 the Council was under-borrowed against its capital financing 
requirement by £4.98m and at 30th September 2017 by £4.67m. The decrease in 
the level of underborrowing during the six months to 30th September is £312k 
and is represented by:

 a net decrease in the CFR of £425k generated from unfinanced 
capital expediture incurred during the period less amounts set aside 
from revenue to finance capital expenditure 

 repayments of borrowing of £113k.

4.4 Based on the current forecast movement in the CFR - outlined in section 3 above  
and the maturity profile of the Council’s existing loan portfolio, the forecast 
outturn (at 31st March 2018) is for the Council to be underborrowed by £7.18m.
Any additional borrowing undertaken during the period 1st October 2017 to 31st 

March 2018 will result in a commensurate reduction in the forecast under 
borrowing postion at 31st March 2017. Additional borrowing of £3.93m in 2017/18 
would reduce the forecasted level of underborrowing at the end of the financial 
year to £3.25m. 

5. Authorised limit for external debt 

5.1 The Authorised Borrowing Limit represents the statutory limit on borrowing 
determined under section 3 of the Local Government Act 2003 (Affordable Limit). 
It imposes an upper limit on the Council’s gross external debt (excluding 
investments), separately identifying borrowing (external loans) from other long-
term liabilities (for example finance lease liabilities). Breach of the Affordable 
Borrowing Limit is prohibited by section 2(1)(a) of the Local Government Act 
2003.
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5.2 The Authorised Borrowing Limit is set with reference to the Council’s capital 
expenditure plans, capital financing requirement (or underlying borrowing 
requirement) and the potential need to borrow to meet temporary revenue 
borrowing requirements pending the receipt of amounts due to the Council. The 
Affordable Borrowing Limit also includes headroom over and above the 
Operational Boundary (see below) to accommodate any unusual or unforeseen 
cash movements. The indicator separately identifies limits for borrowing and 
other long-term liabilities.

Table E: Authorised Limit for External Debt
2016/17 

Limit 
2016/17

Actual debt 
(max)

2017/18 
Limit 

2017/18
Actual debt 

(max)1

30.9.17 
Actual 
debt 

£000 £000 £000 £000 £000
Borrowing 25,000 13,923 25,000 17,509 13,579
Other long-term liabilities 0 0 0 0 0
Total 25,000 13,923 25,000 17,509 13,579

1 inclusive of additional borrowing of up to £3.9m

6 Operational boundary for external debt

6.1 The Operational Boundary represents the limit beyond which (gross) external 
debt is not expected to exceed. It is based on expectations of the maximum 
external debt of a local authority according to probable events (that is the most 
likely (prudent) but not worst case scenario) and is consistent with the maximum 
level of external debt projected by these estimates. The Operational Boundary 
links directly to the Council’s plans for capital expenditure, estimates of the 
capital financing requirement and cash flow requirements for the year for all 
purposes but without the additional headroom included within the Authorised 
Limit. The indicator separately identifies limits for borrowing and other long-term 
liabilities.

Table F: Operational boundary for external debt
2016/17 

Limit 
2016/17
Actual 

debt(max)

2017/18 
Limit 

2017/18
Actual debt 

(max)

30.9.17 
Actual 
debt 

£000 £000 £000 £000 £000
Borrowing 23,000 13,923 23,000 17,509 13,579
Other long-term liabilities 0 0 0 0 0
Total 23,000 13,923 23,000 17,509 13,579

6.2 Provided the total Authorised Limit and total Operational Boundary for a year is 
unchanged, the Head of Financial Services has delegated authority to make 
changes to the separately identifiable limits for borrowing and other long-term 
liabilities. Any movement between these separate totals will be reported to the 
next meetings of the Audit Committee and Full Council.

Page 45



7 Estimates of the ratio of financing costs to net revenue stream 

7.1 This indicator of affordability highlights the revenue implications of existing and 
proposed capital expenditure by identifying the proportion of the revenue budget 
required to meet financing costs (net of interest and investment income). 

Table G: Ratio of Financing Costs to Net Revenue Stream
2015/16 
Actual 

2016/17 
Actual 

2017/18 
Estimate

2017/18
Forecast 

% % % %
Ratio 7.6 7.4 10.3 9.5

7.2 Financing costs comprise the aggregate of:
 interest charged to the General Fund with respect to borrowing
 interest payable under finance leases and other long-term liabilities
 premiums and discounts from debt restructuring charged or credited to 

the amount to be met from government grants and local taxpayers  
 interest and investment income (excluding interest on policy investments 

falling out with the Council’s Treasury Management and Investment 
Strategies)

 amounts payable or receivable in respect of financial derivatives
 minimum revenue provision plus any additional voluntary contributions
 any amounts for depreciation/impairment charged to the amount to be 

met from government grants and local taxpayers.

7.3 Estimates for the net revenue stream are taken from the Council’s estimates of 
the amounts to be met from government grants and local taxpayers, using the 
equivalent figures from the Council’s original and revised budgets. Actual 
figures for the Net Revenue Stream are taken from the Council’s 
Comprehensive Income and Expenditure Statement for ‘taxation and non-
specific grant income and expenditure’. 

8.0 Indicators required by the Treasury Management Code 

8.1 In addition to the indicators required by the Prudential Code there are also a 
number of treasury indicators required by the Treasury Management Code and 
accompanying sector guidance. These are:

 upper limits on fixed interest and variable interest exposures
 upper and lower limits to the maturity structure of its borrowing
 upper limits on the total of principal sums invested longer than 364 days.

8.2 These treasury management indicators specify ranges (rather than targets) 
designed to limit the Council’s exposure to interest rate, liquidity and refinancing 
risks.  
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9 Upper limits on fixed interest and variable interest exposures

9.1 The upper limits provided by these indicators establish ranges within which the 
Council manages its exposures to fixed and variable interest rates.  The sector 
guidance accompanying the Treasury management Code allows these limits to 
be calculated on the basis of absolute amounts or as a percentage of the 
Council’s net interest or net principal sum outstanding on its borrowing and 
investments. Tables H and I show the limits based on principal sums outstanding 
in respect of fixed and variable investments and borrowings expressed as 
percentages of total (gross) investments and borrowing respectively. Table J 
shows the upper limits on net exposures to fixed and variable rate interest rates 
expressed as a percentage of the Council’s projected net interest payable. 

9.2 The upper limit for variable rate exposure is set at a level to ensure maximum 
flexibility of operation because the Council’s interest rate exposure is significantly 
influenced by historic fixed rate debt from the PWLB. 

Table H: Upper limits on interest rate exposures – gross investments1

31.3.17  
Actual 

2017/18 
Limit

At 30.9.17 
Actual  

% % %
Fixed interest rate exposure 0 100 0
Variable interest rate exposure 100 100 100

1 calculated on the basis of principal outstanding

Table I: Upper limits on interest rate exposures – gross borrowing1 

31.3.17  
Actual 

2017/18 
Limit

At 30.9.17 
Actual  

% % %
Fixed interest rate exposure 99.6 100 99.6
Variable interest rate exposure 0.4 100 0.4

1 calculated on the basis of principal outstanding

Table J: Upper limit on fixed & variable interest rate- net exposures2

31.3.17  
Actual 

2017/18 
Limit

At 30.9.17 
ActualUpper limit 

% % %
Net interest payable/ (receivable) 
on fixed rate debt & investments 102.4 115 102.2

Net interest payable/ (receivable) 
on variable rate debt & investments (2.4) 115 (2.2)

2 calculated as percentage of net interest payable/receivable
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10 Upper and lower limits to the maturity structure of fixed rate borrowing

10.1 This indicator highlights potential exposures to refinancing risk arising from 
concentrations of fixed rate debt falling due for refinancing and is designed to 
facilitate reductions in the Council’s exposure to refinancing at times of volatile or 
high interest rates.

10.2 It is calculated as the amount of fixed rate borrowing maturing in each period as a 
percentage of total borrowing that is fixed rate. The maturity of borrowing is 
determined by reference to the earliest date on which the lender can require 
payment. 

Table K: Lower/upper limits on % of fixed rate borrowing maturing in each period
At 31.3.17 

Actual
Lower limit 

2017/18 
Upper limit 

2017/18 
At 30.9.17

Actual
Forecast
31.3.181 

% % % % %
Under 12 months 1.89 0 20 1.93 1.97
12 months to 2 years 1.71 0 20 1.75 1.79
2 years to 5 years 5.44 0 20 5.57 5.71
5 years to 10 years 10.41 0 30 10.70 11.00
10 years to 20 years 17.20 0 40 16.77 16.30
20 years to 30 years 4.69 0 40 4.14 3.58
30 years to 40 years 51.33 0 80 59.15 59.65
40 years to 45 years 7.33 0 80 0 0

1Forecast based on the maturity profile of the existing loan portfolio at 30.9.17 

10.3 There is currently a maturity peak between June 2056 and June 2057, with 
maturity loans of £6m scheduled to be repaid during this period. This is not 
however considered a significant risk as ample rescheduling opportunities are 
anticipated before the maturity date of these loans. 

10.4 The expected impact of additional borrowing on the maturity profile shown in 
table L is shown below. This demonstrates that no revisions are required to 
existing limits to accommodate the additional borrowing.

Table L: Forecast fixed rate maturity profile including additional planned borrowing
Forecast
31.3.18

Lower limit 
2017/18 

Upper limit 
2017/18  

% % %
Under 12 months 2.38 0 20
12 months to 2 years 2.24 0 20
2 years to 5 years 6.98 0 20
5 years to 10 years 12.78 0 30
10 years to 20 years 20.08 0 40
20 years to 30 years 7.54 0 40
30 years to 40 years 48.01 0 80
40 years to 45 years 0 0 80
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11 Upper limits to the total of principal sums invested longer than 364 days

11.1 A local authority that invests, or plans to invest, for periods longer than 364 days 
is required to set an upper limit for each forward financial year period for the 
maturing of such investments. The purpose of the limit for principal sums 
invested for periods longer than 364 days is to contain the Council’s exposure to 
the possibility of loss that might arise as a result of its having to seek early 
repayment or redemption of principal sums invested.

Table M: Upper limit for principal sums invested to final maturities beyond the 
period end

2016/17
Actual

2017/18
Limit

At 30.9.17 
Actual 

Forecast
31.3.181 

£000 £000 £000 £000
Principal sums invested > 364 days1 11 20 11 11

1 Measured at fair value. The nominal value (historic cost) of principal sums investment as 30th 
September is £1k 
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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 
reported to you as part of our audit process. It is not a comprehensive record of all the relevant matters, which may 
be subject to change, and in particular we cannot be held responsible to you for reporting all of the risks which may 
affect your business or any weaknesses in your internal controls. This report has been prepared solely for your 
benefit and should not be quoted in whole or in part without our prior written consent. We do not accept any 
responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content 
of this report, as this report was not prepared for, nor intended for, any other purpose.
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Introduction

Members of the Audit 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 and articles, including the reports mentioned in this update along with other items:
• Income generation is an increasingly essential part of providing sustainable local services ; http://www.grantthornton.co.uk/en/insights/the-income-generation-report-local-leaders-are-

ready-to-be-more-commercial/
• Social enterprises are becoming increasingly common vehicles for delivering services that are not an ‘essential’ service for an authority but still important to the local community; 

http://www.grantthornton.co.uk/en/insights/a-guide-to-setting-up-a-social-enterprise/
• Fraud risk, 'adequate procedures', and local authorities; http://www.grantthornton.co.uk/en/insights/fraud-risk-adequate-procedures-and-local-authorities/
• Brexit and local government;   http://www.grantthornton.co.uk/en/insights/a-global-britain-needs-more-local-government-not-less/ and  

http://www.grantthornton.co.uk/en/insights/brexit-local-government--transitioning-successfully/

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.

This paper provides the Audit Committee with a report on 
progress in delivering our responsibilities as your external auditors.
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Progress at 8 November 2017
2016/17 

Planned 
Date Complete? Comments

2016/17 statutory audit:
The Audit Findings Report was presented to the 21 August 2017 Audit 
Committee.
We gave an unqualified opinion on the Council's financial statements on 24 
August 2017.
We were satisfied that the Council put in place proper arrangements to 
ensure economy, efficiency and effectiveness in its use of resources during 
the year ended 31 March 2017. We reflected this in our value for money 
conclusion opinion on 24 August 2017.
The 2016/17 Audit Completion Certificate was issued on 24 August 2017.   
The Annual Audit Letter is included for noting at this Committee.

21/8/17

24/8/17

24/8/17

24/8/17
13/10/17

Yes

Yes

Yes

Yes
Yes

2016/17 certification:
Housing Benefits:
The work on the Housing benefits work is ongoing. The work will be 
completed by the deadline of 30 November and we will report our findings 
in the certification report in January 2018.

30/11/17 Work currently in 
progress and to be 

completed and 
reported by 30 

November 2017

For 2018/19 PSAA will no longer appoint the Council’s Housing 
Benefits auditor. The Council must follow its procurement process 
and notify the DWP of its appointed auditor by 1 March 2018. With 
the impending changes to the approach fast approaching, it is 
important that you have a clear view of what this means for the 
Council. In conjunction with the DWP we have recorded a webinar 
which takes you through the practicalities and considerations for 
appointing your auditor for this claim.  
http://www.grantthornton.co.uk/en/insights/the-housing-benefit-
subsidy-claims-webinar-summarised/ 
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Progress at 8 November 2017
2017/18 

Planned 
Date Complete? Comments

Fee Letter 
We are required to issue a 'Planned fee letter for 2017/18 by the end of 
April 2017. This is the final audit year under the current contract. 
PSAA has awarded contracts to audit suppliers and is currently consulting 
on local appointments. Your audit supplier from 2018/19 will be confirmed 
by the end of December 2017.

April 2017 Yes The fee letter was issued on 24 April 2017. PSAA has maintained the 
scale fee for 2017/18 at the 2016/17 levels:
Audit: £48,128
Certification: £14,916
Scale fees for all Councils are published on the PSAA website.
https://www.psaa.co.uk/

Accounts Audit Plan
We will issue a detailed accounts audit plan to the Council setting out our 
proposed approach  the audit of the Council's 2017/18 financial statements.  
This will be issued upon completion of our audit planning.  
The statutory deadline for the issued of the 2017/18 opinion is brought 
forward by two months to 31 July 2018.  We are discussing  with your 
officers our plan and timetable to  ensure that we  complete our work by this 
earlier deadline.  
We will discuss and agree with you arrangements for the issue of the draft 
Audit Findings Report, in view of the time available to complete  our work 
and your committee report deadlines.

December 
2017

No To inform our audit planning we hold regular meetings with senior 
management and the finance team. We also review Council minutes 
and remain alert to emerging sector issues which may impact upon the 
financial statements.  
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Progress at 8 November 2017
2017/18  

Planned 
Date Complete? Comments

Interim accounts audit 
Our interim fieldwork visit plan will reflect the need to complete as much as possible earlier 
in the audit cycle.  Our work will include:
• 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
• Value for Money conclusion risk assessment.

TBC No We will once again be holding workshops for local 
government chief accountants, early in the new year. 
We will forward invitations to your finance team in the 
coming weeks.

Final accounts audit
• proposed opinion on the Council's accounts
• proposed Value for Money conclusion
• review of the Council's disclosures in the consolidated accounts against the Code of 

Practice on Local Authority Accounting in the United Kingdom 2017/18  

June / July 
2018

No

Value for Money (VfM) conclusion
The scope of our work is unchanged to last year and is set out in the final guidance issued 
by the National Audit Office in November 2016. The Code requires auditors to satisfy themselves that; "the Council has made proper arrangements for securing economy, 
efficiency and effectiveness in its use of resources".
The guidance confirmed the overall criterion as; "in all significant respects, the audited body had proper arrangements to ensure it took properly informed decisions and deployed 
resources to achieve planned and sustainable outcomes for taxpayers and local people".
The three sub criteria for assessment to be able to give a conclusion overall are:
• Informed decision making
• Sustainable resource deployment
• Working with partners and other third parties

July 2018 No We will undertake early planning work to inform our VfM risk assessment and potential work to inform our 
2017/18 VfM Conclusion.
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Code of  Practice on Local Authority Accounting in the United Kingdom 2017/18 and forthcoming provisions for IFRS 9 and IFRS 15
Code of Practice on Local Authority Accounting in the 
United Kingdom 2017/18 
CIPFA/LASAAC has issued the Local Authority Accounting 
Code for 2017/18. The main changes to the Code include:
• amendments to section 2.2 (Business Improvement 

District Schemes (England, Wales and Scotland), Business 
Rate Supplements (England), and Community 
Infrastructure Levy (England and Wales)) for the 
Community Infrastructure Levy to clarify the treatment of 
revenue costs and any charges received before the 
commencement date 

• amendment to section 3.1 (Narrative Reporting) to 
introduce key reporting principles for the Narrative Report 

• updates to section 3.4 (Presentation of Financial 
Statements) to clarify the reporting requirements for 
accounting policies and going concern reporting 

• following the amendments in the Update to the 2016/17 
Code, changes to sections 4.2 (Lease and Lease Type 
Arrangements), 4.3 (Service Concession Arrangements: 
Local Authority as Grantor), 7.4 (Financial Instruments –
Disclosure and Presentation Requirements)

Technical Matters

• amendments to section 6.5 (Accounting and 
Reporting by Pension Funds) to require a new 
disclosure of investment management transaction 
costs and clarification on the approach to investment 
concentration disclosure.

Forthcoming provisions for IFRS 9  and IFRS 15
CIPFA/LASAAC has issued ‘Forthcoming provisions 
for IFRS 9 Financial Instruments and IFRS 15 Revenue 
from Contracts with Customers in the Code of Practice 
on Local Authority Accounting in the United Kingdom 
2018’. It sets out the changes to the 2018/19 Code in 
respect of IFRS 9 Financial Instruments and IFRS 15 
Revenue from Contracts with Customers. It has been 
issued in advance of the 2018/19 Code to provide local 
authorities with time to prepare for the changes required 
under these new standards. 
IFRS 9 replaces IAS 39 Financial Instruments: 
Recognition and Measurement. IFRS 9 includes a single 
classification approach for financial assets, a forward 
looking ‘expected loss’ model for impairment (rather 
than the ‘incurred loss’ model under IAS 39) and some 
fundamental changes to requirements around hedge 
accounting.

IFRS 15 replaces IAS 18 Revenue and IAS 11 
Construction Contracts. IFRS 15 changes the basis 
for deciding whether revenue is recognised at a point 
in time or over a period of time and introduces five 
steps for revenue recognition. 
It should be noted that the publication does not have 
the authority of the Code and early adoption of the 
two standards is not permitted by the 2017/18 Code.
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Procurement of  external audit services
Procurement outcome
As a result of the highly successful procurement of auditor services, opted-in Local 
government and police bodies throughout England will collectively benefit from 
reduced fees for audit services in 2018/19 compared to 2016/17. Aggregate savings 
are expected to exceed £6 million per annum, equivalent to a reduction of 
approximately 18% in the scale fees payable by local bodies.
The results of the process announced on 20 June 2017 involve the award of the 
following contracts:
• Lot 1 of approx. £14.6 million per audit year was awarded to Grant Thornton 

LLP; 
• Lot 2 of approx. £10.9 million per audit year was awarded to EY LLP; 
• Lot 3 of approx. £6.6 million per audit year to awarded to Mazars LLP; 
• Lot 4 of approx. £2.2 million per audit year to awarded to BDO LLP; 
• Lot 5 of approx. £2.2 million per audit year to awarded to Deloitte LLP; and 
• Lot 6 with no guaranteed value of work to awarded to a consortium of Moore 

Stephens LLP and Scott-Moncrieff LLP.
Contracts were awarded on the basis of most economically advantageous tender with 
50% of the available score awarded to price and 50% awarded to quality.
The procurement strategy, agreed by the PSAA Board in December 2016, sets out the 
basis on which the procurement of audit services was carried out.
Having concluded the procurement, PSAA will commence the process of appointing 
auditors to opted-in bodies. For more information on the auditor appointment 
process click here.

Finalising and confirming appointments
The PSAA Board will approve all proposed appointments from 2018/19, 
following consultation with audited bodies, at its meeting in mid-December. 
The Board’s decision on the appointment of auditors is final. Following Board 
consideration, we will write to each audited body to confirm their appointment. 
We plan to send all confirmations on 18 December..

Housing Benefit (Subsidy) Assurance Process 2018/19: Module 
1 Special Purpose Framework Instruction:
This Circular sets out the arrangements for the audit of the housing benefits 
subsidy for 2018/19. It is for the LA to appoint a reporting accountant to 
undertake this work and notify the DWP of this. A standard letter of 
notification for the LA use is set out in Appendix 1. This letter of notification 
must be issued to the DWP by the LA no later than the 1st March 2018.

Sector Issues
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Local Authority 2016/17 Revenue Expenditure and Financing  
DCLG has produced a summary of Local Authorities’ 2016/17 provisional revenue spending and financing. It notes that 
Local government expenditure accounts for almost a quarter of all government spending and the majority of this is through 
local authority revenue expenditure. The summary is compiled from the Revenue Outturn (RO) returns submitted by all 
local authorities in England. Coverage is not limited to local councils in England and includes other authority types such as
Police and Crime Commissioners and Fire authorities.
The headline messages include:
• Local authority revenue expenditure totalled £93.5 billion for all local authorities in England in 2016-17. This was 1.1% 

lower than £94.5 billion spent over 2015-16.
• Expenditure on Adult Social Care increased to £14.9 billion in 2016-17. This was £0.5 billion (3.6%) higher than in 2015-

16. 2016-17 was first year local authorities were able to raise additional funding for Adult Social Care through the council 
tax precept.

• The largest decrease in local authority expenditure was on Education services. This was £0.8 billion (2.4%) lower in 2016-
17 than in 2015-16. The majority of this decrease is due to local authority funded schools converting to academies.

• Local authorities are financing more of their expenditure from locally retained income. 40.4% of revenue expenditure was 
funded through council tax and retained business rates and 57.5% from central Government grants. The remaining 2.1% 
was funded by reserves and collection fund surpluses. These percentages were 38.7%, 60.4% and 0.9% respectively in 
2015-16.

• Local authorities used £1.5 billion (6.2%) of the £24.6 billion reserves balance held at the start of the 2016-17.
• Local authorities’ use of reserves was £1.1 billion higher in 2016-17 than in 2015-16. Due to changes in their capital 

programme, £0.5 billion of this increase is due to the Greater London Authority.
The full report is available at: 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/639755/Revenue_Expenditure_and_Fin
ancing__2016-17_Provisional_Outturn.pdf

Did you know….
This data set and many others are included in CFO 
Insights.
CFO Insights is the Grant Thornton and CIPFA online 
analysis tool. It gives those aspiring to improve the 
financial position of their organisation instant access to 
insight on the financial performance, socio-economic 
context and service outcomes of theirs and every other 
council in England, Scotland and Wales.
More information is available at:
http://www.cfoinsights.co.uk/

Sector Issues
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Setting up a successful social enterprise
Local government continues to innovate as it reacts to 
ongoing austerity. An important strand of this 
response has been the development of alternative 
delivery models, including local authority trading 
companies, joint ventures and social enterprises. 
This report focuses on social enterprises in local 
government; those organisations that trade with a 
social purpose or carry out activities for community 
benefit rather than private advantage. Social 
enterprises come in a variety of shapes and sizes as 
they do not have a single legal structure or ownership 
rule and can adopt any corporate form as long as it 
has a social purpose. 
In this report we explore what social enterprises look 
like, the requirements for setting one up, how they 
should be managed to achieve success and how they 
can be ended. 
We have complemented this with a range of case 
studies providing inspiring ideas from those that have 
been successful and some lessons learned to take into 
consideration.

Key findings from the report:
•Austerity continues to be a key driver for change: social 
enterprises are a clear choice where there is an 
opportunity to enhance the culture of community 
involvement by transferring these services into a 
standalone entity at its centre
•The social enterprise model tends to lend itself more to 
community services such as libraries, heritage 
management and leisure, but not exclusively so
•Social enterprises can open up new routes of funding 
including the ability to be flexible on pricing and access 
to pro bono or subsidised advice
•Some local authorities have converted exiting models 
into social enterprises; for example where a greater focus 
on social outcomes has been identified
Striking a balance between financial and social returns
If you are a local authority looking to transition a public 
service to a social enterprise model certain factors will be key 
to your success including: leadership, continuing the culture, 
branding, staff reward and secure income stream.
Download our guide to explore how to handle these factors 
to ensure success, the requirements for setting up a social 
enterprise; and how social enterprise can be ended. The guide 
also showcases a number of compelling case studies from 
local authorities around England, featuring inspiring ideas 
from those social enterprises that have been a success; and 
lessons learned from those that have encountered challenges.

Grant Thornton publications

http://www.grantthornton.co.uk/en/insights/
a-guide-to-setting-up-a-social-enterprise/
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A Manifesto for a Vibrant Economy
Developing infrastructure to enable local growth
Cities and shire areas need the powers and frameworks 
to collaborate on strategic issues and be able to raise 
finance to invest in infrastructure priorities. Devolution 
needs to continue in England across all places, with 
governance models not being a “one-size-fits 
all”. Priorities include broadband, airport capacity in the 
North and east-west transport links. 
Addressing the housing shortage, particularly in London 
and the Southeast, is a vital part of this. There simply is 
not enough available land on which to build, and green 
belt legislation, though designed to allow people living in 
cities space to breath, has become restrictive and is in 
need of modernisation. Without further provision to 
free up more land to build on, the young people that we 
need to protect the future of our economy will not be 
able to afford housing, and council spending on housing 
the homeless will continue to rise.
Business rates are also ripe for review – a property-based 
tax is no longer an accurate basis for taxing the activity 
and value of local business, in particular as this source of 
funding becomes increasingly important to the provision 
of local authority services with the phasing out of the 
Government’s block grant. 
Demographic and funding pressures mean that the NHS 
no longer remains sustainable, and the integration of 
health and social care – recognised as critical by all key 
decision makers – remains more aspiration than reality. . 

Grant Thornton publications
There is an opportunity for communities to take a more 
holistic approach to health, for example creating healthier 
spaces and workplaces and tackling air quality, and to use 
technology to provide more accessible, cheaper diagnosis 
and treatment for many routine issues 
Finding a better way to measure the vibrancy of places
When applied to a place we can see that traditional indicators 
of prosperity such as GVA, do not tell the full story. To 
address this we have developed a Vibrant Economy Index to 
measure the current and future vibrancy of places. The 
Index uses the geography of local authority areas and 
identifies six broad objectives for society: prosperity, 
dynamism and opportunity, inclusion and equality, health 
wellbeing and happiness, resilience and sustainability, and 
community trust and belonging. 
The city of Manchester, for example, is associated with 
dynamic economic success. While our Index confirms this, it 
also identifies that the Greater Manchester area overall has 
exceptionally poor health outcomes, generations of low 
education attainment and deep-rooted joblessness. These 
factors threaten future prosperity, as success depends on 
people’s productive participation in the wider local economy, 
rather than in concentrated pockets.
Every place has its own challenges and 
opportunities. Understanding what these are, and the 
dynamic between them, will help unlock everybody’s ability 
to thrive. Over the coming months we will continue to 
develop the Vibrant Economy Index through discussions 
with businesses, citizens and government at a national and 
local level.
Guy Clifton – Head of Local Government Advisory

http://www.grantthornton.co.uk/globalassets/1.-member-
firms/united-kingdom/pdf/documents/creating-manifesto-
vibrant-economy-draft-recommendations.pdf
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The Board: creating and protectingvalue
In all sectors, boards are increasingly coming under 
pressure from both the market and regulators to improve 
their effectiveness and accountability. This makes 
business sense given a strong governance culture in the 
boardroom produces better results, promotes good 
behaviour within the organisation and drives an 
organisation’s purpose. 
Grant Thornton’s new report ‘The Board: creating and 
protecting value’ is a cross- sector review of board 
effectiveness, based on a survey of executives and non-
executives from a range of organisations including 
charities, housing associations, universities, local 
government, private companies and publically listed 
companies. 
It considers the challenges faced by boards, ways in 
which they can operate more effectively; and how to 
strike the right balance between value protection and 
value creation. 
This report uses the DLMA analysis which categorises 
skills into four areas: Directorship, Leadership, 
Management and Assurance. This powerful tool provides 
a framework with which to evaluate how well an 
organisation is performing in balance of skills and 
understanding of roles; and responsibilities between the 
executive and Board. It helps align risk (value protection) 
and opportunity (value creation) with overarching 
strategy and purpose. 

Graph 1 - Value creation and protection framework 

Grant Thornton publications

http://www.grantthornton.co.uk/globalassets/1.-member-
firms/united-kingdom/pdf/publication/board-
effectiveness-report-2017.pdf

Source: The Board: Creating and protecting value, 2017, Grant Thornton
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International Consortium on Governmental Financial Management
Introduction
Grant Thornton and the International Consortium on Governmental Financial Management (ICGFM) 
partner every other year to perform an international survey of Public Financial Leaders. 
In 2015 the theme was innovation in public financial management. The 2017 survey  has been designed to 
identify and describe emerging issues around transparency and citizen engagement – building on the themes 
highlighted in the 2015 report. The insights will be published in a report later in 2017.

We have again partnered with the 
ICGFM to survey Financial Leaders
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‘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 International 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. 
grantthornton.co.uk
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Executive summary
Purpose of this letter
Our Annual Audit Letter (Letter) summarises the key findings arising from the 
work we have carried out at Allerdale Borough Council (the Council) for the year 
ended 31 March 2017.
This Letter provides a commentary on the results of our work to the Council and 
its external stakeholders, and highlights issues 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 
Committee (as those charged with governance) in our Audit Findings Report on 
21 August 2017.
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.

Our work
Financial statements opinion
We gave an unqualified opinion on the Council's financial statements on 24 August 
2017.
Value for money conclusion
We were satisfied that the Council put in place proper arrangements to ensure 
economy, efficiency and effectiveness in its use of resources during the year ended 
31 March 2017. We reflected this in our audit opinion on 24 August 2017.
Certificate
We certified that we had completed the audit of the accounts of Allerdale Borough 
Council in accordance with the requirements of the Code on 24 August 2017.
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. We certified the 2015/16 claim 
on 18 November 2016 and there were no adjustments to the claim and no 
qualification letter was required. Our work on this year’s claim is not yet complete 
and will be finalised by 30 November 2017. We will report the results of this work 
to the Audit Committee in our Annual Certification Letter.
Working with the Council
We would like to record our appreciation for the assistance and co-operation
provided to us during our audit by the Council's staff. 

Grant Thornton UK LLP
October 2017
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Audit of  the accounts
Our audit approach
Materiality
In our audit of the Council's accounts, we applied the concept of materiality to 
determine the nature, timing and extent of our work, and to evaluate 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 £0.948 
million, which is 1.75% of the Council's gross revenue expenditure. We used this 
benchmark, as in our view, users of the Council's accounts are most interested in 
how it has spent the income it has raised from taxation and grants during the year. 
We also set a lower level of specific materiality for members allowances, senior 
officer remuneration, exit packages and related party transactions. 
We set a lower threshold of £47,000, above which we reported errors to the Audit 
Committee in our Audit Findings Report.

The scope of our audit
Our audit involves obtaining enough evidence about the amounts and 
disclosures in the financial statements to give reasonable assurance 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 the Head of Financial Services are 

reasonable; and
• the overall presentation of the financial statements gives a true and fair view.
We also read the narrative report and annual governance statement to check 
they are consistent with our understanding of the Council and with the accounts 
included in the Statement of Accounts on which we gave our opinion.
We carry out our audit in line with ISAs (UK and Ireland) 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.
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Audit of  the accounts
Risks identified in our audit plan How we responded to the risk Findings and conclusions
Valuation of pension fund net liability
The Council's pension fund net liability, 
as reflected in its balance sheet, 
represents a significant estimate in the 
financial statements.

 identified the controls put in place by management to ensure that the 
pension fund net liability is not materially misstated and assessing 
whether those controls were implemented as expected and whether 
they were sufficient to mitigate the risk of material misstatement

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

 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

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

Our audit work did not identified any issues in respect of the 
valuation of the pension fund net liability.
We were satisfied that the entries and disclosures in the Council’s 
accounts for pension fund assets, liability and disclosures in 
notes were consistent with the actuarial report provided by 
Mercers.

Valuation of property, plant and 
equipment and investment property
The Council revalues its assets on a 
rolling basis over a five year period. The 
Code requires that the Council ensures 
that  the carrying value at the balance 
sheet date is not materially different 
from current value. This represents a 
significant estimate by management in 
the financial statements. 
The Council’s new leisure centre 
opened in September 2016, this is the 
first year that it will be valued as an 
operational asset. We expect there to 
be heightened public interest in 
disclosures relating to the leisure centre 
and its valuation in the accounts. 

 reviewed management's processes and assumptions for the 
calculation of the estimate

 reviewed the competence, expertise and objectivity of any 
management experts used

 reviewed the instructions issued to valuation experts and the scope 
of their work

 discussions with the Council's valuer about the basis on which the 
valuation was carried out, challenging the key assumptions

 reviewed and challenged of the information used by the valuer to 
ensure it was robust and consistent with our understanding

 tested revaluations made during the year to ensure they were input 
correctly into the Council's asset register

 Evaluated the assumptions made by management for those assets 
not revalued during the year and how management satisfied 
themselves that these  were not materially different to current value.

Our audit work confirmed that revaluations were carried out by an 
appropriate external expert. We were satisfied that the value of 
land and buildings not revalued during the year was not materially 
different to their reported value at 31 March 2017.
During 2016/17 the Authority identified an error in the calculation 
supporting the valuation of the Derwent Water Camping and 
Caravan site at 31 March 2016. Following the receipt of additional 
information during the course of the audit we agreed with the 
Council that this error, within the draft accounts, should be 
corrected by way of a prior period adjustment  to restate the 
2015/16 financial statements. The valuation of investment 
properties and balance of unusable reserves at 31 March 2016 
were subsequently restated by £1.7m to correct this error. This 
prior period adjustment also resulted in a reduction of £1.7m in 
the ‘Changes in fair value of investment properties’ figure 
included in the 2016/17 Comprehensive Income and Expenditure 
Statement (CIES). 

These are the risks which had the greatest impact on our overall strategy and where we focused more of our work.
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Audit of  the accounts
Audit opinion
We gave an unqualified opinion on the Council's accounts on 24 August 2017, in 
advance of the 30 September 2017 national deadline.
The Council made the accounts available for audit in line with the agreed 
timetable, and provided a good set of supporting working papers. The finance 
team responded promptly and efficiently to our queries during the audit.
Issues arising from the audit of the accounts
We reported the key issues from our audit of the accounts of the Council to the 
Council's Audit Committee on 21 August 2017. 
In addition to the key audit risks and adjustments reported above, we identified a 
small number of other adjustments were required to improve the overall 
presentation of the financial statements and ensure consistency. In addition the 
Financial Services Manager has highlighted plans to undertake an exercise for 
2017/18 to further de-clutter the accounts by removing immaterial notes and 
disclosures. We will be pleased to work with the Council on this initiative. 

Annual Governance Statement and Narrative Report
We are required to review the Council's Annual Governance Statement and 
Narrative Report. It published them on its website with the draft accounts in 
line with the national deadlines. 
Both documents were prepared in line with the relevant guidance and were 
consistent with  the supporting evidence provided by the Council and with our 
knowledge of the Council. However, a number of amendments were required to 
the draft Annual Governance Statement to ensure compliance. 
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. In the period, we have not
had to use any of these other powers.
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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 2016 which 
specified the criterion for auditors to evaluate:
In all significant respects, the audited body takes properly informed decisions and deploys resources 
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 the work we performed are set out in table 2 
overleaf.

Overall VfM conclusion
We are satisfied that in all significant respects the Council put in place proper 
arrangements to secure economy, efficiency and effectiveness in its use of 
resources for the year ending 31 March 2017.
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Value for Money 
Risk identified Work carried out Findings and conclusions
Financial Sustainability
The Council's Medium Term Financial Plan 2017/18 to 2020/21, produced in 
February 2017, shows a £3.1 million funding gap between 2018/19 and 2020/21. This is in addition to the 
Council's projected delivery of self-sufficiency savings of £1.24 million 
over the next two years. The Council continues to manage its finances well, and has consistently achieved savings 
targets, whilst annual underspending has meant it has not had to fully utilise its planned use of earmarked reserves. 
At 31 December 2016 the Council was predicting a net service expenditure overspend of £0.204 million in 2016/17 
although an overall underspend for the year of £0.073 million when all financing and use of reserves taken 
into account. Even though the Council has a good record of delivering savings the need to save a further £3.1 million, 
on top of self-sufficiency savings of £1.24 million, represents a significant challenge.

We reviewed the 
Council's 
arrangements for 
updating, agreeing and 
monitoring its financial 
plans including the 
assumptions within 
them. We will also 
consider the 
arrangements in place 
to monitor the 
identification and 
delivery of savings.

The Council faces financial challenges, but the three year Medium Term Financial Plan (MTFP) 2018/19 to 2020/21 
demonstrates its long term financial viability. Key planning assumptions cover internal and external factors such as, 
Government funding, pay inflation, non-pay inflation and council tax increases. These assumptions appear 
reasonable, although for non-pay only contractual inflation is included in the budget with no other inflation included 
as a way of driving efficiencies. This will become increasingly challenging as inflation rises although the Council is 
currently underspending. Overall, there is a sound process is in place to produce the MTFP and update projections. 
The Council set the 2017/18 budget and Council tax requirement on 1 March 2017. This resulted in a balanced net 
revenue budget for 2017/18 of £14.5 million and a Council Tax increase of 1.9%. The MTFP projections, reported in 
February 2017, for 2018/19 to 2020/21 showed a £3.1 million funding gap between 2018/19 and 2020/21. This is in 
addition to the Council's projected delivery of self-sufficiency savings of £1.24 million over the next two years.
When setting the 2016/17 budget in March 2016 the Council identified the need to deliver savings of £1.71 million. 
These savings were built into the revenue budget and regularly monitored through the normal budget monitoring 
process within the Council. Any issues identified were considered and corrective action taken or alternative savings 
identified. 
At the end of December 2016 (Q3) the projected net revenue outturn position for 2016/17 was £16.43 million and 
underspend of £0.073 million. However, the outturn position was net expenditure of £12.86 million, a difference of 
£3.57 million (21.7%) from that projected at December 2016. The Council analysed movements between Q3 and the 
Outturn position and concluded there was a general theme of underspending, and some specific reasons for the 
underspend, but a number of the changes were non-recurring so minimising impact on MTFP. 

The Council has recognised the need to keep its budget monitoring under review to ensure the accuracy of 
projections. It has in place robust arrangements to monitor and update its financial plans including the 
delivery of the required savings. Based on this we are able to conclude that that the Council has in place 
proper arrangements for ensuring it plans finances effectively to support the sustainable delivery of 
strategic priorities and uses appropriate cost information to support informed decision making.

Table 2: Value for money risks
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Appendix A: Reports issued and fees
Fees

Proposed 
fee

£
Actual fees 

£
2015/16 fees 

£
Statutory audit of the Council 48,128 48,128 48,128
Housing Benefit Grant Certification 13,118 13,118 14,916
Total fees (excluding VAT) 61,246 61,246 63,044

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

The proposed fees for the year were in line with the scale fee set by Public Sector 
Audit Appointments Ltd (PSAA). 
Our fee for grant certification covers only housing benefit subsidy certification, 
which falls under the remit of Public Sector Audit Appointments Limited. The 
fee included for 2016/17 is currently an estimate, as we are still undertaking this 
work.

Reports issued
Report Date issued
Audit Plan 8 February 2017
Audit Findings Report 8 August 2017
Annual Audit Letter October 2017
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