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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

The contents of this report relate only to the matters which have come to our attention, which we believe need to be
reported to you as part of our audit process. It is not a comprehensive record of all the relevant matters, which may
be subject to change, and in particular we cannot be held responsible to you for reporting all of the risks which may
affect your business or any weaknesses in your internal controls. This report has been prepared solely for your
benefit and should not be quoted in whole or in part without our prior written consent. We do not accept any
responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content
of this report, as this report was not prepared for, nor intended for, any other purpose.
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Introduction

This paper provides the Audit Committee with a report

on progress 1n delivering our responsibilities as your

external auditors.

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

¢ CFO Insights— reviewing coundl's 2015/ 16 spend (December 2016); http:/ /www .grantthornton.co.uk/en /insights /cfo-insights-reviewing-coundls-201516-spend/

* Fraud 1isk, 'adequate procedures', and locl authotities (December 2016); http: / /www.grantthornton.co.uk/en/insights/ fraud-risk-adequate-procedures-and o cal-au thorities/

* New laws to ptevent fraud mayaffect the publicsector (November2016); http:/ /www.grantthornton.co.uk/en /insights /new-laws-to-preventfraud-may-affect-the-public-sector/

°  Brexit: loal government— transitioning successfully (December 2016) http:/ /www.orantthornton.co.uk/en/insights/brexit-local-government--transitioning-success fully

If you wouldlike furtherinformation on anyitems in this briefing, or would like to register with Grant Thornton to receive regular email updates on issues that are of interest to you
y y ng, g g p you,
please contact either your Engagement Lead or EngagementManager.

. . . . . .
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Progress at 28 March 2017

2016/17 work Planned Date  Complete? Comments
Fee Letter
We are required to issue a 'Planned fee letter for 2016/17' by the . We issued the fee letter in line with the national deadline of 30 April
1 April 2016 Yes
end of April 2016 2016.
Accounts Audit Plan
We are required to issue a detailed accounts audit plan to the March 207 Yes The Audit Plan is included as a separate item on the agenda for today’s

Council setting out our proposed approach in order to give an meeting.
opinion on the Council's 2016-17 financial statements.

Interim accounts audit
Our interim fieldw orkvisit plan included:

« updated review of the Council's control environment February — April Our programme of interim workis underw ay. We have agreed a

» updated understanding of financial systems 2017 Yes programme of early substantive testing with the finance team so that
« review of Internal Audit reports on core financial systems w e can bring forw ard testing to minimise the w orkto be undertaken

« early workon emerging accounting issues after the year-end.

» early substantive testing
» Value for Money conclusion risk assessment.

© 2017 Grant Thornton UK LLP. All rights reserved. 4
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Progress at 28 March 2017

2016/17 work

Planned Date

Comments

Final accounts audit

Including:

+ audit of the 2016/17 financial statements

» proposed opinion on the Council's accounts

» proposed Value for Money conclusion

» review of the Council's disclosures in the consolidated accounts
against the Code of Practice on Local Authority Accounting in
the United Kingdom 2015/16

June —July 2017 No

Value for Money (VfM) conclusion

The scope of our workis unchanged to 2015/16 and is set out in the
final guidance issued by the National Audit Office in November
2015. 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

April = July 2017 No

Other areas of work

Place Analytics and Chief Finance Officer (CFO) Insights April 2017 No

© 2017 Grant Thornton UK LLP. All rights reseved.

Management have agreed to bring forw ard their internal deadline for
preparing the draft accounts to 31 May 2017. We have agreed with
management that wew ll put in place a delivery plan that ensures the
majority of our audit fieldw orkwill be completed by 31 July 2017.

The outcome of our initial risk assessment is set out as part of the Audit
Plan whichis included as a separate item on the agenda for today’s
meeting. We have organised discussions w ith relevant officers so that
w e can completed planned procedures in sufficient time for our findings
to be shared with management in July 2017.

The Council recently purchased access to Grant Thornton’s Place
Analytics and CFO Insights w ebsite The w ebsite provides accessto a
range of financial and non-financial datasets to enable members and
officers the opportunity to compare the Authority’s performance with
similar organisations.






Update to the Code of Practice on

Local Authority Accounting in the
United Kingdom 2016/17

Telling the story — Changes in 2016/17 CIPFA
Code

CIPFA has been working on the "Telling the Stoty' project, which aims to streamline the
finandal statementsand im prove accessibility to the user. This has resulted in changes to

CIPFA/LASAAC has issued an update to the Local Authority Acounting Code for

CIPFA's 2016/17 Code of Practice on Local Authority Acountingin the United Kingdom

2016/17. The main changes indude: (the Code).

. Confirmation of the postponement of the measurement requirements for the _ . . .
Highways Network Assetand that all references to this in the 2016/17 Code Themain changes affect the presentation of the Comprehensive Income and Expenditure
shall not apply Statement ('CIES'),the Movement in Reserves Statement (‘MIRS') and segmental reporting

. Updates regarding the disdosure requirements for notes to the Housing
Revenue Acount Statements. There are a number of changes to the disdosure
requitements as aresult of the issue of the HousingRevenue Acount
(Accounting Practices) Directions 2016.

Delivering Good Governance

In April, CIPFA and SOLACE published 'Delivering Good Governance in Local
Government: Framework (2016)" and thisapplies to annual governance statements
prepared for the 2016/ 17 finandal year. Thekey focus of the frameworkis on
sustainability — economic sodal and environmental — and the need to focus on the
longer term and theimpact actions may have on future generations.

Local authorities should be:

disdosures. A new Expenditure and Funding Analysis has been introduced.

Thekey changes are:

the cost of services in the CIESis to be reported on basis of thelocal authority's
otganisational structure rather than the Service Reporting Code of Practice (SERCOP)
headings

an 'Expenditure & Funding Analysis' note to the finandal statements provides a
recondliation between the way local authorities are funded and the accounting measures
of finandal performance in the CIES

the changes will remove some of the complexities of the current segmental note

other changes to streamline the current MIRS providing options to report Total
Comprehensive Income and Expenditure (previously shownas Surplusand Defidt on
the Provision of Services and Other Comprehensive Income and Expenditurelines) and
removal of earmarked reserves columns.

Otheramendmentshave been made to the Code:

changes to reporting by pension funds in relation to the format and fair value disdosure

. reviewing existing governance arrangements against the prindples set outin the requirements to reflect changes to the Pensions SORP

Fram ework . otheramendments and darifications to reflect changes in the accounting standards.
. developing and maintaining an up-to-datelocal code of governance, induding

arrangements for ensuring on-goingeffectiveness
. reporting publidy on compliance with their own code on an annual basis and on

how theyhave monitored the effectiveness of their governance arrangements in
theyear and on planned changes.

The framework applies to all parts of local government and its partnerships and should

be applied usingthe spirit and ethosof the Framework rather than just rules and
procedures

© 2017 Grant Thornton UK LLP. All rightsreserved.
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PU.th ﬁﬁﬂﬂC@S n pfﬂCtiC@ ICAEW publications

Public finances are under strain in many European countries and this has an * Transparency can be improved by providing the right sort of data in an
impact on the ability of Governments to deliver shared goals of stable and understandable way, organisations should explore innovative ways to present
sustainable growth. information in a more intelligible way to improve transparency.

The Institute Of Chartered Accountants In England and Wales ICAEW) has Processes and Systems
recently published a report 'public finances in practice’ which captures the insights

o A to high lity fi ial inf tion is key. Data should be timel
of senior finance professionals in ten different EU states. ceess to high qualty tinancial information 15 key. afta should be amely,

well controlled and IT systems should be utilised to gather it effectively.
Although the report is focussed on national governments, the findings are

. .. * Data should be used in a way that it can show the reaktime financial
relevant for any public sector organisation.

position of the organisation.
The report recognises that better public financial management is a key enabler
of a sustainable economic future. It notes that the improvement of public
financial management cannot be achieved through improved standards alone
and that organisations need to take some action themselves across three broad
themes: People

¢ Such information should be used to its full potential, and gathered so it can
be presented in a user-friendly way. The way information is presented is
more important than the quantity of data.

Structure * Recruitment and retention of high quality finance professionals is a key
challenge. Organisations should consider altering recruitment

* Thereis a need to clearly define roles and responsibilities within finance . , .
processes, offering flexible working arrangements and

teams. This enables the setting and review of objectives, reduces inefficiencies 1 2 . }
providing clear direction on career progression to assist

and improves accountability. with this challenge.
* Clarity of roles also helps to create a strong culture of responsibility and
ownership, which helps to foster a wider organisational culture of good

financial management.

e Whilst senior individuals often have the necessary skills,
below this level skills and qualifications can vary quite
considerably.

* Effective financial management requires effective scrutiny, via robust internal . . .
* Thereis also a need to encourage finance professionals to

think more broadly, to enable them to consider the
* To maintain effective scrutiny, proper questioning of the annual budget and bigger picture of how finance fits within service delivery
review of performance against budget should occur. and safeguarding of the financial position.

control systems and independent external audit.

© 2017 Grant Thornton UK LLP. All rightsreserved. 8
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I.ocal Government Finance Settlement

The final local government settlement for 2017/18 was
published on 20 Februaty. The settlementreflects the
Government'saim that all oundls will become self funding,
with central government grants being phased out. Thisis year
two of the fouryear offer, which has been accepted by 97% of
ooundls.

There is an expectation that coundls will continue to improve
effidendes with measures induding further developmentsin
digital technology, new delivery models and innovative
partnership arrangements.

100% business rates retention

Theannouncementhas an inareased foaus on business rates,
with the expectation that by the end of the current Parliament,
local government will keep 100% of theincome raised through
business rates. The exact details of the reforms are yet to be
determined. This indudes confirmingwhich additional
responsibilities will be devolved to local governmentand funded
through these retained rates. Pilots of the reforms are taking
place across the country from April 2017.

Theresults of arecent Munidpal Journal survey 2017 State of
Local Government Financehave recently been published.
http: mloads2.dodsmonitoti m rnloads/ Mis

/LocalGovFinance.pdf
Respondents expressed concern aboutthelack of detail in the

proposals,uncertainty around equalisation measures and the scale

ofappeals.

Files

Neatly 50% of Coundls responding believe they willlose from the
transition to 100% retention of business rates. Views were evenly
splitas to whether the proposals would incentivise local economic
growth.

© 2017 Grant Thornton UK LLP. All rights reseved.

Social Care Funding

Funding allocations reflect inareased funding of sodal care with a
stated £3.5 billion of funding for sodal care by 2019/2020.

In this year's settlement £240 million of new homes bonus has been
redirected into theadultsodal care grant. Inaddition coundls are
once again beable to raise the precept by up to 3% for funding of
sodal care.

Recognising that fundingis not the onlyanswer, further reforms are
to be brought forward to support the provision of a sustainable
market for sodal care. There is an expectation that all areas of the
country move towards theintegration of health and sodal care
services by 2020.

Paul Dossett Head of Local Governmentin

Grant Thornton LLP has ommented onthe Government
proposals forsodal aare funding(seelink for full artide).

"The government’s changes to coundl tax and the sodal care
precept, announced by the Secretary of State for DCLG as part of
thelatestlocal governmentfinance settlement, will seem to many as
nothing more than a temporary fix. Thereis real concern about the
posteodelottery nature of these tax-raising powers that areintended
to fund ourailing sodal care system."

“Our analysis on sodal care shows that the mostdeprived areas in
the UK derive thelowest proportion of theirincome from coundl

tax. "

“Conversely, more affluent areas collecting more coundl tax will
potentially receive a bigger finandal benefit from these measures.”

"Ouranalysis shows that theimpact and effectiveness of the existing
sodal are precept is not equal across authorities. So any further
changes to tax raising powers forlocal government will

National developments

"Social care precept changes
will not help those living in
more deprived areas"

"The UK has a long tradition of
providing care to those who
need it most. If that is to
continue, the government must
invest in a robust social care
system that can cater for all
based on needs and not on
geography. From a taxpayer’s
perspective this is a zero sum
game. For every £1 not
invested in social care, the cost
to the NHS is considerably
more"

not tadkle the crisis of sodal care in ourmost
disadvantaged communities and arguably make
onlymakea small dentin the cost demands in our
moreaffluent ommunities."

Links:
https://w ww.gov. vernmen hes/final-local-

government-finance-settlement-2017-t0-2018

http://w ww .grantthornton.co. n/new s-centre/local-
vernment-financial- lement-comment- ial-care-
precept-changes-w ill-not-help-those-living-in-more-

10
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Pooling of LGPS

From1April 2018 £200bn of assets from 90 LGPS
funds across England and Wales will be merged into
six ‘British Wealth Funds’. By poolinginvestment, costs
an be reduced through economies of saale and through
sharing of expertise, while the schemes can maintain overall
investmentperformance. Pension funds will continue to be
managed and maintained by the separate administering
authorities. The selection of fund managers will be made by
theinvestment pool operator on behalf ofa pool of co-
operating administrative authorities, while individual
investmentstrategies, induding asset allocation, will remain
the responsibility of the individual administrative authority.

Potentially eight poolsare to be established across the
countrywith total assets ranging from £13bn in both the
LPP and Wales pool, to £36bn in the Border to Coast
pool. Itis expected that assets will be transferred to the
pools as soon as practicable after 1 April 2018.

Tasks to be completed by April 2018 indude:

e ceating legal structures for pools

* transferring staff

* ceating supetvisory boards/ committees

* obtaining FCA authorisations

* appointing providers

* assessing MiFID ITimplications

* determining pool structures for each asset type

The funds themselves will retain responsibility for:

° investmentstrategy
e assetalloation

© 2017 Grant Thornton UK LLP. All rights reseved.

National developments

* havingaresponsibleinvestmentstrategy

* reporting toemployers and members

Governance arrangem ents

Thereis no mandatory membership of oversight structures. Challen ge qu estion:
Itis for @ch pool to de‘velopthéproposal.s thcycgnsider .  Are Audit Committee .members
appropriate. The majority of dedsion making remains at the

local level and therefore the involvementoflocal pension aware of the p00|| ng

boards in those areas would notchange. Schem e managers arrangements bei ng put in
shoulfi consider h(?wk.)est to 1nvolye the]r. pension boardsin plaCe by local gove rnment
ensuringthe effective im plementation of investment and
responsibleinvestmentstrategies by pools, which could
indude representation on oversightstructures.

CIPFA in therecent artide Clearpools: the futureof the . GPS
highlights the need for good governance particulatly in view
of the complexweb of stakeholders involvedin
investmentpooling,. Robust governance will be vital to
ensuring asmooth transition and continuing operation of

the funds

pension funds?

Link: http://www.cipfa.org/cipfa-
thinks/cipfa-thinks-articles/clear-
pools-the-future-of-the-Igps?

LGPS | LGPS || LGPS | | LGPS | |LGPS | | LGPS | | LGPS | | LGPS

fund fund fund fund fund fund fund

Supervisory Body

Provides ight of executive body and

Executive Body \

Operator owned or rented and FCA authorised :
Directly manages and/or appoints extemal managers ypical stucture of
Creates sub funds necessary to meet invesiment strategies of participating funds LGPS Pool

Sub funds

Assel class and/or risk based buckels — range of ACS and other fund types suitable for
asset classes. For example



https://protect-eu.mimecast.com/s/ZpXABIg4kMcx?domain=email.cipfa.org.uk
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Fixing our broken housing market

DCLG published itshousing White Paper on 7 February
2017. It opens with the statement:

“The housing market in this countryis broken,and the cause
is very simple: for too long, we haven’t builtenough homes.”

It goes on to summatise three key challenges in the housing
market.

1. Over 40 per cent of local planningauthorities donot
havea plan that meets the projected growthin
houscholds in their area.

2. Thepace of developmentis tooslow. Thereis alarge
gap between permissions granted and new homes built.
More than a third of new homes that were granted
planningpermission between2010/11and2015/16
haveyet to bebuilt.

3. Thestructure of the housing market makes it harder to
increase supply. Housingassodations have been doing
well — they’re behind around a third of all new housing
completed over the past five years — but the commerdal
developers still dominate the market.

The proposals in the White Paper set out how the
Governmentintends to boosthousing supply and,over the
long term, create a more effident housing market whose
outcomes more dosely match the needsand aspirations of all
households and which suppotts wider economicprospertity.

It states that the challenge of increasinghousing supply
annotbemet by the governmentacting alone and
summarises how the governmentwillwork withlocal
authorities, private developers, local om munities, housing
assodationsand notfor profit developers, lenders,and utlity
com panies and infrastructure providers.

© 2017 Grant Thornton UK LLP. All rights reseved.

For local authorities, the government is:

* offering higher fees and new apadty funding to develop
planning departments, simplified plan-making, and more
funding forinfrastructure;

e willmakeit easier forlocal authorities to take action
against thosewho do not build out once permissions
have been granted; and

* isinterested in the scope for bespoke housing deals to
make themostoflocal innovation.

The government is looking to local authorities to be as

ambitious and innovative as possible to get homes built in

theirarea. Itis askingall local authorities to:

* develop an up-to-date plan with their communities that
meets theirhousing requirement (oz, if thatis not
possible, to work with neighbouring authorities to
ensureitis met);

* dedde appliations for development promptly; and

* ensurethehomes theyhave planned forare built out on
time.

The White Paper states thatitis audal thatlocal authorities

hold up theirend of the bargain. It goes on to say that

whereloaal authorities are not making suffident progress on
produdng or reviewing their plans, the Governmentwill
intervene. It also notes that where the number ofhomes
being builtis below expectations, the new housing delivery
test will ensure thataction is taken.

The White Paper goes on to considerin more detail:

* Planning forthe right homes in the right places

* Building homes faster

* Diversifying the market

* Helping peoplenow

National developments

Challenge questions:

« Are Audit Committee members
familiar with the content of the

white paper?

Consultation on the White Paperwill begin on 7
February 2017. The consultationwill run for 12
weeks and will dose on 2 May 2017.

The White Paper is available at:

https: rgov.uk/government/uploads/system
uploads/attachment data/file/590464/Fixing our
roken housing market - print ready version.pdf
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Integrated Thinking and Reporting

Focusing on value creation in the
public sector

Grant Thorntonhas seconded staff to the International
Integrated Reporting Coundl on a pro bono basis fora
number of years.

Theyhave been workingon making the prindples of
Integrated Reporting <IR> relevantto the publicsector and
w-authoreda recent report by CIPFA and the World Bank:
Integrated thinking and reporting: focusing on value creation in thepublic
sector -an introduction forleaders.

Around one third of global gross domesticproduct (GDP)is
madeup by the publicsector and this is beinginvestedin
ensuringthereis effective infrastructure, good educational
opportunities and reliable health care. In manyways, it is this
investmentby the publicsector that is helpingto create the
conditions forwealth areation and preparingthe way for the
suacess of this and future generations.

Traditional reporting frameworks, focussed only on historic
finandal information, are not fit-for-purpose for modern,
multi-dimensional publicsector organisations.

Integrated Reporting supports sustainable development and
finandal stability and enables publicsector organisations to
broaden the conversation about the services they provide and
thevalue they create.

© 2017 Grant Thornton UK LLP. All rights reseved.

The publicsector faces multiple challenges, induding:

e Serving and being accountable to a wide stakeholder
base;

¢ Providing integrated services with sustainable outcomes;
* Maintaining alonger-term perspective, whilstdelivering
in the short term; and

* Demonstratingthe sustainable value of services
provided beyond the finandal.

The <IR> Framework is prindple based and enables
organisationsto tailor their reporting to reflect their own
thinking and strategies and to demonstrate theyare
delivering the outcomes they were aiming for.

Integrated Reporting can help publicsector organisations
deal with theabove challenges by:

¢ Addressingdiverse and often conflicting public
accountability requirements;

* FPoassing on theinternal and external consequences of
an organisation's activities;
* Looking beyond the'now' to the'near' and then the 'far’;

* Considering the resources used other than justthe
finandal.

Thereportindudes examples of how organisations have
benefitted from Integrated Reporting,

CIPFA Publications

Challenge question:

* Have you reviewed the CIPFA
guide to Integrated Reporting
in the public sector?

ntegrated theking
and reportng

An introduction for leaders

13
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Apprentice Levy-Are you prepared?

Whatis the levy?

The UK has been strugglingon productivity, now estimated
to be 20% behind the G7 average. Developing
apprenticeshipsis set to playakey part in tackling this and
bridgingthe skills gap.

Announced by governmentin July 2015, thelevyis to
encourage employers to offer apprenticeshipsin meeting their
skill, workforce and trainingneeds, developing talent
internally. Thelevyis designed to give more control to
employers, through direct access to training funds and
areation of apprenticeships through the Trailblazer process.

Whatis the levy?

From April 2017, the way the government funds
apprenticeshipsin Englandis changing. Some em ployers will
be required to payanew apprenticeship levy, and there will
be changes to the funding for apprenticeship training for all
employers.

All employerswillreceive an allowance of £15,000 to offset
against paymentof thelevy. This effectively means thatthe
levy will only be payable on paybill in excess of £3 million per
year.

Thelevywill be payable through Pay As You Earn (PAYE)
and will be payable alongside income tax and National
Insurance.

Each employer will receive one allowance to offset against
theirlevy payment. There will be a connected personsrule,
similar the Employment Allowance connected personsrule,
so employerswho operate multiple payrolls will only be able
to daim oneallowance.

© 2017 Grant Thornton UK LLP. All rightsreserved.

Employers in England are also able to get 'more out than they putin',
throughan additional government top-up of 10% to theirlevy
contribution.

When em ployers want to spend above their total levy amount,
governmentwill fund 90% of the cost for trainingand assessment
within the fundingbands.

The existing fundingmodel willcontinue until the levy comes into
effect May 2017. Thelevywill apply to employers across all sectors.
Paybill will be calaulated based on totalem ployee earnings subject to
Class1 National Insurance Contributions. It willnotindude other
payments such as benefitsin kind. It will apply to total employee
earnings in respect of all em ployees.

What will the levy mean in practice

Employer of 250 em ployees, each with a gross salary of £20,000:
Paybill: 250 x £20,000 = £5,000,000

Levy sum:0.5%x = /25,000

Allowance: £25,000 - £15,000 = £10,000 annual levy

How can I spend my levy funds?

The funding can only be used to fund trainingand assessment under
approved apprenticeship schemes. It cannotbeused on other costs
assodated with apprentices, induding wages and remuneration, or
training spend for the wider-team.

Through the Digital Apprenticeship Service (DAS), set upby
government, employers will have access to their funding in the form of
digital vouchers to spend on training.

Training can be designed to suitthe needs of your organisation and the
requirements of the individual in that role, in addition to spedfied
training for that apprenticeship. Training providers mustall be
registered with the Skills Funding Agency (SFA).

Grant Thornton update

What do I need to start
thinking about now?

How much is thelevy going
to cost and have we budgeted
forit?

How do we ensure
compliance with the new
system?

Which patts of my current
spend on training are
applicable to apprenticeships?

Are there opportunities to
mitigate additional cost
presented by thelevy?

How is training in my
organisation structured?
How do we develop and align

to ourworkforce
development strategy

15
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Oftf-payroll working and salary sacrifice

in the public sector

Off-payroll working

The Chancellot's Autumn Statement2016 speech delivered a
number of changes thatwillimpact the UK business
environment and raise considerations for youas an employer.

In particular, the Chancellor announced that the measures
that were proposed in Budget 2016 thatcould affect services
supplied through personal service com panies (PSCs) to the
publicsector will beim plemented.

At present, the so-called IR35rules require the worker to
deddewhether PAY Eand NIC are due on the payments
madebyaPSC followingan engagementwith a publicsector
body. The onuswillbe moved to the payer from April2017.
This mightbe the publicsector bodyitself, butis more likely
to bean intermediary, or, if thereis a supply chain, to the
party dosest to the PSC.

The publicsector body (or the party dosest to the PSC) will
need to account for the tax and NIC and indude details in
their RTT submission.

The existing IR35 rules will continue outside of public
sector engagements.

HMRC Digital Tool —will aid with determining whether or
not theintermediary rules apply to ensure of “consistency,
certainty and simplicity” .

When the proposalswere originally made, the publicsector
was defined as "those bodies that are subject to the
Freedom of Informationrules”. Itis not known at present
whether this will be the final definition. Establishing what
bodies are caught s likely to be difficult however the public
sector is defined.
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A further change will be that the 5% tax free allowance thatis given
to PSCs will be removed for those providing services to the public
sectof.

This will increase costs, move responsibility to the engager and
increase risks for the engager

Salary sacrifice

The Chancellot's Autumn Statement 2016 speech also introduced
changes to salary sacrifice arrangements. In particular, the proposals
from earlier this year to limitthe tax and NICadvantages from salary
sacrifice arrangements in conjunctionwith benefits will be
implemented from April 2017.

Although we awaitthe details, it appears that thereis a partial
coneession to alls made by Grant Thornton UK and others to
exempt the provision of cars from the new rules (to protect the car
industry). Therefore, the changes will apply to all benefits other than
pensions (indudingadvice), childcare, Cyde to Work schemesand
ultra-low emission cars.

Arrangementsin place before April 2017 for cars, accommodation and
school fees will be protected until April 2021, with others being
protected until April 2018.

These changes will be im plemented from April 2017.

Asyou can see, thereis a limited opportunity to continue with salary
sacrifice arrangements andaneed also to consider the choice between

keeping such arrangementsin place — which maystillbe benefidal — or

withdrawing from them.

Grant Thornton update

Issues to consider

Interimand temporaty staff
engaged through an intermediary
or PSC

Where usingagendes ensure
they’re UK based and operating
PAYE

Update on-boarding /
proairementsystems, proaesses
and controls

Additional take on chedks and
staff training / communications

Review of existing PSC contractor
populationbefore April 2017

Consider moving long term
engagements onto payroll

Review the benefitsyou offer -
particularlyif you havea flex
renewal coming up

Consider your overall Reward and
Benefit strategy

Consider your Employee
communications
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Brexit

Planning can help organisations
reduce the impact of Brexit

The High Courtruling that Patrliament should have a say
before the UK invokes Artide 50 of the Lisbon Treaty —
which triggers up to two years of formal EUwithdrawal talks
—will not, in our view, impact on the final outcome. There
appears to bea general political consensus thatBrexit does
mean Brexit, but we feel there could be slippage beyond the
original timetable which expected to see the UK leave the EU
by March 2019.

2017 elections in The Netherlands (March), France
(Aptil/May),and Germany (October/November) will
complicate the Brexit negotiation process and timeline at a
time when Brexit is more important for the UK thanitis for
the remaining 27 Member States.

The question still remains, what does Brexit look like?

While there may be acceptance amongpolitidans that the UK
is leaving the EU, there s far from anyagreement onwhat
our future relationship with the continentshould be.

So, what do we expect based onwhathas happened so far?

Existing EU legislation will remain in force

Weexpect that the Government willintroduce a “Repeal
Adt” (repealing the European Communities Act of 1972
that broughtusinto the EU) in early 2017.

As well as undoing our EU membership, thiswill transpose
existing HU regulations and legislationinto UK law. We
welcome this recognition of the fact that so much of UK
law is based on EU rules and that trying to unpick these
would notonly take many years but also create additional
uncertainty.

© 2017 Grant Thornton UK LLP. All rights reseved.

Taking back control is a priority

Ttappears that the top ptiotity for government is 'taking
badk control', spedfically of the UK's borders. Ministers
have set out proposals ranging from redudng our
dependence on foreign doctors or cutting overseas student
numbers. The themeis dear: net migration must fall.

Leaving the Single Market appearslikely

The toneand substance of Governmentspeeches on Brexit,
coupled with the wish for tighter controls on immigration
and regulation, suggesta future where the UK enjoys a
much mote detached relationshipwith the EU.

The UK wants a'bespokedeal'. Given the rthetoric coming
from Europe, ourview is that this would signal an end to
the UK's membership of the Single Market. With seemingly
no appetite to amend the four key freedoms required for
membership, the UK appears headed fora so-called 'Hard
Brexit" Itis possible that the UK will seck a transitional
arrangement, to give time to negotiate the details of our
future trading relationship.

This is of course, all subject to change, and, politics,
espedally at the moment, moves quickly.

Where does this leave the publicsector?

The Chancellor has acknowledged the effect this mayhave
oninvestmentand signalled his intention to supportthe
economy, delaying plans to get the publicfinances into

surplus by2019/20.

We expect that there will be some additional government
investmentin 2017, with housing and infrastructure being the
most likely candidates.

Clarityis a long way off. However, publicsector organisations
shouldbe planningnow for making a success of a hard
Brexit, with a foaus on:

Grant Thornton update

For regular updates on Brexit,
please see our website:

Staffing — organisations should begin preparing for
possible restrictions on theirability to recruit migrant
workers and also recognise that the UK maybe a less
attractive place for them to live and work. Non-UK
employees might benefit from a degree of reassurance as
our expectation is that thosealready here will be allowed to
stay. Employees on short term or rolling contracts might
find it more difficult to stay over time.

Financial viability — public sector bodies should plan
how they will overcome any potential shortfalls in funding
(e.g. grants, research funding orreduced student numbers).

Marketvolatility — for example pension fund and
charitable fundsinvestments and future treasury
management considerations.

International collaboration — perhaps ajoint venture or
PPP scheme with an overseas organisation orlinked
research projects.
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Income generation

Local governmentis underimmense finandal pressure to
do morewith less. The 2015/16 spending review is forecast
to resultina £13 billion funding hole by 2020 that

requires With further funding defidts still looming,income
generation is increasingly an essential part of the solutionto
providing sustainablelocal services, alongside managing
demand reductionand cost effidency of service

delivery. This report shares theinsightsinto howand why
local authorities are reviewing and developing their
approach to income generation .

Our new research onincome generation which indudes our
CFO Insightstoo suggests that:

% ooundls are increasingly using income generation to
diversify their funding base, and are commerdalisingin a
variety of ways. This ranges from fees and charges
(household garden waste, car parking, private use of
publicspaces), asset management (utilities, personnel,
advertising, wifi concession license) and company spin-
offs (housing, energy, local challenger banks), through to
treasury investments (real estate development,solar
farms, equityinvestment).

¢ theideal scenatio to commerdaliseis investing to earn
with a finandal and sodal return. Coundls are now
striving to generateincomein way which achieves
multiple strategicoutcomes for the same spend;
examining options to balance budgets while
simultaneously boosting growth, supporting vulnerable
communitiesand protecting the environment.
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% stronger ommerdalisation offers real potential for
coundls to meet revenue and strategicchallenges for
2020 onwards. Whilstthere ate examples of good
practice and innovation, thisopportunityis not being
fully exploited across the sector due to an absence ofa
holisticand integrated approach to corporate strategy
development (acommon vision for success,
understanding current performance, selecting
approptiate new opportunities, the capadty and culture
to deliver change).

Our report helps local authorities maximise their ability to
generate income by providing:

* Case studyexamples
* Local authority spendanalysis
* Examples ofinnovative finandal mechanism

* Critical success factors to consider

Grant Thornton publications

Challenge question:

« Have you read our income
generation report? '
Is your council actively
exploring options to generate
income?

OurlIncomegeneration report was published on
Thursday 2 March, hard copies are available from
your team and via link:

http:/ /www.grantthornton.co.uk/en/insights/ the-
income-generation-report-local-lead ers-are-ready-to-

be-more-commerdal/ i,
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Boards of the future

Background

Boards of the future: steering organisations to thrive is a report from Grant Thornton
International that draws on our International Business Report for 2016 plus
data and interviews from Grant Thomton teams around the world.

The report recognises that successful organisations in any sector are the ones
that manage challenges and adapt to the changing world around them. It notes
that over half of the top hundred biggest companies in the world in 1912 had
disappeared by the late 1990s.

How do organisations ensure they survive, adapt and ultimately thrive?
Fundamental to the answer is good corporate governance. And although this is
nothing new, it is arguably more pertinent now than ever.

The report found:

* The best organisations keep their eyes on the challenges and opportunities
coming into view, adapting to the changing world to remain relevant. They
anticipate potential hazards and react accordingly.

* The demands of boards are changing, boards can take a lead in being
proactive and nimble in navigating organisations through uncertain waters.

* Nearly half of the International Business Report (IBR) business leaders
surveyed believe that developing and reinforcing culture should be a focus
for boards over the next ten years.
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What will the successful board of 2025
look like?

This is an intriguing question which will inevitably vary across sectors and
geographic areas. Although governance structures differ across organisations,
the demands of senior leaders and decision makers are surptisingly similar.

In regions where there is a more developed assurance and governance approach
the focus is likely to be on boosting competitiveness and managing risks. From a
public sector perspective, competitiveness means delivering relevant, user
focused services— often working alongside others— that are economic, efficent
and effective.

Potential development areas across all sectors are:

* strategic planning horizons — taking a longer term view and avoiding
'knee-jerk' reactions;

* sustainability — from an economic and natural resources perspective;

* corporate culture — ensuring customer expetrience matches the
organisation's aspirations; and

* digital expertise — embracing technology, reacting to
change and innovating to improve service delivery.

To achieve these, the report suggests that the key
strands of focus are diversity and digital.
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Boards of the future

Diversity

The report recognises:

*  Greater diversity on a board widens its peripheral vision, allowing threats
and opportunities to be spotted earlier.

* Thereis a need for diversity of experience on boards, which is critical to
ensure a spread of ideas.

* Board diversity should be aligned with service users and reflect
organisational culture.

How can boards ensure appropriate diversity?

* Identify skill gaps and widen the pool of talent and experiences to ensure
these are filled.

* Recognise that some challenges and opportunities of the future will be less
visible, particularly to homogenous boards.

* Investin mentoring schemes.

* Recognise that to ensure the best talent is identified and nurtured, the net
needs to be cast as widely as possible.
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Digital
There is universal acknowledgement that digital expertise is required for

boards. But those with the relevant board credentials have often not grown up
with the technology or are not alert to the rapid changes and developments.

Big data, advanced analytics and automation can suppott organisations to
develop. It is essential for all board members to embrace the digital agenda
and, using relevant expertise where necessary, to spot the challenges and
opportunities of the future.

How can boards enhance digital capacity?

* Collaborate with digital experts to understand digital innovations and how
they can be harnessed.

e As well as boosting digital expertise on the board, make the most of
external advice.

e Assess the ways your organisation is using data to drive strategies; could it

be doing more?
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