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Public Sector Audit Appointments Ltd (PSAA) have issued a ‘‘Statement of responsibilities of auditors and audited bodies”. It is available from the Chief Executive of each audited
body and via the PSAA website (www.psaa.co.uk)

The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different responsibilities of
auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.
The “Terms of Appointment (updated 23 February 2017)” issued by PSAA sets out additional requirements that auditors must comply with, over and above those set out in the
National Audit Office Code of Audit Practice (the Code) and statute, and covers matters of practice and procedure which are of a recurring nature.

This Annual Audit Letter is prepared in the context of the Statement of responsibilities. It is addressed to the Members of the audited body, and is prepared for their sole use. We,
as appointed auditor, take no responsibility to any third party.

Our Complaints Procedure – If at any time you would like to discuss with us how our service to you could be improved, or if you are dissatisfied with the service you are receiving,
you may take the issue up with your usual partner or director contact. If you prefer an alternative route, please contact Steve Varley, our Managing Partner, 1More London Place,
London SE1 2AF. We undertake to look into any complaint carefully and promptly and to do all we can to explain the position to you. Should you remain dissatisfied with any aspect
of our service, you may of course take matters up with our professional institute. We can provide further information on how you may contact our professional institute.



Executive Summary



Annual Audit Letter for the year ended 31 March 2017 – Luton Borough Council

EY ÷ 2

Executive Summary

We are required to issue an Annual Audit Letter to the Luton Borough Council (the Council) following completion of our audit procedures for the
year ended 31 March 2017.

Below are the results and conclusions on the significant areas of the audit process.

Area of Work Conclusion

Opinion on the Council’s:
► Financial statements

Unqualified – the financial statements gave a true and fair view of the financial position of
the Council and Group as at 31 March 2017 and of its expenditure and income for the year
then ended.

► Consistency of other information published
with the financial statements

Other information published with the financial statements was consistent with the financial
statements.

Concluding on the Council’s arrangements for
securing economy, efficiency and
effectiveness

We concluded that you have put in place proper arrangements to secure value for money in
your use of resources.

Area of Work Conclusion

Reports by exception:
► Consistency of Annual Governance

Statement
The Annual Governance Statement was consistent with our understanding of the Council.

► Public interest report We had no matters to report in the public interest.

► Written recommendations to the Council,
which should be copied to the Secretary of
State

We had no matters to report.

► Other actions taken in relation to our
responsibilities under the Local Audit and
Accountability Act 2014

We had no matters to report.
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Area of Work Conclusion

Reporting to the National Audit Office on our
review of the Council’s Whole of Government
Accounts return.

Alongside our work on the Council’s financial statements, we also review and report to the
National Audit Office on your Whole of Government Accounts return. The Council is above
the specified audit threshold of £350 million.
We identified a number of inconsistencies between the Council’s return and its audited
financial statements.  The Council amended its return to correct these before we certified
the return.  We certified the Council’s return on 30 January 2018, alongside the issue of our
opinion on the Council’s financial statements.

As a result of the above we have also:

Area of Work Conclusion

Issued a report to those charged with
governance of the Council communicating
significant findings resulting from our audit.

Our Audit Results Report was issued on 26 September 2017.  We issued an updated version
of this report on 13 December 2017, reflecting how we had resolved the matters noted as
being outstanding in the initial report.

Issued a certificate that we have completed the
audit in accordance with the requirements of
the Local Audit and Accountability Act 2014
and the National Audit Office’s 2015 Code of
Audit Practice.

We issued our certificate closing the audit on 30 January 2018.
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In November 2017 we completed our audit of the Council’s housing benefit subsidy claim.  We have issued a separate report to those charged with
governance of the Council summarising the results of the work we have undertaken.

We would like to take this opportunity to thank the Council’s staff for their assistance during the course of our work.

Neil Harris
Associate Partner
For and on behalf of Ernst & Young LLP
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Purpose

The Purpose of this Letter
The purpose of this Annual Audit Letter is to communicate to Members and external stakeholders, including members of the public, the key issues
arising from our work, which we consider should be brought to the attention of the Council.

We have already reported the detailed findings from our audit work in our 2016/17 Audit Results Report to the Audit and Governance Committee,
representing those charged with governance. We do not repeat those detailed findings in this letter. The matters reported here are the most
significant for the Council.
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Responsibilities

Responsibilities of the Appointed Auditor
Our 2016/17 audit work has been undertaken in accordance with the Audit Plan that we issued on 1 June 2017 and is conducted in accordance
with the National Audit Office's 2015 Code of Audit Practice, International Standards on Auditing (UK and Ireland), and other guidance issued by
the National Audit Office.

As auditors we are responsible for:

► Expressing an opinion:

► On the 2016/17 financial statements; and

► On the consistency of other information published with the financial statements.

► Forming a conclusion on the arrangements the Council has to secure economy, efficiency and effectiveness in its use of resources.

► Reporting by exception:

► If the Annual Governance Statement is misleading or not consistent with our understanding of the Council;

► Any significant matters that are in the public interest;

► Any written recommendations to the Council, which should be copied to the Secretary of State; and

► If we have discharged our duties and responsibilities as established by thy Local Audit and Accountability Act 2014 and Code of Audit
Practice.

► Alongside our work on the financial statements, we also review and report to the National Audit Office on your Whole of Government
Accounts return.
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Responsibilities of the Council
The Council is responsible for preparing and publishing its statement of accounts accompanied by an Annual Governance Statement (AGS). In the
AGS, the Council reports publicly each year on how far it complies with its own code of governance, including how it has monitored and evaluated
the effectiveness of its governance arrangements in year, and any changes planned in the coming period.

The Council is also responsible for putting in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources.



Financial Statement
Audit
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Financial Statement Audit

Key Issues
The Council’s Statement of Accounts is an important tool for the Council to show how it has used public money and how it can demonstrate its
financial management and financial health.  We audited the Council and Group Statement of Accounts in line with the National Audit Office’s 2015
Code of Audit Practice, International Standards on Auditing (UK and Ireland), and other guidance issued by the National Audit Office and issued an
unqualified audit report on 30 January 2018.

The Council has made considerable progress and improvements to address the control recommendations we made in our 2015-2016 Audit Results
Report; and to strengthen its capacity and capability for ensuring timely and accurate financial reporting. We issued our audit opinion on the
2015-2016 financial statements in April 2017. We did not as a consequence undertake an interim audit visit for the 2016-2017 audit in a way
that would have benefited us and the Council, and enabled us to bring work forward. This did concentrate the vast majority of our audit in to
August and September 2017 which inevitably put pressure on both the Council and the audit team to meet the statutory deadline of 30th

September 2017.  At that date, we had not completed our testing in a small number of areas, including:

• Our testing on the valuation of the London Luton Airport Limited consolidated in to the Council’s group accounts as well as the assumptions
underpinning the schools revaluation and a significant variation in the valuation of the Council’s leisure centres. We accept that we
commissioned our estates team to review these assumptions during September 2017 and as a consequence, given the complexity and nature
of the valuations, queries were unresolved as at 30th September 2017; and

• Our testing of the Council’s bank reconciliation, and our testing of entries passing through the single BACs Bank Account which was a matter
the Council was unable to resolve following our routine audit queries before 30th September 2017.

We reported our detailed findings to meetings of the Audit and Governance Committee on 26 September and 13 December 2017.  Subsequent to
the meeting on 13 December 2017, we identified one further matter that resulted in an amendment to the financial statements.  This related to
the Capital Financing Requirement at 1 April 2015, which was incorrectly stated as £304,684k; the correction of the prior period error amends
this to £353,835k.  This error affects a disclosure note to the financial statements; there is no error in the primary financial statements, and no
impact on the Council’s underlying financial position, as measured by the level of useable reserves held. We accept this matter was raised with
officers beyond the 30th September 2017 and late in our review procedures. We did though commission expert support to work with the audit team
and as appropriate the Council to address these points, some of which related to judgements on capital financing that date back to 2007-2008.

To achieve the accelerating timetable for closure and audit of the financial statements in 2017-2018 financial years requires both the Council and
us as the external auditors to work together and both address areas where we need to improve timeliness of reporting and communications. We
are pleased to say a lot of progress has been made on that front including:
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• The Council strengthening its capacity and capability in the finance team.

• The Council addressing the vast majority of the control recommendations we raised in the 2015-2016 audit.

• The resolution between us over the past two years of a number of complex accounting judgements and prior period restatements, particularly
those areas that involve significant estimation and assumptions including capital financing, asset valuations, impairment of receivables.

• We have now commenced early work in a number of areas of the 2017-2018 audit, including Months 1-9 testing of income, expenditure
balances and enquiries associated with significant audit risks we are considering associating with the accounts and the Value for Money
conclusion.

• The introduction of new EY tools such as our client portal and greater use of our analytics capability to streamline our audit process.

• Regular liaison meetings between the Council’s finance team and the audit to agree scope and timing of our work; expectations of the Council
and timing of our review procedures.

We will continue to review and report progress on the faster closure of accounts for the 2017-2018 financial statements to the Council’s Audit
Committee in advance of the statutory deadlines.

The key issues identified as part of our 2016-2017 audit were as follows:

Significant Risk Conclusion

Management override of controls
A risk present on all audits is that management is in a
unique position to perpetrate fraud because of its ability
to manipulate accounting records directly or indirectly,
and prepare fraudulent financial statements by
overriding controls that otherwise appear to be
operating effectively.
Auditing standards require us to respond to this risk by
testing the appropriateness of journals, testing
accounting estimates for possible management bias and
obtaining an understanding of the business rationale for
any significant unusual transactions.

To address this risk we carried out a range of procedures including:

• Gaining an understanding of the oversight given by those charged with
governance of management’s processes and controls in respect of fraud;

• Testing the appropriateness of journal entries recorded in the general ledger and
other adjustments made in the preparation of the financial statements. We
obtained a full list of journals posted to the general ledger during the year and
using our data analytics tool confirmed the completeness of the population and
analysed these journals using criteria we set to identify any unusual journal
types or amounts. We then tested a sample of journals that met our criteria and
tested these to supporting documentation; and
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For local authorities the potential for the incorrect
classification of revenue spend as capital is a particular
area where there is a risk of management override. We
therefore review capital expenditure on property, plant
and equipment to ensure it meets the relevant
accounting requirements to be capitalised.

• Testing any significant unusual transactions, including adjustments through the
Movement in Reserves Statement.

As a result of this work we did not identify:

• Any material weaknesses in controls or evidence of material management
override.

• Any instances of inappropriate judgements being applied.

• Any other transactions which appeared unusual or outside the Council’s normal
course of business.

Risk of fraud in revenue recognition
Under ISA240 there is a presumed risk that revenue may
be misstated due to improper recognition of revenue. In
this public sector this requirement is modified by
Practice Note 10, issued by the Financial Reporting
council, which states that auditors should also consider
the risk that material misstatements may occur by
manipulating expenditure recognition.
For the Council, the potential for the incorrect
classification of revenue spend as capital is a particular
area where there is a risk of management override. We
therefore review capital expenditure on property, plant
and equipment to ensure it meets the relevant
accounting requirements to be capitalised.

To address this risk we completed the following procedures:
· Tested material revenue and expenditure streams, including accounting

estimates.
· Tested income and expenditure transactions around the period end to

assess whether the recognition or deferral of this income and expenditure
was appropriate.

· Tested capital expenditure on property, plant and equipment confirmed it
met the relevant requirements to be capitalised.

As a result of the procedures we completed we were satisfied that the Council has
recognised income and expenditure appropriately, and that the values disclosed in
the Authority’s financial statements are not materially misstated.
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Other Key Findings Conclusion

Valuations – reliance on experts
We identified two areas in our Audit Plan where
we place reliance on experts; pensions and
property valuations. These areas are both
highly material balances in the Council’s
accounts which are based on estimates and
professional judgement.
In accordance with Auditing Standards, we have
evaluated each specialist’s professional
competence and objectivity, considering their
qualifications, experience and available
resources, together with the independence of
the individuals performing the work.
We have also considered the work performed by
the specialist in light of our knowledge of the
Council’s environment and processes and our
assessment of audit risk in the particular area.

Pensions: We assessed and were satisfied with the competency and objectivity of the Council
actuaries, Hymans Robertson LLP. Our own pension team and PwC (as Consulting Actuary to
the National Audit Office) reviewed the work of the actuary and we concluded we could place
reliance on their work.  We also challenged the significant movement in the actuarial
valuation and found no indication of management bias in this estimate.
Property valuations:  In relation to property plant and equipment assets, we:

• Assessed the adequacy of the work undertaken by the Council’s own valuers in valuing
property, plant and equipment.

• Assessed and used an independent valuer’s market report to review and challenge the
assumptions and judgements made by the Council’s external valuer.

• Engaged specialist support from our specialist valuation team to support us in testing the
basis of the asset valuations disclosed in the Council’s financial statements for a sample
of specialized assets (such as Schools and Leisure Centre’s) which are valued on a
depreciated replacement costs basis, and which we consider to be a more judgemental
valuation basis.  Specifically we considered the valuation of the following assets:

· Southfields Primary School – we determined a valuation range of £4 million – £7.7
million; this compared to the value determined by the Council’s valuer of £5.4
million.

· Lealands High School – we determined a valuation range of £14.2 million – £22.1
million; this compared to the value determined by the Council’s valuer of £16.4
million.
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· Inspire Sport Village - we determined a valuation range of £32.7 million – £37.3
million; this compared to the value determined by the Council’s valuer of £34.8
million.

In addition to this, we engaged specialist support to assist us in testing the valuation of
London Luton Airport.  The valuation of the airport is complex and, with a value in excess of
£530 million, is highly material to the Council’s financial statements.

We have reviewed the approach, methodology and assumptions used by LALL’s specialist in
developing the reported value.  While we concluded the general approach is appropriate for
the asset type, we noted some areas where the approach adopted was inconsistent with UK
Valuation practice for the property, given its characteristics and considering the facts and
circumstances present at the valuation date.  In particular, we do not consider that the
specialist provided the discount rate adopted in valuing the airport to be the key input, but
considered LALL’s specialist had provided sufficient support to the calculation of the
discount rate used within their Discounted Cash Flow valuation, a key input in determining
the reported value.

We therefore undertook a comparative analysis to obtain sufficient assurance that the
Specialist’s reported value is within a reasonable range, having regard to the characteristics
of the Airport.  Our corroborative analysis supported the reported value for the Airport,
albeit we consider that the discount rate is considered to be towards the upper end of the
expected range, resulting in a Fair Value towards the lower end of the expected range.

On the basis of our considerations, and recognising that the valuation of property, plant and
equipment is highly judgmental, we concluded that the valuations provided to the Council by
its valuer did not result in a misstatement of the financial statements.
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Accounts Production Process
Our 2015/2016 Audit Results Report set out
weaknesses in the Council’s capacity, systems
and processes to produce good quality financial
statements that were free from material error,
and supporting working papers, ahead of the
statutory timetable for the approval and
adoption of the accounts. These covered the
following areas:
· Adequacy and robustness of control

account reconciliations.
· Adequacy of supporting evidence and

rationale to support significant estimates
and judgements.

· How the Council documents, assesses and
appropriately values and accounts for its
interest in other entities.

· The completeness of the Council’s fixed
asset register and weaknesses in the
Council’s approach and methodology for
asset valuations.

We consider that the Council has made good progress in strengthening its processes for
producing its financial statements. The Council has strengthened the capacity of its finance
team in the final quarter of the 2016/17 financial year, through the recruitment of an
experienced substantive Chief Accountant.  This resulted in additional guidance and training
to the Council’s finance team on the preparation of the financial statements and supporting
working papers, and the production of a good quality set of financial statements.
In common with the prior year we continued to find that in some areas, for example, in
relation to our testing of income and expenditure, and debtors and creditors, or questions
raised around the valuation of certain fixed assets, the Council were slow to provide
supporting documentation or explanations.  We also identified a number of areas where
amendments were required to the draft financial statements.  We also acknowledge though
as set out on Page 11 of this letter that there are areas where we need to improve the
timeliness of our audit and review procedures, as well as the escalation and communication
of issues arising and engagement of experts to support us as appropriate. We are working
collaboratively with the Council on what we can both do differently to accelerate the audit of
the 2017-2018 accounts.
While recognising that the Council has made considerable progress, there is a need to
further strengthen and embed arrangements for the preparation of the financial statements.
We have engaged early with the Council in relation to our 2017/18 audit, and note that the
Council has further strengthened its capacity through the recruitment of a specialist
resource to manage preparation of the 2017-18 accounts.

Interest in Other Entities
The Council has interests in a number of entities
to support the delivery of its strategic and
corporate priorities, and maintain sustainable
finances. The most significant of which is the
Council’s controlling interest in London Luton
Airport Limited (LLAL).
In preparing its 2016/17 financial statements,
the Council assessed how each of these
interests is classified (for example, as a
subsidiary, associate, or joint venture) and then

To address this risk we:

• Reviewed the Council’s assessment of its group boundary, including its consideration of
Foxhall Homes (which was excluded from the Council’s group accounts on the basis that
the transactions arising in 2016/17 were immaterial to the Council).

• Tested whether the Council has accounted for its interest in other entities in accordance
with the Code.

• Tested whether appropriate disclosure has been given of the Council’s interest in other
entities, including any related party transactions.
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accounted for.  This included consideration of
the Code, IFRS 10 and 11, and IAS 28.

• Engaged specialist support from our own experts to assist us in assessing reviewing the
valuation of London Luton Airport, and LLAL’s deferred tax liability.

• Engaged with PwC (as the auditors of LALL).  Our involvement included:

· A discussion with PwC the operational activities of LLAL that were significant to the
group;

· A discussion with PwC the susceptibility of material misstatement to LLAL’s financial
statements due to fraud or error;

· A review of the working papers prepared by PwC to support their opinion on the
financial statements of LLAL; and

· A review of the outputs from PwC’s audit of LALL, including their ISA 260 report.

Presentation of expenditure and funding
analysis statement and restatement of the
Comprehensive Income and Expenditure
Statement (CIES) and Movement in Reserves
Statement (MiRS)
Amendments have been made to the Code of
Practice on Local Authority Accounting in the
United Kingdom 2016/17 (the Code) changing
the way the financial statements are presented
These changes impact the CIES and MiRS, and
include the introduction of the new ‘Expenditure
and Funding Analysis’ note as a result of the
‘Telling the Story’ review of the presentation of
local authority financial statements.

As a result of these changes, the service analysis in the accounts is now based on the
organisational structure under which the Authority operates and shows the Authority’s
segmental analysis.
As part of our audit we:

· Reviewed the Expenditure and Funding Analysis, CIES, MIRS and new notes to ensure
disclosures are in line with the Code.

· Reviewed the analysis of how these figures were derived, and how the Council’s
general ledger was re-mapped to reflect the Authority’s organisational structure.

· Agreed the restated comparative figures back to the Authority’s segmental analysis
and supporting working papers.

We were satisfied that the accounts were compiled in accordance with the new Code
requirements, and that the figures reported by the Council were materially accurate.
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Our application of materiality
When establishing our overall audit strategy, we determined a magnitude of uncorrected misstatements that we judged would be material for the
financial statements as a whole.

Item Thresholds applied

Planning materiality We set materiality at £6.2 million (2016: £6.1 million), representing 1% of the Council’s
gross expenditure.  We consider gross expenditure to be one of the principal considerations
for stakeholders in assessing the financial performance of the Council.

Reporting threshold We agreed with the Audit Committee that we would report to the Committee all uncorrected
audit differences in excess of £0.308 million (2016: £0.305 million).

We also identified the following areas where misstatement at a level lower than our overall materiality level might influence the reader.  For these
areas we developed an audit strategy specific to these areas. The areas identified were:

Ø Remuneration disclosures including any severance payments, exit packages and termination benefits;

Ø Related party transactions; and

Ø Members’ allowances.

We evaluate any uncorrected misstatements against both the quantitative measures of materiality discussed above and in light of other relevant
qualitative considerations.



Value for Money
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Value for Money

We are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on its use
of resources. This is known as our value for money conclusion.

Proper arrangements are defined by statutory guidance issued by the National Audit Office. They comprise your arrangements to:

· Take informed decisions;
· Deploy resources in a sustainable manner; and
· Work with partners and other third parties.

Proper arrangements for
securing value for money

Informed
decision making

Working with
partners and
third parties

Sustainable
resource

deployment
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We identified one significant risk in relation to these arrangements, in relation to the deployment of resources in a sustainable manner and working
with partners and other third parties.  The table below presents the findings of our work in response to the risk identified.

We have performed the procedures outlined in our Audit Plan. We did not identify any significant weaknesses in the Council’s arrangements to
ensure it took properly informed decisions and deployed resources to achieve planned and sustainable outcomes for taxpayers and local people.

We therefore issued an unqualified value for money conclusion on 30 January 2018.

Significant Risks Conclusion

Financial Resilience

The impact of continuing reductions in funding
from central government, together with
significant cost pressures in areas such as
Adult and Social care is particularly
challenging for the Council. With restrictions
on annual Council Tax increases, the Council’s
medium-term financial strategy (MTFS)
identifies the need to identify and deliver
significant savings over the next two years.

The Council recognises the transformational
change and innovative approaches required to
deliver financial sustainability. It is reviewing
the way it delivers services to secure
efficiencies and has identified a range of
savings and commercial initiatives to support
this. There is regular monitoring and reporting
of the position to officers and members.

We have performed the procedures outlined in our Audit Plan.  We made the following
observations:

• The Council has established an appropriate budget setting process, with an appropriate
level of challenge from officers and members.

• Assumptions made in setting the budget are based on the best information available.  The
Council has articulated within its budget the risks associated with upcoming changes to
government policy and the economic climate. There is evidence throughout the Council’s
MTFS that it has considered the impact of various scenarios and the impact of these on
budget planning.

We recognize however, that there continues to be financial challenges faced by the Council.

Forecast outturn at Quarter 3 identifies a potential overspend £3.4 million (after the release
of centrally held contingency budgets of £4.2 million).   Further contingency budgets of £2.9
million are available to the Council if required.

The Council’s Medium Term Financial Strategy identifies a budget gap of £12.3 million over
the five years to 2022/23.  This budget gap is, however, predicated in the Council achieving
savings of £6.8 million in 2018/19 and 2019/20 (£5.4 million and £1.4 million respectively).
The Council’s MTFS also identifies budget pressures of £6.8 million over the next 2 years.

We will continue to monitor the Council’s financial resilience during our 2017/18 audit, and
report any further finings in relation to this in our 2017/18 Audit Results Report.
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Direct Air Rail Transport System

During 2016/17 the Council approved an
outline business case to borrow and invest
considerable sums, of £225million, into the
development and construction of a direct air rail
transport system linking Luton Airport
Parkways station with London Luton Airport.
Given the significance and importance of this
decision to the Council’s strategic, operational
and financial priorities, we considered it
important that we reviewed the decision making
process the Council took, and how it is managed
any risks arising.

We recognise that in the 2016-2017 financial year, the Council did not take a final decision
on whether to borrow and invest £225million in the construction of a direct air rail transport
system.
The Council did, however, take an in-principal decision to do this in 2016/17, before
considering a final business case at the end of October 2017, when final approval for this
transaction was given.
Our approach therefore focused on the effectiveness of the Council’s arrangements to
develop an outline business case and reach an in principle decision, including:

• The quality of the information provided to Members and Officers when taking decisions in
relation to the project.

• The nature and  consideration of legal advice;

• The extent to which the Council has identified, considered, and mitigated the risks around
the project; the extent to which the Council has considered relevant Treasury
Management options, for example the funding options available to the Council; and

• The adequacy of the processes established by the Council to review and monitor the work
of the subsidiary entities in delivering the agreed outputs from the scheme.

To support us in our review, we engaged experts in our governance, investigations,
corporate finance and transaction services teams, to review the Council’s consideration of its
outline business case.
We provided the Council with a summary paper in September 2017 that set out where you
the Council, and us as your external auditors, should seek further explanations and
assurances ahead of any decision and transaction made in the 2017-18 financial year. Our
paper covered four themes including:
• Consideration of risk and sensitivities.

• Consideration of the impact on the Council’s decision making, finances and risks.

• Affordability of the debenture loans.
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• Consideration of State Aid.
Based on the documentation and explanations we have reviewed, we are satisfied that the
Council’s arrangements were sufficient to reach an in principle decision in the 2016-2017
financial year, and to determine the further assurances the Council were seeking from LLAL
and its advisors before reaching a final decision.
This view does not, however, bind our conclusion on the final business case and any
transaction that takes place in 2017/18 financial year.  In December 2017 we provided the
Council with a paper that set out our observations and questions following a review of the
final business case.
The Council’s arrangements in relation to this project will continue to represent a significant
risk to the Council, and we will undertake further work in this areas when concluding our
work on our 2017/18 Value for Money Conclusion, focusing in particular on how the Council
has addressed the further points we have raised.



Other Reporting
Issues
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Other Reporting Issues

Whole of Government Accounts
Alongside our work on the financial statements, we also review and report to the National Audit Office on your Whole of Government Accounts
return. The Council is above the specified audit threshold of £350 million. Some amendments were required to correct the value of transactions
with counter-parties, and to reflect audit adjustments to the Council’s statutory financial statements.

Annual Governance Statement
We are required to consider the completeness of disclosures in the Council’s Annual Governance Statement, identify any inconsistencies with the
other information of which we are aware from our work, and consider whether it is misleading.

We completed this work and did not identify any significant matters.

Report in the Public Interest
We have a duty under the Local Audit and Accountability Act 2014 to consider whether, in the public interest, to report on any matter that comes
to our attention in the course of the audit in order for it to be considered by the Council or brought to the attention of the public.

We did not identify any issues which required us to issue a report in the public interest.

Written Recommendations
We have a duty under the Local Audit and Accountability Act 2014 to designate any audit recommendation as one that requires the Council to
consider it at a public meeting and to decide what action to take in response.

We did not identify any issues which required us to issue a written recommendation.

Objections Received
We did not receive any objections to the 2016/17 financial statements from members of the public.

Other Powers and Duties
We identified no issues during our audit that required us to use our additional powers under the Local Audit and Accountability Act 2014.
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Independence
We communicated our assessment of independence in our Audit Results Report to the Audit Committee on 26 September 2017 and 13 December
2017. In our professional judgement the firm is independent and the objectivity of the audit engagement partner and audit staff has not been
compromised within the meaning regulatory and professional requirements.

Control Themes and Observations
As part of our work, we obtained an understanding of internal control sufficient to plan our audit and determine the nature, timing and extent of
testing performed. Although our audit was not designed to express an opinion on the effectiveness of internal control, we are required to
communicate to you significant deficiencies in internal control identified during our audit.

We have adopted a fully substantive approach and have therefore not tested the operation of controls.

Although our audit was not designed to express an opinion on the effectiveness of your internal control we are required to communicate to you
significant deficiencies in internal control.  We brought the following matters to the attention of the Audit Committee

• Related Party Transactions:  Of 48 elected Members, we noted that 11 did not complete an annual declaration of interest; and

• Bank Reconciliation Processes:  We identified an unreconciled difference between the Council’s ledger, and bank statement amount, of
£655,000.  This arose on the Council’s single payroll BACS Account.  The Council’s control procedures did not identify this, and officers were
subsequently unable to provide us with an explanation of what the difference related to. Further work undertaken by officers indicates that
this issue existed in the prior year, where there was a compensating imbalance in the payroll advance account amounting to £419k.  This was
fully provided for in the prior year.  Given the unsubstantiated nature of this balance, we have agreed with the Council that this amount is
written off to the Comprehensive Income and Expenditure Statement, resulting in a net impact of £236k (credit).

We have discussed the above issues with Council management and the finance team and will continue to work with them to ensure these issues are
addressed for 2017/18.



Focused on your
future



Annual Audit Letter for the year ended 31 March 2017 – Luton Borough Council

EY ÷ 28

Focused on your future

Area Issue Impact

Earlier deadline
for production
and audit of the
financial
statements
from 2017/18

The Accounts and Audit Regulations 2015
introduced a significant change in statutory
deadlines from the 2017/18 financial year.
The timetable for the preparation and
approval of accounts will be brought forward
with draft accounts needing to be prepared
by 31 May and the publication of the
accounts by 31 July.
These changes provide risks for both the
preparers and the auditors of the financial
statements.
The Council now has less time to prepare the
financial statements and supporting working
papers. Risks to the Council include slippage
in delivering data for analytics work in
format and to time required, and the
provision of late working papers.
As your auditor, we have a more significant
peak in our audit work and a shorter period
to complete the audit. Risks for auditors
relate to delivery of all audits within same
compressed timetable. Slippage at one client
could potentially put delivery of others at
risk.
To mitigate this risk we will require:
• good quality draft financial statements

and supporting working papers by the
agreed deadline;

• appropriate Council staff to be available
throughout the agreed audit period; and

These changes provide challenges for both the preparers and the
auditors of the financial statements.

To prepare for this change the Council has taken some steps in
2016/17. For example it has started to critically review and amend
the closedown process to achieve earlier draft accounts production.

As auditors, we have:
• Issued a thought piece on early closedown
• As part of our strategic Alliance with CIPFA, jointly

presented accounts closedown workshops.  The Council
attended one of these workshop[s in January 2018.

• Presented at CIPFA early closedown events and on the
subject at the Local Government Accounting Conferences in
July 2017.

• Facilitated faster close workshops to provide an interactive
forum for Local Authority accountants and auditors to share
good practice and ideas to enable us all to achieve a
successful faster closure of accounts for the 2017/18
financial year.

We have also worked with the Council to implement the EY Client
Portal, this will:
• Streamline our audit requests through a reduction of emails and

improved means of communication;
• Provide on –demand visibility into the status of audit requests

and the overall audit status;
• Reduce risk of duplicate requests; and
• Provide better security of sensitive data.



Annual Audit Letter for the year ended 31 March 2017 – Luton Borough Council

EY ÷ 29

Area Issue Impact
• complete and prompt responses to audit

questions.
Finally, we have engaged early with the Council’s Finance team to
agree the timing of key elements of our work, and the supporting
working papers that we require to complete our audit.

IFRS 9 Financial
Instruments

Applicable for local authority accounts
from the 2018/19 financial year and will
change:
• How financial assets are classified and
measured
• How the impairment of financial assets
are calculated
• The disclosure requirements for financial
assets.
Transitional arrangements are included
within the accounting standard, however
as the 2018/19 Accounting Code of
Practice for Local Authorities has yet to be
issued it is unclear what the impact on
local authority accounting will be and
whether any accounting statutory
overrides will be introduced to mitigate
any impact.

Although some initial thoughts on the approach to adopting IFRS 9
have been issued by CIPFA, until the Code is issued and any
statutory overrides are confirmed there remains some uncertainty.
However, what is clear is that the Authority and Group will have to:
• Reclassify existing financial instrument assets
• Re-measure and recalculate potential impairments of those assets;
and
• Prepare additional disclosure notes for material items
The Authority and Group is awaiting clarification of the exact
requirements before investing time in the above work.

IFRS 16 Leases IFRS 16 will be applicable for local
authority accounts from the 2019/20
financial year.
Whilst the definition of a lease remains
similar to the current leasing standard, the
new standard will have a significant impact
for local authorities who lease in a large
number of assets, with nearly all current
leases being included on the balance
sheet.

Until 2019/20 Accounting Code is issued and any statutory
overrides are confirmed there remains some uncertainty in this
area.
However, what is clear is that the Authority and Group will need to
undertake a detailed exercise to classify all of its leases and
therefore must ensure that all lease arrangements are fully
documented.
The Authority and Group is yet to commence work in this area due
to the timing of implementation.
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Area Issue Impact
There are transitional arrangements within
the standard, although as the 2019/20
Accounting Code of Practice for Local
Authorities has yet to be issued it is
unclear what the impact on local authority
accounting will be or whether any
statutory overrides will be introduced.



Audit Fees

Appendix A
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Appendix A Audit Fees

We set out below a summary of our fees for the year ended 31 March 2017.

Description Final Fee 2016/17 Planned Fee 2016/17 Scale Fee 2016/17 Final Fee 2015/16

Total Audit Fee – Code work To be confirmed £122,303 £122,303 To be confirmed

Total Audit Fee – Certification of
claims and returns

To be confirmed £27,869 £27,869 £18,276

Public Sector Audit Appointments Limited (PSAA Ltd) are currently determining the variation to the 2015-2016 audit fee. Further to our 2015-
2016 Audit Results Report, we and the Council have recently made representations to PSAA Ltd on the fee variation. We will provide a verbal
report to the Council’s Audit and Governance Committee on this matter.

For the 2016-2017 audit we incurred additional costs in testing balances and transaction that we consider are outside of the scope of the scale
fee set by PSAA Ltd.  These include:

Ø The work necessary to address significant risks to our valuation for money conclusion, such as the significant investment in the
construction of the Direct Air Rail Transport System;

Ø The work necessary to test the valuation of property, plant and equipment, particularly where there have been significant movements in
value of individual assets, for example as was the case at London Luton Airport, and the Inspire Leisure Centre; and

Ø Where errors or control weaknesses have been identified, the additional work arising from the identification of that issue.

We will confirm our final fee to the Council’s Audit and Governance Committee once this has been agreed with the Council and PSAA Ltd.

Our work on the certification of grant claims and returns relates to our audit of the Council’s housing benefit subsidy claim.  This work was
completed in November 2017.  We have proposed a reduction in the scale fee of £10,050 recognizing the significant support provided by the
Council in auditing this claim.  This reduction in the fee is currently being considered by PSAA Ltd.

We confirm we have not undertaken any non-audit work outside of the PSAA’s requirements.
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