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Executive Summary

Purpose

Our Annual Audit Letter (Letter) summarises the key findings arising from the work 

that we have carried out at Cheshire East Council (the Council) and its subsidiaries 

(the group) for the year ended 31 March 2018.  

This Letter is intended to provide a commentary on the results of our work to the 

group and external stakeholders, and to highlight issues that 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 and Auditor Guidance Note (AGN) 07 –

'Auditor Reporting'. We reported the detailed findings from our audit work to the 

Council's Audit and Governance Committee as those charged with governance in our 

Audit Findings Report on 31 July 2018.

Respective 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 and group'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 and group's financial statements, we comply with International 

Standards on Auditing (UK) (ISAs) and other guidance issued by the NAO.

Materiality We determined materiality for the audit of the group's financial statements to be £11.6m, which is 1.8% of the group's gross revenue 

expenditure. 

Financial Statements opinion We gave an unqualified opinion on the group's financial statements on 31 July 2018. 

Whole of Government Accounts 

(WGA) 

We completed work on the Council’s consolidation return following guidance issued by the NAO. 

Use of statutory powers We did not identify any matters which required us to exercise our additional statutory powers.

Value for Money arrangements We were satisfied that the Council put in place proper arrangements to ensure economy, efficiency and effectiveness in its use of resources 

except for the matter we identified in respect of inadequate arrangements for demonstrating and applying the principles and values of good 

governance to support informed decision-making, the Council had proper arrangements in all significant respects. We therefore qualified our 

value for money conclusion in our audit report to the Council on 31 July 2018

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. Our work on 

this claim is not yet complete and will be finalised by 30 November 2018. We will report the results of this work to the Committee in our Annual 

Certification Letter.

Certificate We are unable to certify that we have completed the audit of the accounts of Cheshire East Council until we resolve matters brought to our 

attention.

Our work

Working with the Council

The Council has responded well to the challenge presented by early close of the financial statements and meeting the challenge to ensure audit completion of the financial statements

by the 31 July 2018. We would like to take this opportunity to record our appreciation for the assistance provided by the finance team and other staff during our audit

Grant Thornton UK LLP

August 2018
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Audit of the Accounts

Our audit approach

Materiality

In our audit of the group's financial statements, we use the concept of materiality to 

determine the nature, timing and extent of our work, and in evaluating 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 the audit of the group accounts to be £11.6m, which is 

1.8% of the group's gross revenue expenditure. We used this benchmark as, in our 

view, users of the group's financial statements are most interested in where the 

group Council has spent its revenue in the year. 

We have calculated a specific materiality of £59,000 for Senior Officer remuneration 

based on 1.8% of total senior officer remuneration.

We set a lower threshold of £0.437m, above which we reported errors to the Audit

and Governance Committee in our Audit Findings Report.

The scope of our audit

Our audit involves obtaining sufficient evidence about the amounts and disclosures in the 

financial statements to give reasonable assurance that they are free from material 

misstatement, whether caused by fraud or error. This includes assessing whether:

• the accounting policies are appropriate, have been consistently applied and adequately 

disclosed; 

• the significant accounting estimates made by management are reasonable; and

• the overall presentation of the financial statements gives a true and fair view. 

We also read the remainder of the Statement of Accounts and the narrative report, annual 

governance statement alongside the Statement of Accounts to check they are consistent with 

our understanding of the group and with the financial statements included in the Statement of 

Accounts on which we gave our opinion.

We carry out our audit in accordance with ISAs (UK) and the NAO Code of Audit Practice. We 

believe that the audit evidence we have obtained is sufficient and appropriate to provide a 

basis for our opinion.

Our audit approach is based on a thorough understanding of the group'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

Significant Audit Risks
These are the significant risks which had the greatest impact on our overall strategy and where we focused more of our work. 

Risks identified in our audit plan How we responded to the risk and findings

Improper revenue recognition

Under ISA 240 (UK) there is a presumed risk 

that revenue may be misstated due to the 

improper recognition of revenue. This 

presumption can be rebutted if the auditor 

concludes that there is no risk of material 

misstatement due to fraud relating to revenue 

recognition.

We did not identify improper revenue 

recognition of revenue as a risk requiring special 

audit consideration

Having considered the risk factors set out in ISA240 and the nature of the revenue streams at the Council, we have determined that the risk of fraud 

arising from revenue recognition can be rebutted, because:

• there is little incentive to manipulate revenue recognition

• opportunities to manipulate revenue recognition are very limited

• The culture and ethical frameworks of local authorities, including Cheshire East Council, mean that all forms of fraud are seen as unacceptable

Therefore we do not consider this to be a significant risk for Cheshire East Council.

Management override of controls

Under ISA (UK) 240 there is a non-rebuttable 

presumed risk that the risk of management 

over-ride of controls is present in all entities. 

We identified management override of controls 

as a risk requiring special audit consideration

We have completed the following procedures to gain assurance over this risk

 review of accounting estimates, judgements and decisions made by management

 testing of journal entries

 review of unusual significant transactions and any changes in accounting policy.

Our audit work has not identified any instances of management override of controls.

Valuation of property, plant and equipment

The Council revalues its land and buildings 

every five years, to ensure that carrying value is 

not materially different from fair value. This 

represents a significant estimate by 

management in the financial statements.

We identified the valuation of land and buildings 

revaluations and impairments as a risk requiring 

special audit consideration.

We have:

 reviewed management's processes and assumptions for the calculation of the estimate, the instructions issued to valuation experts and the scope 

of their work

 considered the competence, expertise and objectivity of any management experts used.

 discussed with the valuer about the basis on which the valuation is carried out and challenge the key assumptions.

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

 tested revaluations made during the year to ensure they are 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 has satisfied themselves 

that these are not materially different to current value. An external desktop valuation of assets not valued in the year was carried out, which noted 

that there was a material difference between the carrying value of assets and their value. As a result the Council completed a full revaluation of 

some of these assets which were not valued, and was able to demonstrate that the difference between the carrying value and fair value was 

£6.8m, which is below materiality thresholds.

From the audit procedures carried out we have gained sufficient assurance to conclude that the valuation of property, plant and equipment is free from 

material misstatement. 
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Audit of the Accounts

Significant Audit Risks
These are the significant risks which had the greatest impact on our overall strategy and where we focused more of our work. 

Risks identified in our audit plan How we responded to the risk and findings

Valuation of pension fund net liability

The Council's pension fund asset and liability as reflected in its balance 

sheet represent  a significant estimate in the financial statements.

We identified the valuation of the pension fund net liability as a risk 

requiring special audit consideration

We have:

 identified the controls put in place by management to ensure that the pension fund liability is not materially misstated and 

assess whether these controls were implemented as expected and whether they are sufficient to mitigate the risk of 

material misstatement

 evaluated the competence, expertise and objectivity of the actuary who carried out your pension fund valuation 

 gained an understanding of the basis on which the valuation is carried out

 undertaken procedures to confirm the reasonableness of the actuarial assumptions made

 checked the consistency of the pension fund asset and liability and disclosures in notes to the financial statements with the

actuarial report from your actuary.

From the audit procedures carried out we have gained sufficient assurance to conclude that the valuation of pension fund net 

liability is free from material misstatement.
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Audit of the Accounts

Audit opinion
We gave an unqualified opinion on the group's financial statements on 31 July 2018, 

in advance of the national deadline.

Preparation of the accounts

The group presented us with draft accounts in accordance with the national deadline, 

and provided a good set of working papers to support them. The finance team 

responded promptly and efficiently to our queries during the course of the audit.

Issues arising from the audit of the accounts

We reported the key issues from our audit to the Council's Audit and Governance 

Committee on 31 July 2018. 

In addition to the key audit risks reported above, we identified the following 

issues/adjustments throughout our audit that we have asked management to address 

for the next financial year:

• We recommend that the Council looks at its process of identifying internal 

recharges and the manner by which these are adjusted for in producing the 

Comprehensive Income and Expenditure Statement, to ensure it correctly reflects 

and eliminates recharges in subsequent years.

• We recommend that the Council considers the results of desktop valuations early 

and where it identifies material differences engages valuation of assets promptly.

• We recommend that the Council improves its process in regards to the reporting 

of bulk transfers out of the pension scheme, to ensure the correct updated data is 

sent to the actuary.

• We recommend that the Council regularises the pension pass through 

arrangement ensuring that there is a tripartite agreement in place between the 

Council, the companies and the pension fund. This will provide formal recognition 

that the Pensions Fund accepts the full retention of actuarial and investment risk 

by the Council regarding the employees of the Council’s various companies

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 in the statement of accounts in line with the national deadlines. 

Both documents were prepared in line with the CIPFA Code and relevant supporting guidance. 

We confirmed that both documents were consistent with  the financial statements prepared by 

the Council and with our knowledge of the Council. 

Whole of Government Accounts (WGA) 

We carried out work on the Council’s Data Collection Tool in line with instructions provided by 

the NAO . We will issue an assurance statement which concludes that we did not identify any 

issues for the group auditor to consider.

Certificate of closure of the audit
We are unable to certify that we have completed the audit of the accounts of Cheshire East 

Council until we resolve matters brought to our attention in 2017/18.
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Value for Money conclusion

Background
We carried out our review in accordance with the NAO Code of Audit Practice, 

following the guidance issued by the NAO in November 2017 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 

We have focused our work on the significant risks that we identified in the Council's 

arrangements. In arriving at our conclusion, our main considerations were:

• The Council continues to operate under temporary senior management 

arrangements affecting the statutory posts of Chief Executive as Head of Paid 

Service, the S151 Officer, the Monitoring Officer, as a neutral act, whilst proper 

procedures are being followed for an independent investigation

• The Council is also investigating a number of weakness in the operation of its 

decision making arrangements identified in reviews conducted by internal Audit.

The key risks we identified and the work we performed are set out overleaf.

Overall Value for Money conclusion

Based on the work we performed to address the significant risks, we concluded that except for 

the matter we identified in respect of inadequate arrangements for demonstrating and applying 

the principles and values of good governance to support informed decision-making, the Council 

had proper arrangements in all significant respects. We therefore propose to give a qualified 

'except for' conclusion on your arrangements for securing economy, efficiency and 

effectiveness in your use of resources.
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents. 

Value for Money

Significant risk Findings Conclusion


Impact of historic governance matters

During 2017/18 the Council has embarked on a 

number of reviews of its governance arrangements in 

specific areas. These are reflected in the prior years' 

AGS and the update report to the Audit and 

Governance Committee. 

During the year, the Council put temporary senior 

management arrangements in place affecting the 

statutory posts of  Chief Executive as Head of Paid 

Service, the S151 Officer, the Monitoring Officer 

whilst proper procedures were followed for 

independent investigation regarding these officers.

The underlying governance issues that gave rise to 

these reviews is not relevant to the 2017/18 VFM 

conclusion.  However the actions being taken to move 

forward, to ensure weakness are identified and  

appropriately addressed are relevant to this 

consideration.  The Council needs to demonstrate 

that it has addressed these historic governance 

matters,  whilst not being distracted from the 

necessary focus on the delivery of its strategic 

objectives and its financial  plans which presents a 

challenge to the current management team.

We propose to review the Council's understanding of 

the underlying issues and the actions being taken to 

mitigate these risks, through review of reports and 

discussion with key officers.

• In 2017/18 the Council had an Executive Leadership 

Team (ELT) in place which was composed of an 

acting Chief Executive Officer, an acting Deputy Chief 

Executive Officer, an Interim Executive Director/S151 

Officer and an acting Executive Director for People.

• The Council is not in a position to make permanent 

appointments to these roles until current 

investigations are concluded or until individuals 

involved in these investigations resign.

• Although Chief Executive has resigned in July 2018, 

the Council will have to go though a process of 

appointment to fulfil this role on a permanent basis.

• The Chair of the IDC was asked to step down 

following certain matters.

• Furthermore, in April 2018 a number of potential data 

breaches were reported to the Information 

Commissioners Office. 

• Discussions with the Monitoring Officer have noted 

that during the year there were 3 statutory officers and 

a former cabinet member who have disciplinary 

procedures against them and 5 matters have been 

referred to the police.

• In addition to these investigations there are other 

historic matters that have been brought to our 

attention that Internal Audit are investigating.

The current level of investigations from prior years and 

experiences from this year are sufficient evidence of 

weaknesses in the Council’s arrangements for acting in 

the public interest and a basis for us to qualify our VFM 

conclusions.

We have concluded that given the issues facing the 

Council, arrangements for demonstrating and applying the 

principles and values of good governance to support 

informed decision-making are inadequate
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents. 

Value for Money

Significant risk Findings Conclusion


Planning finances effectively

The Council has historically managed its finances well 

and has consistently achieved financial  targets. 

The quarterly reviews reported to the Corporate 

Overview & Scrutiny Committee and Cabinet detail 

potential financial deficits in 2017/18. The overspends 

are prevalent in relation to Social Care. 

A range of measures to reduce the outturn position 

against the 2017/18 have been introduced, along with 

a forecast  transfer from earmarked reserves to 

maintain general reserves at the required risk based 

level (in accordance with the Reserves Strategy 

approved in February 2017).

We propose to review the Council's understanding of 

the underlying issues and the actions being taken to 

mitigate these risks, through review of budgetary 

information, subsequent monitoring reports and 

discussion with key officers.

As reported in September 2017 financial outturn reports, 

financial pressures could have led to a deficit of £17m for 

the Council. However, the Council was able to introduce 

actions which enabled them to deliver a balanced outturn. 

The financial pressures originated mainly from the People 

Directorate, where Children and Adult service demands 

exceeded original forecasts, and also increased financial 

pressures in Waste Services, Planning and Transport. 

Although it was a challenging year for the Council, like all 

local authorities due to pressures of rising inflation, 

increased demand for services and continuing reductions 

in government funding, the financial outturn for the 

Council is balanced for 2017/18 with gross income 

matching gross expenditure meaning general reserves 

remain unchanged at £10.3M. 

In June 2018 the Council has updated its forecasting for 

2019/20, it increased the budget gap and has also now 

identified further efficiencies to address this deficit based 

on reducing budgets for some service lines, using 

contingency funds, receipts and additional funding from 

Business Rates, Council tax and New Homes Bonus. The

Council has also revised budget assumptions so that the 

People, Place and Corporate services will identify further 

savings and following these measures the Council is now 

planning to achieve a balanced budget for 2019/20 and

does not intend to use any of its general reserves to 

mitigate any shortfall.

For 2020/21 the Council is still to refresh the budget 

position but is confident of reducing the remaining 

unidentified budget requirement to have an in year 

balanced budget.

From our review of the financial out turn of the Council 

and plans for 2019/20 and 2020/21 we are satisfied that 

the Council has adequate plans to manage its financial 

risks and there are no material financial uncertainties 

which impact the Council to operate as a going concern.
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Key findings

We set out below our key findings against the significant risks we identified through our initial risk assessment and further risks identified through our ongoing review of documents. 

Value for Money

Significant risk Findings Conclusion


Working effectively with its partners

The local health organisations and local authorities 

have worked together to  agree three key 

improvement priorities to jointly deliver in order to 

drive forward the necessary transformation and 

improvement of the health and care services across 

Cheshire. The three priorities are integrated 

commissioning, integrated provisions  and 

sustainable hospital services across Cheshire. 

The work to design and implement an integrated 

health and care commissioning and delivery system is 

taking place against the backdrop of significant 

financial challenges in the local health economy and 

continuing demand pressures on social care services. 

Working with partners from different organisations 

and service areas with potentially conflicting priorities, 

and particular financial challenges means that 

projects are increasingly complex and high profile. 

This represents a continuing risk to the VFM 

conclusion as we need to understand the 

arrangements that the Council has to contribute to 

this process and to mitigate the risks to its resources.

We propose to gain an understanding of the role that 

the Council is playing to contribute to change in the 

local health economy and to move forward with the 

effective integration of health and social care. 

We will discuss this with key officers and review the 

project management and  assurance frameworks 

established by the Council to establish how it is 

identifying, managing and monitoring these risks.

The NHS Cheshire and Merseyside STP acts as the 

system manager for monitoring arrangements across 

health services within Cheshire and Merseyside.  The 

role of the system manger is to hold organisations and 

partnerships accounts for delivery, with a focus of the 

development and implementation of integrated care, 

looking at the cross working of Council and third sector 

bodies.

Within the Cheshire East geography, Cheshire East 

Health and Care Place Based partnership has been 

formed through the merger of the Caring Together and 

Connecting Care Transformation Programmes, this was 

established in February 2018.

The Council has representation on the board meetings 

for these working programmes, which include attendance 

of meetings by the acting Chief Executive, acting 

Executive Director of People and other officers from the 

Council.

The Audit and Governance Committee is updated with 

the progression of health and care arrangements by the 

Corporate Manger Health Improvement. Currently there 

are no STP out-turn reports to review, with the first report 

to be issued after August 2018. However, the system 

management board programme review group receive 

updates from the work-stream leads. The Health and 

Wellbeing Board also receives regular updates on key 

activity.

In 2017/18 the Council has contributed to the process 

and continues to reflect on any risks to it and how it will 

mitigate and manage these. However, in the future it is 

critical that the Council continues to be effectively 

involved and influence the further developments in the 

STP and wider health economy.

We are satisfied that the Council continues to make 

arrangements around its involvement in the wider health 

economy. We are satisfied that there is a clearly indication 

of governance and oversight arrangements being 

incorporated by the Council and proper arrangements for 

working effectively with partners towards the sustainability 

of adult health and social care services.
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Fees

Proposed fee Final fee

Council Audit Fee £154,590 £154,590

Variation to scale fee in respect to Sleep in Payments £9,135 £8,223

Grant Certification £13,608 £13,608

External audit fees for the wholly owned companies

- Cheshire East Residents First (CERF) Ltd

- Ansa Environmental Services Ltd

- Alliance Environmental Services Ltd (subsidiary of Ansa Environmental)

- Orbitas Bereavement Services Ltd

- Transport Service Solutions Ltd

- Engine of the North Ltd

- Civicance Ltd

- The Skills and Growth Company Ltd

£3,500

£12,250

£6,500

£6,500

£10,500

£6,500

£6,500

£6,500

£3,500

£12,600

£6,700

£6,700

£10,800

£6,700

£6,700

£8,500

Total audit fees (excluding VAT) £236,083 £238,621

Non Audit Fees

Fees for other services

Fees 

£‘000

Audit related services:

Non-audit services 

• Reasonable Assurance report for teachers pension return

• CFO Insights, 3 year subscription from 2017/18 

• Post liquidation services connected with Cosocious (50% of the fee)

• Corporate tax compliance services for work relating to 2016/17, carried out in 2017/18

£4,800

£27,000

£1,893

£8,950

Appendix D

We confirm below our final fees charged for the audit and provision of non-audit services. 

Audit Fees

The proposed fees for the year were in line with the scale fee set by Public Sector Audit Appointments Ltd (PSAA) Our fees for grant certification cover only housing benefit 

subsidy certification, which falls under the remit of Public Sector Audit Appointments Limited. Fees in respect of other grant work, such as reasonable assurance reports, are 

shown under 'Fees for other services'. The council were granted an in year refund from PSAA of £23,000 for the Council audit fee.

We note that there are some differences presented in Note 23 in the single entity and Note 5 of the group financial statements, which we do not consider material, see below;

• CFO Insights should be listed in the council accounts as well as group accounts

• The £10k ‘fees payable for additional work commissioned by the Council’, this relates to the scale fee as part of the audit

• The grant fees include £14k and the £5k for teacher’s pension work 
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